
Monetary
Policy
Report

2008:2

S V E R I G E S R I K S B A N K





1

M
O

N
E

T
A

R
Y

 P
O

L
IC

Y
 R

E
P

O
R

T
 2

0
0

8
/

1

CHAPTER 1

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 to conduct.1 The report contains a 
description of the future prospects for infl ation 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 this 
spring this takes the form of a report entitled “Material for assessing monetary 
policy”. In the autum this takes the form of the Monetary Policy Report.

The Executive Board decided to adopt the Monetary Policy Report at its meeting 
on 2 July 2008. 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 fi le.

To subscribe to the Monetary Policy Report, please contact the Riksbank. 
E-mail: penningpolitiskrapport@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 
a desirable monetary policy. 
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CHAPTER 1

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 specifi ed this objective in terms of an infl ation 
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 STRATEGY2 

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

■ Monetary policy is normally focused on achieving the infl ation 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).

■ The Riksbank’s monetary policy decisions routinely take into account changes in asset 
prices and other fi nancial variables.

■ 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 infl ation is close to the infl ation target two 
years ahead without there being excessive fl uctuations in infl ation 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. 

■ Openness and clarity in monetary policy are prerequisites for the successful combination 
of credibility for the infl ation target and a fl exible 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 connetion 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

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

■ 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 fi le on the Riksbank’s website www.riksbank.se under the 
heading Monetary policy/Price stability. 
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CHAPTER 1

The Executive Board of the Riksbank has decided to raise the repo rate to 4.5 per cent. 

Infl ation has continued to rise in Sweden and is now at its highest level since the mid-

1990s. Over the year the repo rate will need to be raised further on a couple of occasions 

to prevent the high infl ation rate from becoming entrenched. A higher repo rate will 

mean that infl ation declines and is close to the 2 per cent target a couple of years ahead. 

Resource utilisation is falling but is expected to be normal at the end of the forecast period. 

Infl ation has risen substantially and is at its highest level since the mid-1990s. The main 
reason for the high infl ation is that energy and food prices in the world market have 
increased so much. But increasingly high domestic resource utilisation in recent years has also 
contributed to rising infl ation. At the same time, infl ation expectations remain high.

Resource utilisation is still slightly higher than normal. However, growth in Sweden 
and abroad is slackening. One reason for this is the international fi nancial turbulence which 
has prevailed since last year. It is still not possible to say when the situation on the fi nancial 
markets will return to normal. 

Economic activity will continue to slow down and the labour market situation will 
slacken. The Riksbank’s assessment is that resource utilisation will be normal at the end of 
the forecast period. 

Monetary policy has the task of stabilising infl ation. The substantial rises in food and oil 
prices risk leading to other prices rising too quickly. The Riksbank’s assessment is therefore 
that the repo rate needs to be raised now and on a couple of further occasions during the 
year to bring infl ation back towards the target a couple of years ahead. 

But there is considerable uncertainty in this assessment. The repo rate may be lower 
if commodity prices fall or if the fi nancial market turbulence worsens. The opposite may 
apply if the high infl ationary pressures persist. The future direction for monetary policy 
will therefore depend on how new information on economic developments abroad and in 
Sweden affects the prospects for infl ation and economic activity in Sweden.

The minutes from the Executive Board’s monetary policy meeting will be published on 
16 July. The next monetary policy meeting will be held on 3 September. The next Monetary 
Policy Report will be published on 23 October.

The Executive Board of the Riksbank

■ Monetary policy considerations 
– a summary
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CHAPTER 1

■ CHAPTER 1 – The economic outlook and 
infl ation prospects

Figure 2. CPI with uncertainty bands
Annual percentage change, seasonally adjusted data

Figure 1. Repo rate with uncertainty bands
Per cent, quarterly averages

Figure 3. GDP with uncertainty bands
Annual percentage change

Source: 
The Riksbank

Sources: Statistics 
Sweden and the 
Riksbank

Sources: Statistics 
Sweden and the 
Riksbank

Note. The uncertainty bands in Figures 1-3 are 
based on historical forecast errors. See the article 
entitled “Calculation method for uncertainty bands” 
in MPR 2007:1 

Forecast
Outcome 

75 %
50 %

90 %

Forecast
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Forecast
Outcome 

75 %
50 %

90 %

Infl ation has risen substantially and is at its highest 
level since the mid-1990s. The main reason for 
the high infl ation is that energy and food prices 
in the world market have increased so much. But 
increasingly high domestic resource utilisation in 
recent years has also contributed to rising infl ation. 
At the same time, the fi nancial market turbulence 
in the United States has spread and since summer 
2007 it has contributed to dampening economic 
growth abroad and thereby in Sweden.

Monetary policy has had to address these 
two confl icting forces before; on the one hand 
increasing infl ationary pressures and on the other a 
downturn in economic activity. Now there are signs 
that the rate of the slowdown in economic activity 
in Sweden is increasing and that it will be more 
tangible than was assumed in February and April. 
At the same time, the oil price has continued to rise 
steeply and much more than previously expected. 
The two-edged effect is that CPI infl ation increases 
at the same time as the forces that drive growth are 
weakened even further when the purchasing power 
of the households is undermined and the costs of 
the companies increase.

It is not the task of monetary policy to attempt 
to infl uence changes in relative prices; that is that 
certain prices increase more than others. Global 
increases in commodity prices undermine the 
prosperity of Swedish households. Monetary policy 
cannot do anything about this. Monetary policy can, 
on the other hand, counteract systemic effects that 
lead to a general increase in prices that can spark a 
wage and price spiral. Such a development would be 
very negative for the economy in the longer term and 
would require more far-reaching monetary policy 
intervention in the future in order to break the spiral.

The Riksbank’s assessment is that a well-
balanced monetary policy is to raise the repo rate 
an additional couple of times over the coming 
year. This tightening means that growth will be 
lower in the short term than would otherwise have 
been the case. But this will also counteract the 
systemic effects of increasing commodity prices. 
The Riksbank’s assessment is that infl ation a couple 
of years ahead is in line with the target and that 
resource utilisation will be normal at the end of the 
forecast period.
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CHAPTER 1

■ ■ Rapidly rising energy prices 

A large part of the rapid rise in infl ation can to a signifi cant extent be 

explained by movements in the oil price. In June, the oil price was on 

average over 130 dollars per barrel (see Figure 4). This is around 40 

dollars more than was indicated by futures pricing when the Monetary 

Policy Report was published in February and 30 dollars more than when 

the Monetary Policy Update was published in April. 3 Prices of futures 

contracts for oil show the price for delivery of oil at different points in the 

future. The Riksbank’s forecast for the future oil price is based on these 

futures prices. According to futures pricing for oil at the end of June the 

oil price will not rise more in the future. However, the level of the oil price 

is expected to remain high (see Figure 4). 

In addition to the oil price, the price of electricity has contributed to 

the recent increase in energy prices. Electricity prices have been increasing 

since last spring and according to futures pricing they will continue to rise 

over the coming year and will then stabilise at the higher level. 

With the exception of a brief period at the end of 2006, the oil price 

has shown an increase trend over a long period of time and the real oil 

price is now higher than at previous price peaks (see Figure 5). The level 

of futures prices has been raised as the oil price has risen to higher and 

higher levels. There is a risk that the current futures prices correspondingly 

underestimate the future oil price and that the oil price will increase 

further in the future. On the supply side, the spare production capacity 

appears low at the outset. Increasing capacity by building new refi neries 

and exploiting new oil fi nds is costly and takes time. The high demand 

for oil from emerging economies such as China is one of the underlying 

driving forces behind the price upswing and will most probably remain 

important. 

But there are a number of factors indicating that the oil price will 

stabilise during the forecast period, although it is diffi cult to predict when. 

International economic activity has begun to slow down, especially in the 

United States, and developments in both the United States and Europe 

look to be weak over the coming year. This should dampen the demand 

for and the price of oil. A further factor that has contributed to the 

upswing in the oil price is that many of the countries with a large demand 

for oil have introduced subsidies to protect their own economies from the 

high world market price. The subsidies mean that consumers pay a lower 

price than the world market price and the difference is paid by the state. 

The subsidies have kept up demand. In this way the world market price 

has also been held up in a way that would probably not have been the 

case if the price had been allowed to make a full impact on consumers. 

However, the higher the oil price is and the longer the subsidies are 

retained, the larger the costs of the subsidies will be and the greater the 

burden will be on these countries' central government budgets. This 

3 Throughout the report, the abbreviations MPR 2008:1 for the fi rst Monetary Policy Report in 2008 and 
MPU April 2008 for the Monetary Policy Update in April 2008 are used, and so on for other Reports and 
updates.

Figure 4. Oil price, Brent crude
USD per barrel, future prices

Average up to and including 11-04-2008
(MPU April 2008)

Average up to and including 16-01-2008 
(MPR 2008:1)

Average up to and including 27-06-2008
(MPR 2008:2) 

Note. Futures are calculated as a 15-day average.

Sources: Intercontinental Exchange and the Riksbank

Oil price, outcome

Figure 5. Nominal and real oil price
USD per barrel (Brent)

Note. The real oil price has been calculated by defl ating 
the nominal oil price by the TCW-weighted CPI 
normalised to 100 in May 2008. The TCW-weighted 
CPI for May 2008 is a forecast.

Sources: Intercontinental exchange and the Riksbank

Oil price
Real oil price
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CHAPTER 1

cannot be sustainable in the long term, and insome countries, for example 

China,  subsidies have recently been reduced. This should reduce the oil 

price in the future. 

In recent years investment in futures contracts for commodities, 

including oil, have become an increasingly common method for investors 

to spread risks and obtain a higher return on their assets. The fact that 

investors have shown increasing interest in commodity futures is because 

the return on other investments has declined while commodity prices 

have risen. The fi nancial market turmoil has also contributed. The recent 

increase in the fi nancial fl ows in the commodity markets has occurred 

at the same time as the oil price has risen substantially. This has raised 

the question of to what extent the rise in the price of oil and other 

commodities has been driven by fi nancial investments. So far there is 

no clear answer. However, studies made of this phenomenon in earlier 

periods indicate that fi nancial investors have not affected prices to any 

great extent. The most important driving forces have always been the 

underlying demand and supply factors. However, if fi nancial investment 

has actually contributed to the price rise being so large, then expectations 

of a future decline in the return on the investment in commodity futures 

could lead to a slackening in prices in the future. 

■ ■ High food commodity prices 

International commodity prices for food have increased since the middle 

of 2006. At the end of 2007 and beginning of 2008 the rate of the price 

increase has accelerated to record-high levels (see Figure 6). This has 

meant that food prices for both producers and consumers have risen 

substantially which has contributed to an increase in infl ation both in 

Sweden and abroad (see Figure 7).

The rise in food commodity prices is due to a combination of factors 

on both the demand and supply sides. At base there has for some time 

been a growing demand for food from countries with rapid economic 

growth such as China and India. Another underlying factor is the upswing 

in the oil price that has increased the cost of producing food and also 

stimulated production of biofuels, which has in turn limited the supply 

of, for instance, grain. Supply has also been held back by the fact that 

some countries that are major producers of foods have introduced export 

limitations to prevent the high prices having an impact on the domestic 

market. In addition to reducing the supply, this has also kept up demand 

in their own country. Taken together, this has contributed to the increase 

in food prices. Finally, prices in recent years have also been affected by 

poor harvests in different parts of the world.

As in the case of the oil price, there have been discussions on how 

much of the increase can be explained by increased portfolio investment 

in commodities, that is, to what extent fi nancial investment has 

contributed to the sharp rise in prices over the past year (see above).

In recent months price movements in the world market for some 

food commodities have been more stable. For example, the price of 

wheat and rise has fallen. The decline is also partly connected to a 

Figure 6. Commodity priceindex, excluding energy
USD, annual percentage change

Metals (28.2 %)
Other agricultural products (15.4 %)
Food (56.4 %)

Total (100 %) 

Source: The Economist.

Figure 7. GDP and CPI in OECD
Annual percentage change

Note. The CPI outcome is monthly data and the forecast is 
an annual average

Sources: OECD and the Riksbank

CPI
CPI 
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CHAPTER 1

4 See, for instance, IMF, World Economic Outlook,  April 2008 for a discussion of this.

5 According to short-term wage statistics from the National Mediation Offi ce.

reduction in export restrictions in some countries. However, the price 

of maize has continued to rise. In total, the rate of increase of food 

commodity prices has abated slightly in recent months. 

Food commodity prices are expected to stabilise at a high level. 4 But 

there is considerable uncertainty over future developments. Commodity 

prices have historically shown a cyclical development – after an upswing 

prices have gradually fallen again as production has increased in response 

to the price rise. History also shows that once commodity prices have 

begun to fall they can fall rather quickly. This could be the case, for 

example if the slowdown in international economic activity is greater than 

anticipated. An alternative scenario is described in Chapter 2, studying the 

effects of a severe fall in commodity prices. 

Prices of food commodities could of course slacken in the short 

term if economic activity weakens more than expected. The same could 

happen if the supply restrictions introduced by many countries were 

abolished. But the emerging economies’ demand for commodities and 

food will reasonably endure and continue to push prices upwards. This 

will in the longer term lead to increased investment in the agricultural 

and food sectors, which will ultimately increase supply and reduce prices. 

However, increasing production capacity takes time. The forecasts are 

therefore based on the assumption that food commodity prices will not 

continue to rise at the same rapid rate as over the past year, but will 

remain at a relatively high level for some time to come.

■ ■ Higher wage increases and recovery in productivity 

In addition to the price pressures from rising energy and commodity 

prices in the world market, domestic infl ationary pressures have increased. 

In 2007, unit labour costs increased by just over 4 per cent, which was 

mainly explained by  reduced productivity.

Wage increases during the fi rst quarter of this year amounted to 

just over 4 per cent. 5 This is approximately one percentage point higher 

than the average rate of wage increase during the period April 2004 to 

March 2007. As wage statistics are revised as retroactive wage payments 

are registered, the outcome is still preliminary. This is the highest fi rst 

preliminary outcome for any quarter since the end of 2001. Wage 

increases above the central wage agreements were then slightly below 

2 percentage points. It does not appear that the fi gure will be so high 

this year. Last year, when employment increased substantially, the wage 

increase above the central agreements was less than 1 percentage point. 

On the basis of the central wage agreements, the National Mediation 

Offi ce calculates that wage increases will on average be just over 3 per 

cent this year. The Riksbank’s forecast is that wages throughout the 

economy will increase by 4.4 per cent in 2008. 
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CHAPTER 1

Figure 8. Unit labour costs for the economy as a whole
Annual percentage change, seasonally adjusted data

Productivity
Labour costs per hour

Unit labour costs

Figure 9. Actual and trend productivity growth in the 
economy as a whole
Annual percentage change, seasonally adjusted data

MPR 2008:2

HP trend
MPR 2008:1

Note. Broken lines and striped bars represent the Riksbank’s 
forecast.

Sources: Statistics Sweden and the Riksbank

Note. Trend calculated using a Hodrick-Prescott fi lter. 
Broken lines represent the Riksbank’s forecast. 

Sources: Statistics Sweden and the Riksbank

Figure 10. Food, energy and mortgage costs in the CPI
Annual percentage change

Energy (8.9 %)
Food (16.8 %))

Mortgage costs (4.5 %)

Note. The weight in CPI of the respective components is given in 
brackets.

Source: Statistics Sweden

6 See also the in-depth article ”Energy prices and Swedish infl ation” in MPR 2008:1 for a discussion of these 
indirect effects.

In 2009 the average level of the centrally-agreed wage increases 

throughout the economy as a whole is expected to be slightly lower than 

this year. In addition, the wage increases above the central agreement 

will be slightly lower as the result of a gradually deteriorating labour 

market. All in all, this means that it is estimated that wages throughout 

the economy will increase by 3.7 per cent next year (see Table A7). The 

forecast for wages in 2010 is around the same as for 2009, but a new 

collective wage bargaining round will begin in 2010 which makes the 

forecast more diffi cult. 

Despite the fact that wage growth is expected to be higher than 

in 2007, companies’ labour costs per unit produced are expected to 

increase only moderately during the forecast period (see Figure 8). One 

explanation is that the rate of increase in productivity will recover in 

2008 and will increase in the future (see Figure 9). However, the average 

increase in productivity will be much lower than the average productivity 

increase over the past fi ve years . 

A further explanation for the moderate increase in unit labour 

costs during the forecast period is that companies will have a temporary 

reduction in the employer's contribution in 2008. This will reduce costs 

for this year. In 2009 the employer’s contribution will rise again when the 

reduction ceases, but the increased costs will be counteracted by a rise in 

productivity. 

■ ■ Infl ation over the target next year

Infl ation has risen substantially recently. This is largely explained by the 

rapid upswing in energy and food prices. Rising interest expenditure has 

also contributed to the increase in the CPI (see Figure 10). There is also 

the fact that cost pressures have increased over the past year.

As energy prices change, this will have a direct effect on infl ation via 

prices of fuels, heating oil and electricity, which are included in the CPI. 

The sharp rise in energy prices recently has therefore led to a substantial 

rise in infl ation. When the rise is broken, as forecasted by the Riksbank , 

the CPI will not increase as much month on month. Infl ation measured 

in terms of the change in the CPI from month to month will therefore 

be much lower in the future. However, the annual percentage change in 

the CPI, that is, the CPI in one month compared with the same month 

in the previous year, will still be high for part of the forecast period. This 

is because prices are now much higher than they were a year ago. This 

situation will continue to apply for the coming year and it will affect the 

forecast for infl ation for the remainder of 2008 and the beginning of 2009 

(see Figure 11).

In addition to the direct effects on infl ation through petrol prices, 

etc. which are included in the CPI, the upswing in energy prices has also 

had indirect effects. Companies’ production costs have increased – for 

instance the costs of transport and input goods. 6 The upturn in food 
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CHAPTER 1

Figure 11. CPI, outcome and forecasts on different 
occasions.
Annual percentage change

MPU April 2008 
MPR 2008:1

MPR 2008:2

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 12. Food prices at different stages
Annual percentage change

Food in the ITPI (producer stage)
The Economist commodity price index for food, SEK

Food in the CPI (consumer stage)

Sources: The Economist and Statistics Sweden.

Figure 13. CPI and CPIF
Annual percentage change

CPIF
CPI 

Note. CPIF is CPI with fi xed interest rate. Broken lines 
represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank
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commodity prices recently has also entailed an increase in companies’ 

production costs. Food prices for producers have increased substantially 

since the middle of last year (See Figure 12). The question is how much 

of the companies’ cost increases will have an impact in the form of higher 

prices for consumers and how much the companies will absorb through, 

for instance, reducing their mark-ups and profi ts or by rationalising 

production and making it more effi cient. In sectors where competition 

is stiff it may be diffi cult to raise prices to the same extent as costs have 

increased. If profi t margins are already under pressure at the outset this 

could lead to profi tability problems. 

One factor indicating that a large part of the increase in energy and 

food prices has already had an impact on consumer prices is that the 

profi t share, that is to say the part of the added value that is profi ts, has 

not fallen very much despite last year's sharp rise in unit labour costs. 

Another sign is that the food component in the CPI has recently shown 

a substantial increase (see Figure 12). The responses to the Riksbank’s 

company survey also indicate that a large part of the price increases has 

already had an impact on consumer prices (see the article “The Riksbank’s 

company survey”). 

But there is normally some time lag in the adjustment to higher prices 

as companies change their prices with some delay. It is therefore probable 

that consumer prices will continue to rise as a result of the recent increase 

in commodity prices. However the forecast is that the price increases will 

not be as large in the future as they were last year. One reason is that 

the largest cost in general for companies – labour costs – appears to be 

increasing at a relatively moderate rate. In addition, monetary policy will 

contribute to preventing the price increases from spreading and gaining a 

lasting foothold in infl ation expectations, for instance. 

The Riksbank’s forecast is that infl ation will continue to rise and will 

remain high for the rest of this year and also for a large part of 2009. 

Measured in terms of the CPI, infl ation will be 3.9 per cent on average 

during 2008 and 3.5 per cent in 2009. This is linked, in addition to 

energy and food prices, to earlier interest rate increases. If CPI infl ation is 

adjusted for interest rate changes (CPIF), infl ation is 0.8 percentage points 

lower than the CPI on average during 2008 (see Figure 13 and Table A1). 

As infl ationary impulses decline in the future, which is the assumption in 

the forecast, infl ation will fall relatively quickly in 2009 and approach 2 

per cent in 2010.

■ ■ Weaker labour market and lower growth 

The slowdown in general economic activity is more evident now than at 

the time of the Monetary Policy Report in February this year (see Chapter 

3). Employment and the number of hours worked have risen several 

years in a row, but the weak growth in economic activity means that 

the upturn will change into a slight downturn later this year (see Figure 

14 and Table A6). The downturn in employment applies to the business 

sector. Employment in the public sector will, on the other hand, grow 

more quickly than in previous years. In 2009 and 2010 the employment 
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Figure 14. Labour force and number of employed
Thousands, seasonally adjusted data

Labour force (ILO defi nition, 16-64 year)
Employed (EU defi nition, 15-74 year)
Employed (ILO defi nition, 16-64 year)

Labour force (EU defi nition, 15-74 year)

Note. Broken line represents the Riksbank’s forecast. 
Pre-1993 data has been spliced by the Riksbank.

Sources: Statistics Sweden and the Riksbank

rate will fall, that is, the number of persons employed in relation to the 

population of working age will decline (see Figure 35). The number of 

hours worked will decline in 2009 but begin to rise during the course of 

2010.

The labour force will increase during the forecast period, partly as 

a result of the population of working age growing and partly as a result 

of economic policy, which stimulates an increase in the labour supply. 

However, the increase will slow down during the forecast period (see 

Figure 14). Unemployment has fallen over a long period of time. This 

trend will be broken this year and unemployment will once again begin to 

rise (see Figure 15). This is due to an increase in labour at the same time 

as employment declines.

GDP growth has recently shown a signifi cant decline. In 2007 the 

growth rate fell to 2.7 per cent on average and the Riksbank's assessment 

is that growth will continue to fall in 2008 (see Figure 16 and Table A5). 

There will be an upturn in growth again in 2009, but in terms of annual 

averages, it will be low in 2009. In 2010 growth will rise and towards the 

end of the forecast period it will stabilise at a level sustainable in the long 

term. The forecast is largely based on the assessment that international 

economic activity will recover in 2009 and that international growth 

will rise (see Figure 17). If, for example, infl ationary impulses abroad 

do not decline in the future and the fall in international growth is more 

prolonged, the development of the Swedish economy will be weaker than 

in the main scenario. Chapter 2 describes such a scenario. 

■ ■ Weak growth in the USA but some recovery expected

GDP growth in the United States has fallen substantially and was very 

low in the past two quarters (see Chapter 3). The slowdown is to some 

extent explained by the unexpectedly high oil and petrol prices, which 

have increasing undermined households’ real incomes and increased 

companies’ costs. In addition, the fi nancial market turbulence and 

the decline in the housing market has affected consumption and 

investment, for instance, housing investment has fallen dramatically. 

There is still great uncertainty over future developments on the fi nancial 

markets. Employment is falling and surveys show that pessimism over 

future economic developments has increased substantially among US 

households. These factors indicate a slackening in the United States over 

the year. According to the Riksbank’s forecast, GDP growth will be 1.4 per 

cent in 2008 (see Figure 18 and Table A4). At the same time, CPI infl ation 

will be just over 4 per cent. 

A number of factors indicate that the US economy will recover at 

the beginning of 2009. The US government has introduced a stimulation 

package that is stimulating consumption and growth this year and the 

policy rate has been cut. The depreciation of the dollar that has taken 

place over a period of time will contribute to an increase in exports. 

During next year activity in the housing market should increase and 

housing investment should accelerate as a result of low house prices, low 

interest rates and a turnaround in the labour market. In addition, both 

Figure 15. Unemployed
Percentage of the labour force, seasonally adjusted data

Unemployment (ILO defi nition, 16-64 year)
Unemployment (EU defi nition, 15-74 year)

Note. Broken lines represent the Riksbank’s forecast. 
Pre-1993 data has been spliced by the Riksbank.

Sources: Statistics Sweden and the Riksbank

Figure 16. GDP
Quarterly changes in per cent calculated as an 
annual rate, seasonally adjusted data

GDP according to NA 2007:3, MPR 2008:1
GDP according to NA 2007:4, MPU April 2008

GDP according to NA 2008:1, MPR 2008:2 

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank
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Figure 17. Growth in the world and Sweden
Annual percentage change, calendar-adjusted data

Sweden
The World 

Note. Broken lines and striped bars represent the 
Riksbank’s forecast.

Sources: IMF, Statistics Sweden and the Riksbank

Figure 18. GDP for the United States and the euro area
Quarterly changes in per cent calculated in annualised 
terms, seasonally adjusted data

USA
Euro area 

Note. Broken lines represent the Riksbank’s forecast.

Sources: Eurostat, Bureau of Economic Analysis and the 
Riksbank

companies and households have strong balance sheets. Profi ts as a share 

of GDP remain high and households’ net wealth is still relatively high from 

an historical perspective.

■ ■ Slowdown in economic activity in Europe 

in the euro area GDP growth has been strong for some years, but 

indicators point to a slackening in 2008 and there are numerous 

indications that the downswing will continue during the greater part 

of 2009. Strong international demand has contributed to an increase 

in production and investment in the euro area. Now that international 

demand – particularly in the United States – is slowing down, growth 

will slacken. In addition, the strong euro will contribute to slowing down 

the growth in exports. The high oil and fool prices will also contribute to 

dampening domestic demand. Households have been restrictive in their 

consumption in recent years, despite the relatively good growth in GDP. 

Households have saved and therefore have a good starting point to be 

able to increase their consumption when confi dence returns. When the 

infl ationary impulses from energy and food prices subside, infl ation will 

also fall (see Table A4). This benefi ts growth in real wages. The economic 

downswing in the euro area therefore looks to be relatively moderate (see 

Figure 18).

In the United Kingdom growth has slackened and will be weak in 

both 2008 and 2009. The services sector, which has accounted for a 

substantial part of the growth in the economy in recent years, has been 

affected by the fi nancial market turmoil. Households have a gloomy 

outlook on the future and house prices have begun to fall, according to 

some indices. In Denmark and Norway growth will slacken during the 

forecast period as international economic activity declines and domestic 

demand slackens. 

■ ■ Continued strong growth in Asia 

The slowdown in economic activity in the United States and the high 

energy prices have so far had no great effect on the emerging economies 

in Asia. Production in these countries is still increasing substantially and 

contributing to keeping up international growth. The assessment is that 

growth in these countries will slacken somewhat during the forecast 

period, partly as a result of the economic slowdown in the United States 

and Europe. But growth will still be strong. In China, for instance, GDP 

growth is expected to be around 10 per cent a year. 

The high demand for oil and other commodities in, for example, 

China has contributed to the global price rise. Although the recent 

sharp rise in prices is now subsiding, it is a reasonable assessment that 

demand from the emerging economies will continue to be an underlying 

driving force for the oil price, for example. One uncertainty factor is the 

subsidies of energy prices and export restrictions on agricultural products 

introduced in many of these countries. If these are reduced or abolished, 

which has to some extent already happened in some countries, and the 

high prices are allowed to have a full impact on producers and consumers 
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then demand may decline. This could contribute to commodity prices 

beginning to fall – see Chapter 2 for one such alternative scenario. 

Another uncertainty factor in these countries is linked to the 

development of infl ation, over and above the increase in energy prices. 

The currencies of a number of Asian countries have been weakened 

recently as several of the currencies are linked to the development of the 

dollar. This has stimulated exports and production and boosted infl ation in 

a situation where it is already high. If economic policy was to be tightened 

up in these countries in order to subdue infl ationary impulses, this could 

have a negative effect on global growth.

In Japan, growth is expected to slow down in 2008. A gradual 

recovery will take place in 2009 (see Table A4) 

■ ■ Policy rates are expected to rise internationally 

The higher commodity prices have led to an increase in infl ation around 

the world. This has led to expectations of higher policy rates (see Figures 

49 and 50). The Riksbank’s forecasts are based on the assumption that 

policy rates abroad will develop in line with market expectations as 

refl ected in forward prices. Higher policy rates will contribute to the 

gradual abatement of infl ation internationally (see Figure 7) 

■ ■ Slowdown in economic activity in the USA and Europe will 

subdue Swedish exports

On a global level GDP growth is expected to slacken somewhat and to 

be just below 4 per cent this year and in 2009 (see Figure 17 and Table 

A4). This is nevertheless a high growth rate from an historical perspective. 

However, the outcome for countries that have traditionally been 

important to Swedish foreign trade will be more subdued. The TCW-

weighted GDP growth, where the weights used to calculate some form of 

average are refl ected by Swedish foreign trade, will be just under 1.5 per 

cent for the year 2009 as a whole (see Table A4). The main reason is the 

slower development in the US and European economies in the future. The 

Riksbank’s assessment is nevertheless that there will be a turnaround next 

year and that the TCW-weighted GDP growth will be higher in 2010.

The slowdown in international growth will mean that growth in 

Swedish exports also slackens. Market growth in Swedish exports, that is, 

developments in goods imports in the countries to which Sweden exports, 

will be strong this year but decline in 2009 according to the Riksbank‘s 

forecast (see Table A4). Swedish exports are therefore expected to 

increase relatively substantially this year but the increase will be much 

lower in 2009, 3.4 per cent (see Figure 19 and Table A5). As some 

recovery occurs in economic activity, the rate of increase will then rise in 

2010 by over 2 percentage points. Exports of goods account for around 

70 per cent of the total exports, but during the forecast period exports of 

services are expected to continue to grow more quickly than exports of 

goods.



-10

-5

0

5

10

15

20

111009080706050403020100

120

122

124

126

128

130

132

134

136

1110090807060504

16

M
O

N
E

T
A

R
Y

 P
O

L
IC

Y
 R

E
P

O
R

T
 2

0
0

8
/

2

CHAPTER 1

Figure 19. Exports
Quarterly changes in per cent calculated in 
annualised terms, seasonally adjusted data
 

MPR 2008:1 
MPR 2008:2

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 20. TCW exchange rate
Index, 18.11.92 = 100

TCW index

Source: The Riksbank

MPR 2008:1
MPR 2008:2

■ ■ Real exchange rate strengthens while krona stabilises 

The real exchange rate in trade-weighted terms (the TCW index) has 

strengthened on average in recent years. The real exchange rate is 

the price of foreign goods in relation to the price of domestic goods, 

where prices are expressed in the same currency. When there is a real 

appreciation, the price of domestic goods rises in comparison with the 

price of foreign goods in the same currency. This can be because domestic 

prices rise more quickly than foreign prices or because the nominal 

exchange rate – the krona rate – strengthens. 

A couple of factors which can explain the strengthening are that 

Sweden has experienced relatively high growth compared with other 

countries and had a large surplus on its current account. The current 

account surplus is expected to remain but decline. The fact that the 

surplus will remain despite the high oil price is due to a reduction in 

dependence on oil. The forecast is that the real exchange rate will 

strengthen slightly further over the coming years. The forecast for the 

nominal krona rate is that it will remain unchanged at roughly the current 

level during the forecast period (see Figure 20).

■ ■ Financial market turbulence persists

The turmoil in the fi nancial markets continues to mark international 

developments. To meet the strained situation in the fi nancial markets 

central banks around the world have taken action and implemented 

different types of measures. However, despite these measures problems 

still remain and the future is uncertain (see also Financial Stability Report 

2008:1). Growth in the world economy has slackened. This applies above 

all in the United States, which is the country that has been hardest hit by 

the fi nancial turmoil. The decline in the US housing market continues, 

but the assessment is that it will bottom out this year. If the economic 

slowdown proves to be even more severe than expected, the fi nancial 

system could be put to a greater test.

Sweden has also been affected by the fi nancial turmoil, although to a 

lesser extent than many other countries. This can be seen, for example, in 

the fact that the interest rates offered to households and companies have 

increased more than is justifi ed by the increase in the repo rate. Between 

July 2007, when the fi nancial turmoil began, and the present date the 

repo rate has been increased by 0.75 percentage points. An important 

interest rate to the households, the variable mortgage rate, has on the 

other hand risen by approximately 1.4 percentage points in the same 

period. The fact that mortgage rates have risen more than the repo rate 

is essentially due to an increasing unwillingness on the part of fi nancial 

agents to invest in assets that carry a credit risk, for example bonds from 

the mortgage institutions. This has pushed up the fi nancing costs of the 

mortgage institutions in relation to risk-free interest rates. Since April, 

however, the fi nancial turmoil has remained more or less stable and the 

variable mortgage rate has not risen more than is justifi ed by expectations 

regarding the repo rate. 



-1

0

1

2

3

4

5

6

7

-2

0

2

4

6

8

10

12

14

100806040200989694

-15

-10

-5

0

5

10

15

111009080706050403020100

0

1

2

3

4

5

6

0807060504

17

M
O

N
E

T
A

R
Y

 P
O

L
IC

Y
 R

E
P

O
R

T
 2

0
0

8
/

2

CHAPTER 1

Figure 22. Households’ disposable incomes, 
consumption and saving ratio 
Annual percentage change, fi xed prices and 
percentage of disposable income

Disposal income (left scale)
Saving ratio (right scale)

Consumption (left scale)

Note. Broken lines and striped bars represent the Riksbank’s 
forecast.

Sources: Statistics Sweden and the Riksbank

Figure 23. Fixed gross investment
Quarterly changes in per cent calculated in annualised 
terms, seasonally adjusted data

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

MPR 2008:1
MPR 2008:2

Figure 21. Interest rates in Sweden
Per cent

It is also worth noting that in a longer historical perspective the 

difference between the interests rates offered to the households and the 

repo rate is not unusually high. This is because the banks’ margins in the 

late 1990s and early 2000s were much larger than today (see Figure 21).  

The uncertainty in the fi nancial markets will probably persist and 

this means that there is considerable vulnerability to shocks. For instance, 

events in the Baltic countries could provide a shock. Growth in the Baltic 

countries has slackened and is declining increasingly rapidly and there is 

a risk that the ongoing cooling of the economy could change into a more 

pronounced economic slowdown. This would reinforce the turmoil in the 

fi nancial markets and lead to a further increase in the banks’ fi nancing 

costs. Ultimately, this would lead to higher interest rates for Swedish 

households and companies. 

Another risk concerns Swedish households’ indebtedness. If 

household indebtedness continues to increase more quickly than 

household incomes this may also be a risk in the longer run (see also 

Financial Stability Report 2008:1).

■ ■ Consumption and investment will not increase as much

High food and energy prices have undermined Swedish households' 

purchasing power, which subdues growth in household consumption 

primarily in 2008. However, growth in consumption will also be relatively 

low in 2009 (see Figure 22 and Table A5). A further factor that indicates 

weak growth in consumption is that household wealth has deteriorated as 

a result of the weak stock market and the fact that prices in the housing 

market have fallen somewhat since autumn 2007. 

The slowdown in the housing market will also have an impact on 

housing investment. Housing investment, which has previously accounted 

for a large part of investment, will grow much more slowly during the 

forecast period. The growth in business investment has been strong in 

recent years and is expected to remain strong in 2008. But as economic 

activity slows down, companies will cut their rate of investment (see 

Figure 23).This means that investment as a whole will not increase as 

much in the period ahead. 

But at the same time as investments in the business sector slow 

down, the rate of increase in public investment will double from around 

4 per cent in 2007 to around 8 per cent in 2008 and 2009. The increase 

is mainly due to central government in the infrastructure. Public sector 

consumption is expected to increase and the rate of increase will rise to 

around 1 per cent at the end of the forecast period (see Figure 24).

■ ■ Strong public fi nances following upswing in economic activity

in recent years

The public sector’s net lending has been higher than the Riksbank 

anticipated in February. This is primarily due to a strong labour market. 

Forecasts from the Swedish National Debt Offi ce and the Swedish 

National Financial Management Authority indicate that the central 

Note: Average of four mortgage institutes’ 3-month 
mortgage rate. Expected repo rate is calculated on the 
basis of 3-month overnight index swap.

Sources: Ecowin and the Riksbank

Expected repo rate
Difference between variable mortgage rate and 
expected repo rate

Variable mortgage rate
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Figure 25. General government net lending
Share of GDP, per cent

Financial balance

Note. Striped bars represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

government’s borrowing requirement is lower this year than was earlier 

expected. Historically, fi scal policy becomes more expansionary in an 

economic downturn. This means that the net lending, that is the public 

sector’s income minus expenditure, will decline during the forecast period 

as economic activity slows down. Fiscal policy is expected to be slightly 

more expansionary in 2009 and 2010. The Riksbank’s assessment is that 

the unfi nanced reforms, for instance a reduction in income tax which is 

not counterbalanced by a corresponding increase in any other tax, will 

correspond to roughly one per cent of GDP a year during 2009 and 2010. 

But even if taxes are cut and central government expenditure increases 

during the period, the public sector's net lending will be in line with the 

Government's target of one per cent of GDP in 2010 (see Figure 25).

■ ■ Raised repo rate will subdue infl ation

The Riksbank’s forecast is based on the repo rate being raised from 

4.25 per cent to almost 5 per cent at the end of this year. Rapidly rising 

international oil and food prices are price increases that Swedish monetary 

policy cannot affect. The interest rate increases may, however, reduce 

the risk of the high price increases for energy, for example spreading to 

other prices. When imported and other infl ationary impulses decline, 

infl ation falls and it is therefore expected to be in line with the target a 

couple of years ahead. There are also signs indicating that the slowdown 

in economic activity will come somewhat sooner than was assumed in 

February and April. In the slightly longer term, therefore, the repo rate 

may need to return to around the current level. 

This means that from an historical perspective the repo rate is not 

expected to be particularly high over the coming years. The same applies 

to the real interest rate, which will rise during the forecast period and 

amount to around 2.5 per cent in 2010 (see Figure B7 in the in-depth 

article “The development of the real interest rate”). 

Figure 24. Public sector consumption expenditure
Annual percentage change, fi xed prices and percentage 
of GDP

Annual percentage change (left scale)
Percentage of GDP (right scale)

Note. Broken lines and striped bars represent the Riksbank’s 
forecast.

Sources: Statistics Sweden and the Riksbank
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Source: The Riksbank

Figure 26. Repo rate forecasts on different 
occasions
Per cent

MPU April 2008
MPR 2008:2 
Repo rate

This forecast compared with the previous 
forecast

■ ■ Higher infl ation and repo rate path forecasts compared with 

MPU in April

The forecast for the repo rate path has been adjusted upwards since April 

(see Figure 26 Compared with the April forecast, the forecast for CPI 

infl ation is now 0.4 percentage points higher for the annual average in 

2008 and 0.7 percentage points higher for 2009 (see Table 1). 

The higher infl ation is mainly the result of an unexpectedly strong 

upturn in energy prices. From April the price of crude oil has risen by 

around 20 dollars a barrel. Futures rates have also risen compared with 

April. The forecast for an annual average for the price of crude oil per 

barrel has therefore been adjusted upwards by over 30 dollars for 2009 

and 2010 (see Table 3). Futures rates in the electricity market are also 

at a higher level now than at the time the Monetary Policy Update was 

published in April.

The slowdown in the Swedish economy now appears likely to be 

somewhat sooner than was forecast in the April Update. One indicator 

of this is the outcome of the National Accounts for Quarter 1 which has 

been received since then (see Chapter 3). High price increases and a 

higher interest rate also mean that activity will slacken slightly more in the 

short term than was previously forecast. 

Compared with April the forecast for GDP growth has been adjusted 

downwards by around half a percentage point this year and in 2009 (see 

Table 3). However, the forecast for 2010 remains largely the same. The 

forecast now is that the decline in the number of persons employed will 

be slightly larger next year. The forecast for unemployment in 2009 has 

also been adjusted upwards. However, the forecast for employment in 

2008 has been adjusted upwards as a result of strong outcomes at the 

beginning of the year. 

The forecast for international economic activity has also been 

adjusted since April. The forecast for GDP growth in the United States 

in 2008 has been raised slightly as a result of stronger outcomes than 

expected in the fi rst quarter. However, the forecast for growth in the 

United States next year has been adjusted downwards by 0.3 percentage 

points. 

International policy rates are expected to increase on average to 

almost 5 per cent in 2009 accoring to market pricing. In April it was 

expected that they would be reduced. 

■ ■ Higher infl ation and more signs of economic slowdown since 

MPR was published in February

The assessment of the future repo rate has been adjusted upwards since 

April and February. This is primarily because infl ation and the oil price 

have increased more than expected. Despite a higher repo rate, infl ation 

is expected to be higher during the forecast period than was assumed in 
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April. At the same time, the forecast for GDP growth has been revised 

down. CPI infl ation is now expected to be 0.5 percentage points higher 

this year than was assumed in February and one percentage point higher 

in 2009 (see Figure 11 and Table A2). GDP growth has been revised 

down by 0.3 percentage points this year and 0.8 percentage points in 

2009 (see Table A5). 

The oil price has risen substantially since the previous report. The 

futures price for oil is now approximately 50 dollars higher per barrel 

during the entire forecast period (see Figure 4). One alternative scenario 

described in the February Monetary Policy Report entailed the oil price 

increasing by a further 40 dollars a barrel compared with the assessment 

in the main scenario of the report. The rise in the oil price now looks to 

be in line with that alternative scenario. At the same time, international 

infl ation (measured in TCW terms) is much higher according to the 

current assessment than was assumed in that scenario. The slowdown in 

economic activity, both in Sweden and abroad, is now also expected to be 

greater, particularly in 2009. 

In relation to the assessment made in the February Report, growth 

in productivity is expected to be lower this year. It also appears that the 

slowdown in economic activity will come slightly sooner and the forecast 

is therefore for the number of hours worked and the number of persons 

employed to decline in 2009.  The forecast for unemployment in 2009 is 

adjusted upwards. The forecast for hourly wages in 2009 has therefore 

been revised down by 0.3 percentage points compared with February (see 

Table A7). 

The forecast for the increase in labour costs per hour in 2008 is 

adjusted down by 1 percentage point. This is because the employer’s 

contribution will be temporarily lower this year, as a result of a reduced 

premium in the ITP insurance (supplementary pensions for salaried 

employees). As the reduction in the premium will disappear in 2009, it will 

mean that labour costs show a substantial rise then compared with this 

year. The forecast for 2009 is therefore revised upwards by approximately 

one half of a percentage point. These changes will have effects on the 

forecasts for the increase in unit labour costs. All in all, the forecasts for 

unit labour costs are adjusted down for 2008 and up for 2009. 

Compared with the February forecast, growth in the United States 

is estimated to be 0.3 percentage points lower in 2008 and almost 1 

percentage point lower in 2009. This is partly because infl ation is now 

expected to be higher next year, which reduces households’ scope for 

consumption more than was previously assumed (see Table A4).

Weaker growth in the United States and higher international price 

increases on oil and food commodities entail weaker growth in Europe 

than assumed in the previous assessment. The forecast for GDP growth 

in the euro area in 2009 is adjusted down by 0.8 percentage points. The 

forecast for TCW-weighted GDP growth has been revised down by 0.7 

percentage points. The weaker economic activity abroad means that 

market growth for Swedish export goods is forecast to be lower than was 

assumed in the February Report. This will not affect Swedish exports until 
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CHAPTER 1

2009, for which the forecast has been adjusted down by 1.4 percentage 

points. 

Infl ation internationally is revised upwards above all for this year and 

in 2009.

Compared with the forecast in the previous report, the rate of 

increase in household consumption in Sweden is now expected to be 

lower, both this year and in 2009. The rate of increase in fi xed gross 

investment has been adjusted upwards by more than one percentage 

point this year, partly as a result of two relatively strong quarterly 

outcomes. But in 2009 investment is expected to increase more slowly 

than in the February forecast. 

Public sector consumption is now expected to increase less this year 

but more next year than was forecast in February. The forecast for the 

public sector’s net lending this year has been revised upwards compared 

with the February report, from 2.3 to 3.1 per cent of GDP. During 

the forecast period fi scal policy is now expected to be slightly more 

expansionary.  The forecast for public sector net lending is that it will be 

0.4 percentage points lower than was earlier assessed in 2009 and 0.7 

percentage points lower in 2010.

Table 1. Infl ation, annual average
Annual percentage change

  2007 2008 2009 2010

CPI 2.2 3.9 (3.5) 3.5 (2.8) 2.3 (2.3)

CPIX 1.2 3.0 (2.6) 2.8 (2.4) 2.0 (2.0)

CPIX excl. energy 1.5 2.0 (2.0) 2.2 (2.2) 2.2 (2.1)

CPI with fi xed interest rate 1.5 3.1 (2.8) 3.1 (2.6) 2.3 (2.2)

Note. The assesment in the Monetary Policy Update in April 2008 is stated in parentheses. CPIX is CPI infl ation 
excluding household mortgage interest expenditure and the direct effects of changes in indirect taxes and 
subsidies.

Sources: Statistics Sweden and the Riksbank

Table 2. Infl ation, 12-month rate 
Annual percentage change

  Sept. 07 Sept. 08 Sept. 09 Sept. -10 Sept. 11

CPI 2.2 4.6 (3.8) 3.0 (2.6) 2.2 (2.2) 2.1

CPIX 1.0 3.8 (3.2) 2.4 (2.3) 2.0 (1.9) 1.9

CPIX excl. energy 1.4 2.4 (2.4) 2.2 (2.2) 2.2 (2.1) 2.0

CPI with fi xed interest rate 1.3 3.9 (3.3) 2.7 (2.5) 2.2 (2.1) 2.1

Note. The assesment in the Monetary Policy Update in April 2008 is stated in parentheses. CPIX is CPI infl ation 
excluding household mortgage interest expenditure and the direct effects of changes in indirect taxes and 
subsidies.

Sources: Statistics Sweden and the Riksbank
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Table 3. Key fi gures
Annual percentage change, unless otherwise specifi ed

  2007 2008 2009 2010

GDP, world 4.9 (4.9) 4.0 (3.8) 3.9 (4.0) 4.4 (4.5)

Crude oil price Brent, 
USD/barrel, annual average 73 123 (103) 137 (102) 136 (100)

Exchange rate, TCW index, 
annual average 125.2 122.8 (123.3) 121.9 (122.4) 121.9 (122.5)

Repo rate, annual average 3.5 4.4 (4.3) 4.9 (4.3) 4.6 (4.3)

General government net
lending, percentage of GDP 3.4 (3.4) 3.1 (2.9) 1.3 (1.4) 0.9 (0.9)

GDP 2.7 (2.6) 2.1 (2.6) 1.2 (1.8) 2.7 (2.8)

GDP, calendar-adjusted 2.9 (2.8) 1.9 (2.4) 1.4 (1.9) 2.4 (2.5)

No. of employed, 15-74 2.5 1.4 (1.1) -0.4 (-0.1) -0.1 (0.0)

Unemployment, 
15-74 (EU defi nition)* 6.1 5.9 (6.0) 6.5 (6.2) 6.5 (6.3)

Hourly wage in economy 
as a whole 3.3 (3.4) 4.4 (4.5) 3.7 (3.8) 3.8 (3.8)

*Per cent of labour force

Note. The assesment in the Monetary Policy Update in April 2008 is stated in parentheses. 

Sources: IMF, Intercontinental Exchange, National Mediation Offi ce and the Riksbank

Table 4. Repo rate forecast
Per cent, quarterly average values

   Q 2 Q 3 Q 4 Q 3 Q 3 Q 3
  2008 2008  2008 2009  2010  2011

Repo rate  4.25 4.5 (4.3) 4.8 (4.3) 4.9 (4.3) 4.6 (4.3) 4.4

Note. The assesment in the Monetary Policy Update in April 2008 is stated in parentheses. 

Source: The Riksbank
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■ CHAPTER 2 – Alternative scenarios and risks

In a situation where infl ation is too high and resource 
utilisation is falling, monetary policy faces a diffi cult 
balancing act. The Riksbank’s assessment is that 
on this occasion a well-balanced monetary policy 
is to raise the repo rate an additional couple of 
times over the year. This is expected to contribute 
to infl ation being on target a couple of years 
ahead. Total resourc e utilisation in the economy is 
currently assessed to be higher than normal. Over 
the coming year, resource utilisation is expected to 
fall relatively quickly and then stabilise at around a 
normal level. Compared with the assessment made in 
April, infl ation is expected to be higher and resource 

In this chapter the Riksbank describes two different types of 
alternative scenario that differ from the main scenario. Firstly we 
present scenarios that describe what could happen to economic 
developments if the Riksbank were to conduct a different monetary 
policy than the one in the main scenario. Two alternative scenarios 
are illustrated, one with a higher interest rate path, that is, tighter 
monetary policy, and one with a lower interest rate path, that is, more 
expansionary monetary policy than in the main scenario. Then we 
describe two scenarios based on another economic development in 
Sweden and abroad than the one in the main scenario and which in 
turn affect how monetary policy is conducted. 7 

Forecasts of future economic developments are always uncertain. 
This is illustrated by an uncertainty level around the main scenario 
(see Figures 1-3 in Chapter 1). The results reported here should be 
regarded as explanatory examples and illustrations. A large number 
of other alternative development paths are also possible, which, all 
in all, gives rise to the uncertainty in the forecasts described by the 
uncertainty interval.

Alternative scenarios for the repo rate
The development of the repo rate is steered by striking a balance 
between bringing infl ation close to the target and stabilising 
fl uctuations in infl ation and economic activity. To illustrate the 
considerations made, a couple of alternative scenarios for the repo rate 
are described below. The calculated effects on infl ation, GDP and the 
labour market of the alternative repo rate paths shown here are based 
on how these variables usually change when changes in the repo rate 
are unexpected. 

utilisation is expected to be slightly lower during 
the greater part of the forecast period. 

There is still considerable uncertainty over 
future developments. If, for example,commodity 
prices were to fall and lead to lower energy and food 
prices, or if the fi nancial market turbulence were to 
worsen, the interest rate could be lower than in the 
main scenario. However, if the high infl ation in 2008 
and 2009 should lead to rising infl ation expectations 
and continued high infl ationary pressure in the 
following years, a higher repo rate would be 
justifi ed. These are two alternative scenarios that are 
analysed in this chapter.

7 The alternative scenarios are produced with the aid of various models used by the Riksbank, primarily 
the general equilibrium model RAMSES. See, for instance, the box ”RAMSES – a tool for monetary policy 
analysis” in Monetary Policy Report 2007:1 for a more detailed description.

Figure 27. Repo rate assumptions
Per cent, quarterly averages

Lower interest rates
Higher interest rates

Main scenario

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Figure 28. CPI
Annual percentage change

Lower interest rates
Higher interest rates

Main scenario

Note. Broken lines represent the Riksbank’s forecast.

Source: Statistics Sweden and the Riksbank
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Figure 31. Real interest rate
Per cent

Lower interest rates
Higher interest rates

Main scenario 

Note. The real interest rate is calculated as the nominal 
interest rate at time t minus the annual percentage 
change in the CPI at time t+4. Broken lines represent the 
Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 29. GDP
Annual percentage change, seasonally adjusted data

Lower interest rates
Higher interest rates

Main scenario 

Note. Black lines show average GDP growth in the 
periods 1981-2007 and 1998-2007; 2, 3 and 3.2 per 
cent. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 30. TCW exchange rate
Index, 18.11.92 = 100

Lower interest rates
Higher interest rates

Main scenario 

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

In a situation where infl ation is too high and resource utilisation 
is falling, monetary policy faces a diffi cult balancing act. It needs to 
prevent infl ationary impulses from gaining a lasting foothold and 
avoid infl ation expectations, wage and price increase on other goods 
being affected in the longer term. At the same time, monetary policy 
must be suffi ciently expansionary to avoid overly negative effects on 
production and employment, given that resource utilisation is not very 
strained at the outset. Such a course of events presents the central 
bank with a diffi cult challenge.

The Riksbank’s assessment is that on this occasion a well-
balanced monetary policy is to raise the repo rate an additional couple 
of times over the year(see Figure 27). This is expected to contribute to 
bringing infl ation back on target a couple of years ahead (see Figure 
28). The real economy will slow down relatively quickly (see Figure 
29). Compared with the assessment made in April, infl ation will be 
higher during the forecast period (see Table 1). At the same time, 
developments in the real economy will be weaker (see Table 3). It is 
possible to bring down infl ation more quickly by raising the interest 
rate more. But the assessment is that this would lead to overly weak 
development of the real economy. If the interest rate is lower than 
in the main scenario, the real economy will be stronger. But this will 
mean that infl ation is expected to be well above 2 per cent in the 
coming years. 

■ ■ Higher interest rates gives lower infl ation and GDP growth, 
lower interest rates give higher infl ation and GDP growth

If the interest rate is raised more than in the main scenario, demand 
in the economy will be lower. A higher interest rate makes it more 
advantageous to save. This means that households consume less 
and demand declines. A higher interest rate also means that fewer 
investment projects are profi table and that investment growth does 
not increase as much. When demand and investment are lower, 
production increases more slowly, which means that demand for 
labour is lower. Wages and thereby companies’ costs are then lower. 

How quickly prices are affected also depends on how the 
exchange rate develops. Lower demand thus leads in this case to 
prices rising more slowly. When the interest rate is raised more than 
in the main scenario the exchange rate is also strengthened more (see 
Figure 30). A stronger exchange rate means that prices of imported 
products are lower. Moreover, the exchange rate has an indirect effect 
on infl ation, as it also affects the demand for Swedish exports and 
imports so that net exports decline, which in turn dampens demand 
and thereby infl ation. 

If the interest rate is instead raised less than in the main scenario, 
infl ation will be higher than in the main scenario. A lower interest 
rate leads to demand and growth in GDP and the number of hours 
worked becoming higher than in the main scenario. This leads to 
higher costs for companies and higher infl ation. 
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Figure 32. Production gap (GDP)
Percentage deviation from the HP trend

Lower interest rates
Higher interest rates

Main scenario 

Note. The HP gaps are GDP deviations from the main scenario’s 
HP trend. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 33. Labour market gap
Percentage deviation from the HP trend

Lower interest rates
Higher interest rates

Main scenario 

Note. The HP gaps are hours worked deviations from the main 
scenario’s HP trend. Broken lines represent the Riksbank’s 
forecast.

Sources: Statistics Sweden and the Riksbank

Figure 34. Number of hours worked
Annual percentage change, seasonally adjusted data

Lower interest rates
Higher interest rates

Main scenario 

Note. Black lines show average hours worked in the periods 
1981-2007 and 1998-2007; 0.4 and 0.8 per cent. Broken lines 
represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Developments in the repo rate in the one scenario (called Higher 
scenario) mean that the repo rate is raised to be on average around 
5.6 per cent in the second quarter of 2009 (see Table A8). After this 
it falls slowly towards the level of the main scenario, but is still 0.25 
percentage points higher at the end of the forecast period. The repo 
rate is on average around 0.5 percentage points higher than in the 
main scenario in the coming three years. Infl ation is on average 0.6 
percentage points lower than in the main scenario and only 1.3 per 
cent in the third quarter of 2011 (see Table A9). The real interest 
rate rises in relation to the main scenario and is at its highest 1.6 
percentage points higher during the third quarter of 2009, before 
slowly beginning to fall again (see Figure 31 and Table 10). (See 
the in-depth article “Development of the real interest rate” for a 
defi nition of the real interest rate). Compared with the main scenario, 
GDP growth is on average 0.2 percentage points lower during the 
forecast period (see Table A11).

The development of the interest rate in the other alternative 
(called Lower scenario) instead means that the repo rate remains at 
around 4.25 per cent. Over the coming three years it is on average 
around 0.4 percentage points lower than the path in the main 
scenario. 

The lower interest rate means that infl ation is on average 0.5 
percentage points higher than in the main scenario over the coming 
three years. In the third quarter of 2011 CPI infl ation is in this scenario 
around 2.7 per cent. The real interest rate falls in relation to the main 
scenario and is at its highest 1.3 percentage points lower during the 
second quarter of 2009. In this alternative, GDP growth is on average 
0.2 percentage points higher than in the main scenario during the 
forecast period.

The lower interest rate path corresponds roughly to the interest 
rate path in main scenario of the February Monetary Policy report and 
the April Monetary Policy Update. It is important to be aware that the 
effects of choosing this interest rate path as an alternative cannot be 
equated to what would have happened if we had retained it as our 
main alternative. 

New information and new outcomes have meant that we have 
changed our forecasts. For example, the current main scenario entails 
(a weighted average of) international policy rates being expected 
to increase to almost 5 per cent in 2009. In the Update, where the 
lower interest rate path was the main alternative, it was assumed that 
international policy rates would be cut. This means that the difference 
in interest rates in relation to other countries if we chose the lower 
interest rate path would be much greater now than it was in April 
and this would have effects on the Swedish exchange rate and the 
development of the Swedish economy. 
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Figure 35. Employment rate
Per cent, seasonally adjusted data

Lower interest rates
Higher interest rates

Main scenario 

Figure 36. Unemployment
Percentage of the labour force, seasonally adjusted data

Lower interest rates
Higher interest rates

Main scenario 

Note. Unemployment, ages 16-64 year, according to 
ILO defi nition. Black lines show average unemployment 
in the periods 1981-2007 and 1998-2007; 6, 3 and 7.2 
per cent. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

■ ■ Differing consequences for resource utilisation

An important question when assessing the consequences for the real 
economy of various types of monetary policy is how the resources in 
the economy are used at the outset and during the forecast period. 
There are different ways of estimating the amount of spare capacity 
in an economy. One method is to calculate the percentage deviation 
from a long-term trend for production and the number of hours 
worked respectively (the so-called gap). Calculations of the trend can 
be made for instance with the aid of a Hodrick-Prescott fi lter (see 
Figures 32 and 33). 8 According to these measures, resource utilisation 
is expected to begin falling this year, but more resources will still be in 
use than is normal. In the main scenario resource utilisation measured 
in terms of the output gap will fall fairly quickly to a normal level this 
year and will then be negative before approaching the normal level 
once again. On the labour market, resource utilisation measured 
in terms of the labour market gap will increase during the second 
quarter of this year, but will then approach a normal level. 

The scenario with a higher interest rate gives a lower resource 
utilisation than normal at the end of the forecast period according to 
both the labour market gap and the output gap. The scenario with a 
lower interest rate, on the other hand, means that resource utilisation 
in terms of both gap measures remains at a higher level than normal 
at the end of the forecast period. Although the output gap will fall 
towards a normal level in 2009, it will then rise again. 

The Riksbank also studies other measures of real economic 
development. Forecasts for developments in the number of hours 
worked, the employment rate and unemployment are shown in 
Figures 34-36. These also show the historical averages for two 
periods, 1981-2007 and 1998-2007. These averages provide a 
picture of what can be regarded as a normal development from an 
historical perspective for the respective variable, but they are not 
necessarily reasonable long-term equilibrium values. One problem 
with the historical averages in the labour market is that there have 
been major structural changes in recent years. For instance, the level 
of unemployment compatible with a stable economic development 
has probably changed. The crisis at the beginning of the 1990s led 
to unemployment rising markedly and this change still affects the 
average. Even in recent years there have been structural changes 
in the labour market. This makes it diffi cult to assess what level of 
unemployment and employment is sustainable in the long term.

In the alternative scenario with a lower interest rate 
unemployment rises slightly to just over 6 per cent up to the 
beginning of 2010, while unemployment is at around 7 per cent at 
the same point in time in the scenario with a higher interest rate. 

8 Different types of gap can provide different answers regarding the utilisation of the economy’s resources. 
The calculations used here mean that the estimation of the trend is based on the series for GDP and hours 
worked respectively including forecasts. This means that the trend is not constant, but changes if the 
forecast is changed or the outcome is revised. 

Note. Number of employed in relation to the 
population aged 16-64. The black lines show the 
average employment rate in the periods 1981-2007 
and 1998-2007, 76.8 and 74.5 per cent according to 
the Riksbank’s splicing of the old labour market survey 
to the new one.Broken lines represent the Riksbank’s 
forecast.

Sources: Statistics Sweden and the Riksbank
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At the end of the forecast period, unemployment is 5.9 and 6.8 per 
cent respectively in the lower and higher interest rate scenarios. The 
scenario with a higher interest rate thus means that the currently high 
activity in the economy slows down quickly according to different 
measures of real economic development; while the scenario with a 
lower interest rate means that the level of activity falls more slowly. 

Alternative scenarios for economic 
developments
Two new alternative scenarios for economic developments are 
presented in this section. But the scenarios with intensifi ed turbulence 
in the fi nancial markets and lower growth and infl ation, which were 
described in the previous Monetary Policy Reports, are still possible. 
As in the previous report, the scenarios described are coupled to 
events abroad. The fi rst scenario describes what might happen if 
commodity prices fall in the world market. The second scenario 
describes how monetary policy, infl ation and GDP develop if the 
international economic slowdown is more prolonged than in the main 
scenario, while infl ation is higher both in Sweden and abroad. The 
latter is an example of what is known as a stagfl ation scenario, where 
growth is even lower and infl ation even higher than in the main 
scenario. 

It is important to point out that the assumption behind 
the alternative scenarios is that the Riksbank does not have 
full information from the start regarding the future economic 
development to which a particular scenario will lead, but instead 
gradually becomes aware of this during the forecast period. This of 
course means that monetary policy is adjusted more gradually than if 
all of the information were available immediately.

In this context it is also important to point out that the repo rate 
paths shown here are mainly based on how the repo rate usually 
changes when various shocks occur. The shaping of monetary policy 
in the various scenarios reported below could, however, deviate 
from the historical pattern of behaviour because the Riksbank’s 
considerations do not necessarily comply with a particular average 
historical pattern. Finally, it is important to point out that if anything 
similar to these alternative scenarios were to really occur, monetary 
policy could deviate from what is described here, as it would also 
depend on the general circumstances. Thus, the interest rate response 
and the effects on economic developments could look different than 
what is shown here, even if, for instance commodity prices were to 
develop exactly as described in the alternative scenario. The scenarios 
nevertheless provide some guidance regarding the effects on the repo 
rate of various alternative sequences of events for economic activity 
and infl ation. 



80

100

120

140

160

180

200

220

240

260

13110907050301999795939189

28

M
O

N
E

T
A

R
Y

 P
O

L
IC

Y
 R

E
P

O
R

T
 2

0
0

8
/

2

CHAPTER 2

Figure 37. Commodity price index excluding energy
Index, USD

Lower commodity prices
Main scenario

Note. See Figure 6 for index composition. 

Sources: The Economist and the Riksbank.

■ ■ A fall in commodity prices leads to lower infl ation

Commodity prices have risen sharply in recent years (see Figures 4, 
6 and 37). It is diffi cult to point to any individual factor that provides 
a comprehensive explanation as to why they have risen so much. It 
has probably been the result of a combination of demand and supply 
effects (see Chapter 1 for a review). It is probable that the durability 
of the different driving forces differs somewhat. The demand from 
emerging economies for commodities will probably continue to keep 
prices up. The other explanatory factors – the low interest rate, the 
increased interest in commodities as a form of investment and to 
some extent also the supply side restrictions – are probably of a more 
short-term and cyclical nature. 

It is assumed in the main scenario that commodity prices will not 
continue to increase as quickly as before. But it is also possible that 
prices will fall heavily, for instance, if economic activity slows down 
more than estimated so that demand for commodities falls. Prices 
may also be lower if new production capacity is created, which greatly 
increases the supply. There could also be a more rapid withdrawal of 
price regulation and/or export restrictions in emerging economies. 

When one tries to calculate the effects of a downswing in 
commodity prices it is important to remember that commodity prices 
are set in the world market. Both Swedish importers and exporters 
are small in relation to the world market and therefore take prices 
on the world market for granted, that is, they cannot infl uence these 
prices to any great extent. However, commodity prices in SEK are also 
affected by the krona exchange rate. 

A fall in commodity prices has different effects on different 
countries depending on whether the country is a net exporter or 
importer of a commodity, that is, whether the country’s exports of 
a commodity are larger than its imports of the same commodity or 
vice versa. Sweden is a net exporter of metals and forestry products, 
but a net importer of oil and food. This means that in comparison 
with the oil price scenario in the previous Monetary Policy Report 
the results of a scenario where both the price of crude oil and other 
commodity prices are included may have a different impact on the 
Swedish economy. In both cases, however, a downturn in prices 
should lead to a decline in infl ationary pressures. However, the effects 
on the Swedish economy are also dependent on the areas of use for 
the different commodity groups. The effects will probably be different 
depending on whether they are used for consumption or as input 
goods in production. For the goods used as input goods in production 
the price downturn will not have a direct impact on the consumer 
price index; it will instead be more in the form of lower costs for 
companies which then reduce the pressure on consumer prices. 
Finally, it is important to remember that Sweden is also indirectly 
affected by how the downturn in prices affects our most important 
trading partners. If their growth is affected by the downturn it will 
reinforce the effects on Sweden.
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9 The effects on Sweden and other countries of the fall in commodity prices are analysed in a vector autoreg-
ressive (VAR) model, similar to that used for the oil price scenario in the February report.

Figure 38. GDP, scenario with lower commodity prices
Annual percentage change, seasonally adjusted data

Lower commodity prices
Main scenario

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Figure 39. Repo rate, scenario with lower commodity 
prices
Per cent

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Lower commodity prices
Main scenario

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Figure 40. CPI, scenario with lower commodity prices
Annual percentage change

Lower commodity prices
Main scenario

In this scenario it is assumed that crude oil and commodity prices 
fall, as a result of both demand and supply effects. The price of crude 
oil is expected to fall by around 20 per cent by the second quarter of 
2009 and to be at 102 dollars a barrel in 2010 (see Table A14). The 
commodity price index excluding energy is expected to fall from an 
index level of around 240 to approximately 195 at the end of 2009, 
which entails a return to the price levels in spring 2007 (see Figure 
37). This means that the index falls by around 18 per cent to the 
second quarter of 2009. The downturn is substantial but in relation 
to earlier episodes it is not improbable. For example, the commodity 
price index excluding oil fell by around 20 per cent between 1951 
and 1952 in connection with the Korea war, by around 16 per cent 
between 1974 and 1975 in connection with the recession triggered 
by the oil crisis, and by around 18 per cent between 1997 and 1998 
when demand fell in connection with the Asia crisis. 

At the same time as commodity prices fall, international GDP 
declines marginally. 9 In the slightly longer term international GDP 
growth is higher, as the lower commodity prices contribute to 
increased demand and production (see Table A13). Infl ation abroad 
is on average 0.3 percentage points lower during the forecast period. 
The aggregate international interest rate is at most 0.8 percentage 
points lower during the second quarter of 2009 and is on average 0.5 
percentage points lower during the forecast period. 

Swedish GDP growth initially follows the same pattern as 
international growth. However, in the long term the positive effects 
are greater in Sweden than abroad. GDP growth in 2010 is on 
average 0.6 percentage points higher than in the main scenario (see 
Figure 38). Sweden is a small open economy and GDP growth is 
more sensitive to external shocks such as those represented by TCW-
weighted GDP than large economies or aggregates of economies are. 
Swedish infl ation is affected more despite the Riksbank cutting its 
interest rate more than other countries. The interest rate is at most 
1.4 percentage points lower than in the main scenario during the 
second quarter of 2009 and on average 0.9 percentage points lower 
during the forecast period (see Figure 39). Infl ation is nevertheless on 
average 0.8 percentage points lower than in the main scenario during 
the same period. Infl ation falls up to the beginning of 2010 and after 
that increases again and reaches the target level of 2 per cent at the 
beginning of 2011 (see Figure 40). 

These calculations should be interpreted with caution, as pointed 
out at the beginning of this Chapter. They nevertheless show that 
substantially lower infl ationary pressures and thereby a lower repo 
rate could be the case if commodity prices were to suddenly show 
weaker development than has recently been the case.
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Figure 41. Repo rate, scenario with lower growth 
and higher infl ation 
Per cent, quarterly changes

Note. Broken lines represent the Riksbank’s forecast.

Source: The Riksbank

Lower growth, higher infl ation
Main scenario

Figure 42. CPI, scenario with lower growth and 
higher infl ation 
Annual percentage change

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank 

Lower growth, higher infl ation
Main scenario

Figure 43. GDP, scenario with lower growth and 
higher infl ation 
Annual percentage change, seasonally adjusted data

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Lower growth, higher infl ation
Main scenario

■ ■ More prolonged downturn in international growth
and higher infl ation 

In the second scenario it is assumed that international growth is 
lower, while infl ation both in Sweden and abroad is higher than in 
the main scenario. The rises in commodity and food prices in recent 
years have caused infl ation to rise in many countries. The Riksbank 
has underestimated the rise in infl ation and there is still uncertainty 
over the size and duration of the upswing. At the same time, growth 
in production and employment is slowing down. The slowdown is 
partly due to weaker international economic activity in the wake of the 
fi nancial market turmoil and the downswing in the United States. But it 
is probably also partly due to the upturn in commodity and food prices. 

A scenario with higher infl ation and lower growth could be the 
case if energy and food prices increase more than expected or if 
the indirect effects of the rising commodity prices are greater than 
assumed in the main scenario. Moreover, the effects of the fi nancial 
turbulence may be more prolonged than the assessment in the main 
scenario, which may further dampen growth. 

Higher energy and food prices have roughly the same effect on 
households as a tax increase and thus dampen (domestic) demand. 
The price increases also affect companies in the form of higher costs, 
which also has a dampening effect on production and growth. 

This scenario is an example of when monetary policy faces a 
diffi cult balance between combating high infl ation and avoiding 
unnecessary negative effects on production and employment. 

In this scenario it is assumed that international infl ation is higher 
than in the main scenario as early as the second half of this year (see 
Table A15). In 2009 and 2010 it is then 0.9 and 0.7 percentage points 
respectively higher than in the main scenario. At the same time, it is 
assumed that international growth will slacken more than in the main 
scenario and in 2009 it will be 0.4 percentage points lower. 

The higher international infl ation rate leads, despite the fall in 
growth, to other countries raising their policy rates. On average these 
are 0.2 percentage points higher than in the main scenario in 2008 
and 0.6 percentage points higher in 2009 and 2010. In 2011 the 
interest rate is still around 0.5 percentage points higher than in the 
main scenario. 

Infl ation in Sweden is also higher, at the same time as growth 
in Sweden is lower than in the main scenario. How much higher 
infl ation is will depend on how much the Riksbank raises the repo 
rate. The repo rate is raised directly more than in the main scenario 
and the difference is greatest during the second half of next year (see 
Figure 41). The repo rate is then around 5.6 per cent, after which the 
difference declines and the repo rate is gradually cut again, although 
it is still almost 0.4 percentage points higher than in the main scenario 
at the end of the forecast period.

Infl ation rises directly in comparison with the main scenario and 
is around 0.3 percentage points higher as early as the fi nal quarter of 
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Note. See fi gure 32. Broken lines represent the 
Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Figure 44. Production gap (GDP), scenario with lower 
growth and higher infl ation 
Percentage deviation from the HP trend

Lower growth, higher infl ation
Main scenario

Figure 45. Labour market gap, scenario with lower 
growth and higher infl ation 
Percentage deviation from the HP trend

Note. See fi gure 33. The HP gaps are hours worked 
deviations from the main scenario’s HP trend. Broken lines 
represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank

Lower growth, higher infl ation
Main scenario

this year (see Figure 42). In the fi rst quarter of 2009 infl ation is at its 
highest and afterwards it falls fairly rapidly. However, it is still almost 
0.2 percentage points higher at the end of the forecast period. The 
real interest rate is lower than in the main scenario during the second 
half of 2008, but then rises more substantially and is around 0.4 
percentage points higher during the remainder of the forecast period 
(see Table A15).

Infl ation is allowed to remain slightly above the target as an even 
higher interest rate could have more negative effects on production 
and employment. GDP growth is nevertheless 0.4 percentage points 
lower than in the main scenario in 2009 (see Figure 43). Resource 
utilisation is lower than in the main scenario. The output gap, 
measured as the deviation in GDP growth from the main scenario’s HP-
fi ltered trend falls rapidly and is at its lowest at the end of next year. 
After that it slowly rises but does not reach positive levels during the 
forecast period (see Figure 44). The labour market gap, measured in 
terms of the deviation in the number of hours worked from the trend 
in the main scenario, also falls more rapidly than in the main scenario 
and bottoms out at the beginning of 2010 (see Figure 45). At the end 
of the forecast period it is almost back at the level of the main scenario. 

In this scenario, too, the calculations should be interpreted with 
caution, but they show the dilemma the Riksbank and monetary 
policy face if infl ation needs to be revised up more and growth needs 
to be revised down more. The repo rate would need to be raised to 
bring down infl ation, but by how much would depend on how much 
we were prepared to further subdue growth and how long we were 
prepared to accept deviations from the infl ation target.

■ ■ Scenario with intensifi ed fi nancial turbulence and lower 
growth still possible

The fi nancial turbulence still remains. The scenario with intensifi ed 
turbulence in the fi nancial markets and lower growth and infl ation, 
which is described in the previous Monetary Policy Report, is therefore 
still possible. 

Recent developments in the Baltic countries are a risk factor. 
Growth is slowing more quickly than expected, while infl ation is 
rising. Given the continued uncertainty in the fi nancial markets 
and the weaker international economic outlook, the risk of a more 
pronounced economic downturn in the Baltic countries has increased. 
This could mean that borrowers in the Baltic countries experience 
problems in paying their loans. It could affect the Swedish banks 
with substantial operations in these countries (see Financial Stability 
Report 2008:1 for a more detailed discussion). The banks in Sweden 
have good resilience to manage unexpected negative events. But 
they would probably face higher borrowing costs internationally. The 
higher costs would probably result in the banks having to charge 
higher interest on loans to households and companies in Sweden, too, 
which would dampen demand and thereby infl ation. 
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■ CHAPTER 3 – The current economic situation

Infl ation has continued to rise both in Sweden and 

abroad. This is largely connected with the rapid 

rise in energy and food prices on the world market. 

The oil price has increased roughly in line with the 

alternative scenario with higher oil prices outlined 

in the previous Monetary Policy Report. The high 

infl ation has led to increased infl ation expectations 

among households and companies. This can be seen 

in the fact that forward rates in Sweden have risen 

since the Update in April, which indicates that market 

expectations regarding the repo rate have been 

adjusted upwards. Forward rates in the United States 

and the euro area have also risen since April. 

World growth slackened somewhat last year, but 

is still relatively good in an historical comparison. 

■ ■ Continued concern on the fi nancial markets 

Since the Monetary Policy Update was published in April 
developments in the fi nancial markets do not appear to have 
deteriorated further. The interest rate differential between US 
corporate bonds and government bonds is at a high level. The 
difference between treasury bill rates and interbank rates, what is 
known as the TED spread, has declined in the United States, the euro 
area and the United Kingdom since April. However, there has recently 
been some upturn in the United States (see Figure 46). In Sweden the 
TED spread has increased since April, which refl ects expectations of a 
higher repo rate at the same time as treasury bill rates have remained 
relatively unchanged (see Figure 47). 

The difference between the interbank rate and the expected repo 
rate, what is known as the basis spread, 10 is probably a more accurate 
measure of the risk premium in interbank rates than the TED spread. 
The risk premium in the interbank market has fallen in the United 
States and the United Kingdom but is approximately unchanged in 
Sweden and the euro area (see Figure 48). 

In Sweden the basis spread is currently around 40 basis points. 
Prior to the start of the fi nancial turbulence it varied between 0 and 
10 basis points (see Figure 48). In the United States, the United 
Kingdom and the euro area the spreads are much higher than they 
were one year ago. This indicates that there is still fi nancial anxiety in 
the interbank markets. 

The fi nancing costs for companies and banks thus remain high 
and although the situation has stabilised it is too early to exclude 

Figure 46. Difference between interbank rates and 
government bond rates (TED spread) 
Basis points

Euro area
USA
United Kingdom

Sweden 

Jan. 07 Apr. 07 July 07 Oct. 07 Jan. 08 Apr. 08 July 08

Note. The differential is calculated as the difference between 
the three-month interbank rate and three-month treasury 
bills.

Sources: Reuters, Ecowin and the Riksbank.

Indicators such as those measuring confi dence 

among households and companies show a 

weakening in many parts of the world. The Swedish 

economy showed slower growth during the fi rst 

quarter of this year than was expected in the April 

Monetary Policy Update. Newly-received indicators, 

such as fi gures on retail trade turnover, also appear 

weaker than expected. The total resource utilisation 

in the economy is now assessed to be higher than 

normal, but on the verge of slowing down. The 

rate of wage increase was low last year, but has 

accelerated during the fi rst quarter of this year.

To summarise, the newly-received information 

indicates higher infl ation and weaker economic 

growth this year than anticipated in the April Update.

10 This measure shows the difference between interbank rates and interest rates on STINA swap contracts, 
where the swap rates give an approximation of the expected repo rate over the coming period.
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the possibility of even higher risk premiums and a diminished credit 
supply. For instance, Swedish banks have a relatively large exposure 
to the Baltic countries and it is not possible to rule out the possibility 
that the recent economic slowdown in the region may have effects on 
Swedish banks and their customers.

■ ■ Expectations of higher future policy rates

The US central bank, the Federal Reserve, cut its policy rate by 0.25 
percentage points to 2 per cent at its meeting on 30 April. At that 
time expectations were set at the policy rate remaining at this level for 
the rest of the year. 

At the meeting in June the policy rate was left unchanged. More 
recently expectations have been adjusted upwards substantially 
(see Figure 49). Increased infl ation expectations together with 
comments from the Federal Reserve on the risks of high infl ation have 
contributed to this. Now the forward rates indicate that the policy 
rate is expected to remain at the current level for the coming quarter 
and then rise again.

In the euro area, too, forward rates have risen since April. For the 
euro area the GDP statistics for the fi rst quarter were relatively strong 
and infl ation rose to 3.7 per cent in May. This, together with the 
ECB’s statement , has reinforced expectations of a coming rise (see 
Figure 50). 

In Sweden forward rates have risen for largely the same reasons 
as in the United States and the euro area (see Figure 51). The rising oil 
prices increase anxiety over infl ation and thus a higher policy rate is 
expected. Due to the turmoil on the fi nancial markets, it is, however, 
more diffi cult than usual to interpret the monetary policy expectations 
by looking at the forward rates. There are indications that, above all, 
the longer-term forward contracts include to a greater extent than 
before expectations that premiums in interbank rates will continue to 
be high. The expected repo rate presented in fi gure 51 may thus be 
an over-estimation, above all for the period 2010 to 2011.

Bond rates in the United States, the euro area and Sweden 
have risen since April. This is primarily due to higher expectations 
regarding infl ation and policy rates. The upturn has been particularly 
pronounced on two-year rates (see Figures 52 and 53). 

■ ■ Household borrowing costs increasing 

The variable mortgage interest rates faced by households have risen 
since April (see Figure 54). The main reason is that the repo rate is 
now expected to be higher than was assumed in April. As in the case 
of credit spreads, the banks’ profi t margins on short-term loans to 
households have also remained stable since April. There are thus no 
signs of a contraction in addition to monetary policy. 

Long-term mortgage rates have risen in Sweden since April. This 
is mainly due to an increase in government bond rates. The mortgage 

Figure 47. Basis-spread and TED-spread
Per cent

Expected repo rate
Interbank rate 
TED-spread

Treasury bills

Basis-spread

5.5

5.0

4.5

4.0

3.5

3.0
Jan. 07 Apr. 07 July 07 Oct. 07 Jan. 08 Apr. 08 July 08

Note. Three-month interbank rate, expected monetary 
policy three-month ahead and three-month treasury 
bills. Expected monetary policy is measured in terms of 
STINA swap.

Sources: Reuters EcoWin and the Riksbank 

Figure 48. Spread between interbank rates and 
expected policy rate (Basis spread)
Basis points

Euro area
USA
United Kingdom

Sweden 

Note. The differential is calculated as the difference 
between the three-month interbank rate and the three-
month overnight index swap.

Sources: Reuters, Ecowin and the Riksbank.

Jan. 07 Apr. 07 July 07 Oct. 07 Jan. 08 Apr. 08 July 08
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bond rate has risen, which has increased the banks’ fi nancing costs. To 
some extent the banks have passed on the rising costs to households. 
In future, the long-term mortgage rates may be increased further if 
the banks choose to pass on the entire cost increase. 

■ ■ Dollar fall checked 

The weakening of the dollar against the euro and the krona, which 
has marked developments over the past year, came to a halt at the 
end of April this year. In recent months the dollar exchange rate has 
not changed very much in relation to either the krona or the euro (see 
Figure 55). The British pound, like the dollar, weakened substantially 
against the krona and the euro at the beginning of this year, but the 
pound rate against these currencies has also been stable in recent 
months.

The krona exchange rate against the euro has been remarkably 
stable in recent years (see Figure 55). The SEK/EUR exchange rate 
has largely remained unchanged since the Monetary Policy Update in 
April. 

The krona exchange rate in terms of the trade-weighted TCW 
index shows a strengthening of around 2 per cent between the 
fi rst and second quarters of this year. This is a slightly stronger 
appreciation than was expected in the April Monetary Policy Update. 
It is due to the substantial weakening in the dollar and the pound up 
to the end of April this year. The krona was in trade-weighted terms 
around 0.5 per cent stronger during the second quarter than was 
forecast in the April Update. A slightly stronger TCW index is also 
expected in the third quarter (see Figure 20 in Chapter 1).

■ ■ Stock markets also affected by infl ation anxiety

The share indices in the United States, the euro area and Sweden rose 
from mid-March to mid-May (see Figure 56). However, the downturn 
in economic activity, increased infl ation anxiety and expectations of 
future policy rate increases have recently contributed to a fall on the 
stock markets. Stock market indices in the United States, the euro area 
and Sweden are all lower than at the start of the year. Since mid-July 
last year, when the fi nancial anxiety began in earnest, the share index 
in Sweden has fallen by over 30 per cent.

■ ■ Growth in money supply declining

In recent years the general public’s 11 holdings of banknotes and 
coins, M0, has largely shown no increase at all. Households’ and 
companies’ bank deposits have increased strongly since the middle of 
2005, which has accelerated the rate of increase in the money supply 

Figure 49. Monetary policy expectations in the USA 
Per cent

Forward rates 27 June 2008
Forward rates 23 April 2008

Fed funds 

Note. Forward rates have been adjusted for risk premiums 
and describe the expected overnight rate.

Sources: Reuters, Ecowin and the Riksbank.

Figure 50. Monetary policy expectations in the 
euro area 
Per cent

Refi 
Forward rates 27 June 2008
Forward rates 23 April 2008

Note. Forward rates have been adjusted for risk premiums 
and describe the expected overnight rate.

Sources: Reuters, Ecowin and the Riksbank.

Figure 51. Monetary policy expectations in 
Sweden according to money market participants.
Per cent

Forward rate 27 June 2008
Forward rate 23 April 2008
Survey, Prospera average, 4 June 2008 

Repo rate

Survey, Prospera average, 2 April 2008

Note. Forward rates have been adjusted for risk premiums and 
describe the expected overnight rate. 

Sources: Reuters Ecowin, Prospera Research AB and the 
Riksbank.
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11  The general public as holding sector includes other sectors, that is, the government sector excluding the 
Swedish National Debt Offi ce, municipalities and county councils, non-monetary securities funds, fi nancial 
service companies, fi nancial companies’ non-profi t organisations, investment companies, non-monetary 
credit market companies, other fi nancial institutions, households including households’ non-profi t organisa-
tions (HIO) and the non-fi nancial corporate sector.
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measured as M2 (see Figure 57). The rate of increase has recently 
slowed somewhat.

The broadest measure of money, M3, also includes the general 
public’s shares in money market funds and debt securities with 
a duration up to two years issued by Swedish banks, mortgage 
institutions and other credit market companies. A sharp rise in the 
rate of increase of M3 was noted at the end of last year (see Figure 
57). This is probably linked to an increased demand for deposits in 
money-market investments in the wake of the fi nancial turbulence, 
which is confi rmed by data from the Financial Accounts (see Figure 
58). However, the rate of increase in M3 has declined somewhat since 
the turn of the year.

■ ■ House prices have levelled off but borrowing continuing to rise

House prices appear to have levelled off, but the rate of increase 
according to the purchase price coeffi cient was still 6 per cent in May 
compared with the same month in the previous year. However, for the 
period March to May prices on average remained largely unchanged 
compared with the period December to February (see Figure 59). The 
rate of increase in household borrowing has slowed down for a couple 
of years, but still remains high. In March, borrowing was around 11 
per cent higher than in the same month last year (see Figure 60). 
Companies’ borrowing is also continuing to rise substantially. The 
rate of increase accelerated towards the end of 2007 and has since 
then been over 15 per cent, compared with the same period in the 
previous year. 

■ ■ Poorer prospects for international growth despite strong 

outcome

As a result of a stronger GDP outcome for the fi rst quarter, particularly 
in the euro area, but also in the United States, the growth forecast for 
the OECD areas is revised up for 2008 in relation to the assessment 
made in the April Monetary Policy Update. However, the worrying 
factors with regard to growth that prevailed in both February and 
April still remain. The fi nancial turbulence remains at the same time 
as house prices in the United States and many other areas are still 
falling. Moreover, consumer sentiment is declining in many countries. 
In addition to this, the higher global infl ation is contributing to weaker 
development in real disposable incomes. 

■ ■ Outcomes slightly stronger than expected but weak growth 

prospects in the USA

GDP growth in the United States continued to be weak during 
the fi rst quarter, according to revised preliminary statistics. GDP 
growth was 1.0 per cent calculated at an annual rate, which was 
slightly stronger than the assessment in the April Monetary Policy 
Update. Household consumption increased only marginally, which is 

Figure 52. Two-year interest rates
Per cent

Note. Government bonds with approximately 2 years 
left to maturity.

Source: Reuters EcoWin

Figure 53. Long-term interest rates
Per cent

Euro area
USA
United Kingdom

Sweden 

Euro area
USA

Sweden 

Note. Government bonds with approximately 10 years 
left to maturity.

Source: Reuters EcoWin

Jan. 07 Apr. 07 July 07 Oct. 07 Jan. 08 Apr. 08 July 08
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connected with the fact that the scope for consumption was limited 
by rising energy and food prices. Investments declined, primarily as a 
result of housing investment falling by slightly less than 25 per cent, 
when calculated at an annual rate. Net exports provided a positive 
contribution to growth in demand as exports increased and imports 
decreased. 

With regard to the second quarter, growth still appears weak. 
According to surveys, household confi dence has fallen substantially 
to the lowest levels since the beginning of the 1980s. Private 
consumption is increasing at a much slower rate than before (see 
Figure 61). In April consumption remained largely unchanged 
compared with January. However in May the retail trade showed 
relatively strong growth. This could possibly be an indication that the 
fi scal policy stimulation package with tax refunds has already begun 
to have an effect on demand.

The downward adjustment in the US housing market has been 
going on for almost 3 years. According to the Case-Shiller- index for 
20 cities, house prices were a good 15 per cent lower in April than 
in the same month last year. However, there are some positive signs 
in the housing market. Mortgage rates, which have risen slightly in 
recent months, are still well below the level that prevailed when the 
fi nancial turbulence began in July last year. Continued low interest 
rates for most households and falling house prices mean that an 
increasing number of households can again afford to buy a new 
home. The fall in the sale of existing homes has slackened in recent 
months. The level in May was roughly the same as that in December 
last year. 

Labour productivity in the United States rose by just over 2.5 
per cent in the fi rst quarter, compared with the fourth quarter and 
calculated at an annual rate. It rose by just over 3 per cent compared 
with the fi rst quarter of 2007. Profi ts in the economy rose slightly in 
the fi rst quarter and in historical terms are still high as a share of GDP, 
despite the problems with mortgages in the bank sector. The profi ts 
are partly due to the strong productivity growth.

Employment in the United States is continuing to decline (see 
Figure 61). The number of hours worked fell substantially during the 
fi rst quarter. Unemployment has risen and was 5.5 per cent in May.

■ ■ Strong fi rst quarter in euro area, but weaker growth in future 

In the euro area GDP increased by 3.2 per cent on an annual rate 
during the fi rst quarter of 2008. This was a much larger increase 
than expected. Investments increased signifi cantly in the euro area, 
and this is probably partly due to increased construction as a result 
of the unusually warm weather. Changes in stocks also provided a 
positive contribution to the growth in demand. In Germany, where 
GDP increased by around 6 per cent calculated at an annual rate, the 
contribution from the changes in stocks accounted for almost half 
of the growth in demand compared with the previous quarter. This 

Figure 54. Interest rates in Sweden
Per cent

Mortgages – average
Repo rate
Interbank rate

Mortgages – SBAB

Note. Refers to the three-month mortgage rate from SBAB, 
the thre-month interbank rate and the monthly average 
for three-month mortgage rates for new lending by the 
mortgage institutions. 

Sources: Reuters Ecowin, SBAB, Statistics Sweden and 
The Riksbank

Figure 55. Exchange rate movements
SEK per euro and dollar

SEK/USD
SEK/EUR 

Source: Reuters EcoWin

Figure 56. Stock market movements
Index, 04.01.99 = 100

Euro area (Euro Stoxx)
USA (S&P 500)

Sweden (OMXS)

Source: Reuters EcoWin
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makes it more diffi cult to interpret the outcome, as the build-up of 
stocks can be interpreted as fi nal demand being lower than expected. 
It could mean that there will be a signifi cant slowdown in growth in 
the future. 

Confi dence indicators for the second quarter of this year depict 
a slowdown in economic activity in the euro area (see Figure 62). 
It is therefore probable that part of the high growth during the fi rst 
quarter can be regarded as temporary. The assessment from the 
Monetary Policy Update regarding growth in the coming quarters 
therefore remains largely unchanged. However, the strong outcome 
in the fi rst quarter means that growth in the euro area this year is 
calculated at around 1.7 per cent, compared with the 1.4 per cent 
forecast in the April Monetary Policy Update.

■ ■ GDP growth slackens in the rest of Europe 

In the United Kingdom GDP growth in the fi rst quarter was 1.6 per 
cent calculated as an annual rate, which is lower than the immediately 
preceding quarters. Both private and public sector consumption 
increased relatively strongly, while fi xed gross investment fell. The 
purchasing managers’ indices for the manufacturing industry and the 
service sector have fallen to levels indicating stagnation. Household 
confi dence has recently shown a substantial fall (see Figure 63).

Growth in the Norwegian economy has also slowed down. The 
total economy grew by 0.9 per cent at a calculated annual rate during 
the fi rst quarter, which can be compared with 5 per cent during the 
fourth quarter of last year. Growth in household consumption slowed 
down and fi xed gross investment declined. 

GDP growth in Finland was 2.8 per cent at a calculated annual 
rate for the fi rst quarter of this year, which was slightly lower than the 
fourth quarter of last year. 

■ ■ Strong growth in Asia during fi rst quarter

In Japan GDP increased by 4.0 per cent during the fi rst quarter, 
calculated at an annual rate, which meant unusually strong growth. 
The main contribution to the strong growth in the fi rst quarter came 
from foreign trade and robust growth in household consumption. 
Public consumption declined and fi xed gross investment increased 
moderately after having fallen three quarters in a row. However, 
survey-based indicators are still pointing to weaker growth in the 
future. 

In China GDP growth was 10.6 per cent in the fi rst quarter of 
this year, compared with the same quarter in 2007, which only meant 
a marginally lower growth than last year of just over 11 per cent on 
average. In recent years the contribution to growth from household 
consumption has increased, while the contribution from net exports 
has declined slightly. In April this year retail trade sales rose by a 
good 22 per cent in nominal terms, compared with the same period 

Figure 57. Money supply
Annual percentage change

M2
M3

M0 

Sources: Statistics Sweden and the Riksbank

Figure 58. Households’ new saving in deposit 
accounts or shares and unit trusts, quarter 
SEK billion

Deposit accounts
Shares and unit trusts

Note. The households’ new saving is the net amount 
households invest in their deposit accounts or unit 
trusts, or in the net purchase of shares, during a 
quarter. Four-quarter moving average. 

Source: Statistics Sweden

Figure 59. Purchase price coeffi cient
C/I ratio

Note. The purchase price coeffi cient is the price of the 
property divided by its taxation value, also known as 
the C/I ratio.

Source: Statistics Sweden

2.0

1.9

1.8

1.7

1.6

1.5

1.4

1.3

1.2



0

2

4

6

8

10

12

14

080706050403020100

-2

-1

0

1

2

3

4

5

6

080706050403020100

86

90

94

98

102

106

110

114

118

-6

-4

-2

0

2

4

6

8

10

080706050403020100

39

M
O

N
E

T
A

R
Y

 P
O

L
IC

Y
 R

E
P

O
R

T
 2

0
0

8
/

2

CHAPTER 3

in 2007. Reconstruction work following the earthquake disaster 
in Szechuan in May will increase public sector investment in the 
infrastructure and housing construction. GDP growth is expected to 
be 10 per cent this year. 

In India GDP growth was 8.8 per cent in the fi rst quarter 
compared with the same quarter in 2007. Growth was very high in 
the service sector. However, growth in the manufacturing industry 
slowed down substantially. 

■ ■ High international infl ation 

Following the large upswing at the end of last year, the rate of 
infl ation in the United States has remained at a high level in recent 
months (see Figure 64). CPI infl ation was 4.1 per cent in May, while 
the underlying CPI infl ation, excluding energy and food, was 2.3 
per cent. All in all, infl ation has been higher than expected in recent 
months, and the forecast for the current year is 4.3 per cent, which 
is an upward adjustment of just over one percentage point compared 
with the April Update. This is largely a result of oil price trends.

Consumer prices in the euro area rose by 3.7 per cent in May, 
which was a large increase compared with April, when infl ation was 
3.3 per cent. Over the past year, infl ation has roughly doubled in the 
euro area (see Figure 65). The outcome for May was higher than 
expected and this is linked to rising food and energy prices .

Infl ation has also risen in the United Kingdom. In May, consumer 
prices were 3.3 per cent higher than one year earlier. The upswing in 
infl ation has been pronounced during the spring (see Figure 64). As in 
many other areas, the upswing in infl ation in the United Kingdom has 
been linked to the rise in energy and food prices.

■ ■ Lower Swedish GDP growth over past year

GDP outcomes for both the fourth quarter of 2007 and the fi rst 
quarter of 2008 have been published since the February Monetary 
Policy Report was issued. This new information shows that growth 
has continued to slacken and that growth during the fi rst quarter of 
this year was slightly lower than the historical average.

Prior to the Monetary Policy Update in April the National 
Accounts for the fourth quarter of 2007 were published. These 
indicated that growth was stronger than expected in the forecast 
published in the February Monetary Policy Report. This, together with 
strong indicators for foreign trade, meant that the forecast for the 
fi rst quarter that was made in April was revised up in relation to the 
February Monetary Policy Report. Growth for the full year 2008 was 
revised up from 2.1 to 2.4 per cent.

Since the April Monetary Policy Update the National Accounts 
fi gures for the fi rst quarter of 2008 have been published. During the 
fi rst quarter the seasonally-adjusted GDP growth amounted to 1.6 per 
cent calculated at an annual rate (see Figure 16 in Chapter 1). This 

Figure 60. House prices and total lending to 
Swedish households
Annual percentage change

House prices
Lending to households

Note. Quarterly observations of house prices and monthly 
observations of lending to households.

Sources: Statistics Sweden and the Riksbank

Figure 61. Employment and private consumption in the 
United States
Annual percentage change

Employment
Private consumption

Note. Employment according to employer survey (non-farm 
payrolls).

Sources: Bureau of Labor Statistics and Department of 
Commerce

Figure 62. Economic indicators for the euro area
Index and annual percentage change

OECD Composite Leading Indicators (right scale)
European Commission Economic Sentiment (left scale)

Sources: European Commission and OECD
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was lower than expected in the April Monetary Policy Update, but not 
signifi cantly lower than the assessment made earlier in the February 
Monetary Policy Report. However, the composition of demand was 
different. A very negative contribution from stocks and reduced public 
consumption expenditure were the main factors holding back demand 
during the fi rst quarter of 2008.

In relation to the earlier published National Accounts outcome 
for the fourth quarter of 2007 the seasonally-adjusted fi gures for 
quarterly growth were revised up for the fi rst quarter of 2007 and 
down for the remaining quarters in 2007. This also contributed to the 
annual rate of increase in GDP for the fi rst quarter of this year being 
lower than was expected in the April Update. Compared with the 
same period in the previous year, GDP growth for the fi rst quarter of 
this year was 2.2 per cent (calendar-adjusted), which was just over 
0.5 percentage points lower than expected in the Monetary Policy 
Update published in April. However, it was only 0.2 percentage points 
lower than the assessment in the February Monetary Policy Report. 

Data available for the second quarter include business tendency 
survey data for the period April-June and some monthly outcomes up 
to the end of May. The confi dence indicators in the business tendency 
survey support the picture that growth in the economy is slowing 
down (see Figure 66).

The purchasing managers index for the manufacturing industry 
has slackened in recent months. In addition to weaker orders, 
industrial companies are also being increasingly affected by rising 
prices on energy and input goods (see also the in-depth article on 
the Riksbank’s company survey in this report). Statistics on industrial 
production and orders as reported by Statistics Sweden also indicate a 
continuing slowdown. 

The forecast for GDP growth during the second and third 
quarters of 2008 as a whole has been revised down marginally in 
relation to the Monetary Policy Update published in April, taking into 
account newly-received information. The forecast for GDP growth for 
the full year 2008 is revised down from 2.4 to 2.0 per cent compared 
with the April Update. 

■ ■ Slightly lower investment growth

During the fi rst quarter of 2008 fi xed gross investment increased by 
a total of just over fi ve per cent compared with the corresponding 
period in the previous year. Housing investment showed weak growth 
during the fi rst quarter of the year (see Figure 67). It is primarily new 
housing construction that has slackened, while investment in other 
buildings, such as industrial premises and offi ce buildings, has shown 
stronger growth than before. The growth in housing investment as 
a whole has gradually slackened in recent years. It is primarily the 
central government that is responsible for growth in public sector 
investment. 

Taking into account new outcomes and Statistics Sweden’s 

Figure 63. Confi dence indicators for households 
Net fi gures

Germany
United Kingdom

Euro area

Source: European Commission

Figure 64. Consumer prices
Annual percentage change

USA
United Kingdom

Euro area

Sources: The Bureau of Labor Statistics, Eurostat, OECD 
and Statistics Sweden

Figure 65. HICP in the euro area
Annual percentage change

Excluding energy, food, alcohol and tobacco
Excluding energy

Total 

Source: Eurostat
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investment survey from May, a minor downward adjustment is made 
to the investment forecast for the second and third quarters of 2008, 
compared with the forecasts in the February Monetary Policy Report.

■ ■ Foreign trade still strong

The monthly statistics for foreign trade in goods during the spring 
have indicated a relatively strong growth in exports (see Figure 68). 
This picture was confi rmed in the National Accounts fi gures for the 
fi rst quarter. Export fi gures were also revised up for 2007. Unlike 
previous years, foreign trade is now providing a positive contribution 
to the rate of increase in demand; during the fi rst quarter of 2008 
this contribution was 0.5 percentage points to the annual percentage 
change. Trade in services increased more than trade in goods during 
the fi rst quarter, which is in line with developments in recent years. 
However, trade in goods still accounts for just over 70 per cent of the 
total export value. 

A geographical breakdown of the statistics for exports in goods 
in current prices shows clear differences between different export 
markets. Exports to the United States and Japan have remained 
weak, while exports to several of Sweden’s largest trading partners 
such as Germany, Norway, the United Kingdom and Denmark are 
still growing. The forecasts for exports and imports over the coming 
quarters have been revised down slightly compared with the February 
Monetary Policy Report. Weaker international demand explains lower 
export growth, while import growth is revised down partly as a result 
of weaker domestic demand.

■ ■ Consumption growth slackening

The National Accounts for the fi rst quarter of 2008 show that 
household consumption was 2.0 per cent higher in the fi rst quarter 
of this year than the fi rst quarter of last year (see Figure 69). This was 
around 0.5 percentage points lower than the forecast in the Monetary 
Policy Report, where only the outcome up to the end of the third 
quarter of 2007 was available. In connection with the outcome for 
the fi rst quarter, the fi gures for growth in the fi rst quarter of 2007 
were revised up and those for the remaining quarters of 2007 were 
revised down. The seasonally-adjusted quarterly growth therefore 
shows more clearly than before that there has been a slowdown in 
consumption growth over the past year. Compared with the fi rst 
quarter of 2007 the quarterly growth in household consumption was 
only half as much; 2 per cent compared with 3.9 per cent calculated 
at an annual rate.

Growth in the retail trade sales covaries very well historically with 
household consumption of retail trade goods (see Figure 69). This 
comprises around 30 per cent of the total household consumption. 
It is clear that a slowdown in the rate of increase in consumption of 
retail goods has taken place in the past two years. In April and May 

Figure 66. Confi dence indicators in the business sector
Seasonally adjusted net fi gures

Manufacturing industry
Private service industries 
Retail trade

Construction industry

Source: National Institute of Economic Research

Figure 67. Gross fi xed capital formation
Annual percentage change

Public authorities
Housing

Business sector excluding housing

Source: Statistics Sweden

Figure 68. Foreign trade with goods at fi xed prices
Annual percentage change, seasonally adjusted data

Note. Three-month moving averages.

Sources: Statistics Sweden and the Riksbank

Imports
Exports 
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the retail trade sales fi gures were on average 4.1 per cent higher 
than in the corresponding period last year, but the calendar-adjusted 
rate of increase was only 1.0 per cent. The large calendar effect is 
explained by the Easter holiday falling in March this year but in April 
last year.

Since the Monetary Policy Update was published in April, 
fi gures received in addition to retail trade sales for April and May 
include consumer confi dence fi gures for April to June according to 
the consumer tendency survey. Households’ sentiment indicator 
has declined signifi cantly since last autumn, and the fall continued 
in April and May. There was a further considerable fall in June. This 
applies both to the view of unemployment and confi dence measured 
according to the confi dence indicator (see Figure 70). It probably 
partly refl ects increased uncertainty in the wake of the fi nancial 
market turbulence. The rise in energy and food prices has probably 
also increased uncertainty over households’ future purchasing power. 
The increased uncertainty can also be noticed in household savings, 
where there has been a shift from shares to safer interest-bearing 
investments (see Figure 58). 

All in all, indicators in the form of retail trade statistics and 
consumer confi dence appear weak, which gives reason to revise 
down the consumption forecast in the short term. In addition to this, 
there are signs that the rising infl ation will lead to unexpectedly low 
real rates of increase in households’ disposable incomes. In the fi rst 
quarter of this year real disposable incomes were only 1.3 per cent 
higher than in the corresponding period last year. 

The forecast for private consumption in the second and third 
quarter of this year is revised down by around 0.5 percentage points 
calculated at an annual rate. For the full year 2008 the forecast for 
growth in consumption also revised down in relation to the February 
Monetary Policy Report, from 2.7 to 2.3 per cent. 

■ ■ Weaker growth in public sector consumption

The fi gures for growth in public sector consumption in 2007 were 
revised up by 0.3 percentage points, to 1.1 per cent, in Statistics 
Sweden’s most recent publication of the National Accounts. During 
the fi rst quarter of 2008 public consumption declined by 0.7 per cent 
calculated at an annual rate, which was 1.6 percentage points lower 
growth than anticipated in the February Monetary Policy Report. It 
was primarily local government consumption that declined, but also to 
some extent central government consumption. The forecast for public 
sector consumption growth in the coming quarters has been revised 
down in relation to the forecasts in the February report. For the full 
year 2008 growth is now expected to be 0.4 per cent, compared with 
1 per cent in the February Monetary Policy Report.

Figure 69. Retail sales and household 
consumption
Annual percentage change

Retail sales
Households’ consumption of retail goods

Households’ total consumption

Note. Non-calendar-adjusted data. For quarter 2 2008, 
only April compared to April 2007 has been used for 
retail sales. 

Sources: Statistics Sweden and the National Institute of 
Economic Research

Figure 70. Household expectations of the future
Net fi gures

Unemployment
Confi dence indicators

Note. Unemployment is defi ned here as the percentage 
of households that believe unemployment will fall 
minus the percentage who believe that unemployment 
will rise.

Source: National Institute of Economic Research
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■ ■ Public sector fi nances are strong

General government net lending is high from an historical perspective 
(see Figure 24 in Chapter 1). The monthly outcome for the central 
government budget indicates continuing large surpluses. A continued 
strong labour market will contribute to keeping income up and 
holding down public sector expenditure. Other positive effects on net 
lending come from temporarily high tax income. Compared with the 
Monetary Policy Update in April, general government net lending as a 
share of GDP remains unchanged in 2008.

■ ■ Continued strong labour market

Despite a slowdown in GDP growth, employment has continued to 
develop strongly at the beginning of 2008. The number of persons 
employed (15-74 year olds) has according to labour market surveys 
increased by 82,000 persons, or 1.8 per cent, so far this year (January 
to the end of May) compared with the same period last year. At 
the same time, the number of persons unemployed has declined by 
17,000. This is a stronger development in the labour market than was 
expected in the most recent Monetary Policy Update. 

The outcome from the National Accounts for the fi rst quarter 
shows that growth in the number of hours worked declined more 
than expected, which also means that average working hours was 
lower than expected.

Indicators are increasingly pointing to the demand for labour not 
increasing as much as before. According to the Business Tendency 
Survey, the sentiment indicator for the business sector has declined. 
Companies’ plans for the coming months point to a diminishing need 
for new recruitment.

The Public Employment Service’s statistics show that the number 
of newly-registered vacancies has fallen in recent months, at the 
same time as the number of redundancies has increased (see Figure 
71). The level of new and unfi lled vacancies is still high, however.
The development in employment shows a high covariation with the 
number of vacancies, with a time lag of around 10 months. 

All in all, labour market indicators point to a slowdown in 
employment growth during the year, but this slowdown looks to be 
slightly less marked than was expected in the April Update. As a result 
of the strong outcomes for the fi rst part of the year the forecast for 
annual growth in the number of persons employed is revised up for 
the coming quarters. The forecast for employment in the full year 
2008 has been revised up from 1.1 to 1.4 per cent growth compared 
with the Monetary Policy Update in April.

The forecast for growth in the number of hours worked has 
instead been revised down as a result of weaker outcomes. 

Figure 71. New and unfi lled vacant jobs and 
redundancy notices.
Thousands, seasonally adjusted data

Unfi lled vacancies (left scale)
Redundancy notices (right scale)

New vacancies (left scale)

Note. Three-month moving average. Unfi lled vacancies 
refers to positions with a duration of more than ten days.

Source: Employment Service

Figure 72. Proportion of fi rms reporting a shortage 
of labour
Per cent, seasonally adjusted data 

Construction sector
Private service industries
Retail trade

Manufacturing industry

Business sector

Source: National Institute of Economic Research

Figure 73. Capacity utilisation in industry
Per cent, seasonally adjusted data

NIER, current capacity utilisation

Statistics Sweden, actual capacity utilisation

Sources: NIER and Statistics Sweden
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■ ■ Productivity increasing again

According to the National Accounts fi gures, productivity showed a 
weak increase again in the fi rst quarter of this year, which was in line 
with the assessment in the April Monetary Policy Update. This upturn 
followed a year of surprisingly weak productivity. In 2007 productivity 
in the whole economy declined by 0.6 per cent (see Figure 9 in 
Chapter 1). The low productivity was judged to be mostly temporary. 
Some slowdown in productivity growth is normal when resource 
utilisation is high, but the slowdown was much greater than expected. 
Employment increased dramatically in 2007 at the same time as GDP 
growth slowed down. 

The recovery in productivity growth that began in the fi rst 
quarter is thus expected to continue over the coming year. However, 
indicators point to a very modest increase in productivity in the 
second quarter. Compared with the Monetary Policy Update in April 
the forecast for 2008 is slightly lower. After a fall of 0.6 per cent in 
2007, productivity is instead expected to grow by 0.6 per cent this 
year.

■ ■ Resource utilisation is high but will decline 

Resource utilisation in the economy is currently assessed to be still 
slightly higher than normal, but there are signs that it has begun 
to fall. It is not entirely clear how resource utilisation should be 
measured, which indicates one should study a number of different 
indicators. One is the shortage of labour in the business sector, 
which has risen sharply since 2003. However, since the peak at 
the beginning of 2008, when almost 40 per cent of companies 
stated a shortage of labour, the shortage has declined during the 
second quarter (see Figure 72). The labour shortage has been most 
pronounced in the construction industry, but there has also been a 
decline here in the spring. The labour shortage is lower now in both 
goods-producing and service-producing sectors.

Capacity utilisation in manufacturing, which is another indicator 
of resource utilisation, has for some years been at historically-high 
levels (see Figure 73). In the service sectors 57 per cent of companies 
state that they are fully utilising the companies’ resources, but this 
share has fallen during the spring. 

A further measure of resource utilisation is the employment rate, 
which indicates how large a percentage of the population of working 
age is employed. The employment rate has increased substantially 
and is now higher than during the previous economic peak in the year 
2000 (see Figure 35 in Chapter 2).

Resource utilisation can also be analysed by studying how 
much production and employment, or the number of hours worked, 
deviate from their long-term trends. The method used to calculate 
these trends will determine the size of the deviations, or gaps, and 
the results should therefore be interpreted with some caution. Figure 

Figure 74. Estimated gaps
Percentage deviation from the HP trend

Hours worked
Employment

GDP 

Note. Broken lines represent the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank
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74 calculates the gap for GDP, employment and the number of 
hours worked with the aid of a so-called HP fi lter. According to all of 
these measures, resource utilisation is currently higher than normal. 
However, the measures have recently developed slightly differently. 
The employment gap and the hours gap are still rising, while the GDP 
gap has been declining for some time. 

■ ■ Low rates of wage increases in 2007

According to short-term wage statistics, wages throughout the 
economy rose by 3.3 per cent in 2007 (the last nine months are still 
preliminary). The National Mediation Offi ce’s survey from December 
last year showed that around 95 per cent of the employees in the 
business sector had received their new wage by the end of December. 
The retroactive payments to be made for 2007 are therefore assumed 
to be slight in the business sector. 

The relatively low pay outcome last year can be partly explained 
by the changed composition in the labour force as included in the 
wage statistics. A larger share of new employees with relatively low 
wage levels holds back the total increase. However, the calculations 
imply that this composition effect was not as high last year as in the 
economic boom years 1999-2000. According to the structural pay 
statistics, pay in the business sector increased by 4.0 per cent in 2007, 
which was 0.6 percentage points higher than the corresponding fi gure 
in the cyclical statistics. The difference is not signifi cant in an historic 
perspective. 

■ ■ Rising rate of wage increase so far in 2008

In the fi rst quarter of this year, wages throughout the economy have 
preliminarily increased by 4.1 per cent, according to short-term wage 
statistics from the National Mediation Offi ce. In March the rate of 
wage increase for workers in the business sector was 5.9 per cent, 
which was clearly higher than the fi rst two months of the year. This 
is largely because workers received public holiday compensation in 
March instead of April, as the Easter holiday fell in March this year but 
in April last year. It was thus a temporary calendar effect. 

The rate of wage increase so far this year has been relatively 
high in primary municipalities, county councils, industry and the 
construction sector, but lower in the fi nancial sector and the transport 
sector. There is some risk that effects from changes in the survey 
samples will affect the wage outcomes for the business sector this 
year. 12 It has also been low in the general government sector, but a 
larger share of retroactive wage payments are expected there. All in 
all, wages in the economy as a whole are expected to increase by 4.4 
per cent this year, according to short-term wage statistics.

Figure 75. Different agents’ expectations of 
infl ation two years ahead
Annual percentage change

Purchasing managers
Money market agents 

Social partners

Source: Prospera Research AB

Figure 76. Actual infl ation (CPI) and households’ and 
companies’ expectations of infl ation one year ahead
Annual percentage change

Companies, NIER

Households, Statistics Sweden

Households, NIER

CPI 

Note. The curves have been shifted ahead 12 months to 
coincide with the CPI outcomes to which the expectations 
refer.

Sources: NIER and Statistics Sweden

12 In the short-term wage statistics the sample in the survey for the business sector has this year been 
extended to include 7,785 companies, compared with 6,088 companies in last year’s survey. At the same 
time, around 20 per cent of the original population of companies is replaced each year. This year’s survey 
therefore contains almost 50 per cent new companies. This could have some effects on wage outcomes in 
the survey. 
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■ ■ Labour costs to increase more slowly than wages

Hourly wages throughout the economy increased by 3.3 per cent last 
year, according to the National Accounts fi gures, which is the same 
rate of increase shown by the short-term wage statistics. Labour 
costs per hour, which also include employer’s contributions, increased 
by 3.7 per cent. The positive contribution from the employer’s 
contributions can be partly explained by the discount in the premiums 
in the centrally-agreed pension insurance (“SAF-LO pension”) for 
workers in the business sector was withdrawn last year. As a result 
of declining productivity, growth in unit labour costs throughout the 
economy was 4.3 per cent, which was marginally higher than the 
assessment in the previous Monetary Policy Report. 

During the fi rst quarter of this year, hourly wages in the 
economy as a whole increased by 4.8 per cent compared with the 
same period last year, according to the National Accounts fi gures. 
However, labour costs per hour during the same period increased by 
only 3.4 per cent, which is lower than the assessment in the previous 
Monetary Policy Report. One explanation for this is probably that 
companies this year will have a temporarily reduced premium in the 
ITP insurance (supplementary pensions for salaried employees). This 
year labour costs per hour are expected to grow by 3.5 per cent, 
while productivity is expected to increase by 0.6 per cent. This means 
in total that unit labour costs are estimated to increase by 2.9 per 
cent this year, which is lower than the assessment in the previous 
Monetary Policy Report. 

■ ■ Rising infl ation expectations

Prospera’s survey of infl ation expectations, which was published on 
18 June, shows that expectations have increased further (see Figure 
75). At one, two and fi ve years ahead infl ation is expected to be 3.2, 
2.9 and 2.6 per cent respectively. According to the National Institute 
of Economic Research’s Consumer Tendency Survey, households’ 
infl ation expectations one year ahead have risen from 2.8 per cent in 
April to 3.3 per cent in June (see Figure 76). 

Infl ation expectations can also be studied by following pricing in 
the bond market through breakeven infl ation, that is, the difference 
between the rates on nominal and real bonds with the same maturity. 
Since 2007 breakeven infl ation calculated on 5-year rates has risen 
and it is now around 2.5 per cent (see Figure 77). A weighted average 
of the Prospera expectations in the June survey at one, two and 
fi ve years ahead may provide an impression of the average infl ation 
expected in the coming fi ve years. This was 2.9 per cent, that is, 
slightly higher than breakeven infl ation.

■ ■ Infl ation has more than doubled in the past year

Infl ation averaged 2.2 per cent last year, which is in line with the 
target. Since the autumn of 2007, however, infl ation has risen 

Figure 77. The difference between nominal and real 
fi ve-year rates (break-even infl ation)
Percentage points

Source: The Riksbank

Figure 78. The Economist’s commodity price index 
for food
Index 2000=100, USD

Source: The Economist

Figure 79. Prices of goods and services in the CPI
Annual percentage change

Goods excluding energy and food (26.3%)
Services (43.5%)

Note. The weight in CPI of the respective 
components is given in brackets.

Source: Statistics Sweden
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CHAPTER 3

signifi cantly and is expected to continue rising over the coming 
months. The annual rate of increase in the CPI amounted to 4 per 
cent in May, which is more than double the rate of increase at the 
middle of last year. Infl ation has not been this high since 1993. Part 
of the upswing in infl ation can be explained by rising mortgage 
rates, which in turn are largely caused by the Riksbank’s interest rate 
increases over the past two years. However, infl ation has risen even 
when mortgage rates are excluded. Infl ation measured in terms of 
the CPI but also as infl ation with a fi xed interest rate (CPIF), where 
mortgage rates are kept constant, has risen over the past year (see 
Figure 13 in Chapter 1). The annual rate of increase in the CPIF 
amounted to 3.2 per cent in May, which is also double the rate one 
year ago.

■ ■ Energy prices at very high levels

One important explanation why infl ation has increased is that energy 
prices have risen substantially. Oil prices have risen on the world 
market and amounted to around 130 dollars per barrel at the end of 
May. Forward rates have also risen and now indicate that the oil prices 
will remain at roughly the current level over the coming three years 
(see Figure 4 in Chapter 1). The rising oil prices have led to rising 
petrol and heating oil prices for consumers. The prices of oil products 
in the CPI increased by almost 14 per cent in May, compared with the 
same month one year earlier. Electricity prices have also risen recently. 

The mild winter led to low electricity prices at the beginning 
of the year, but during the spring electricity prices have begun to 
rise again on the Nordpool exchange. Moreover, forward pricing 
indicates that electricity prices will continue to rise over the coming 
year. Consumer electricity prices were around 7 per cent higher 
in May than in the same month last year. All in all, energy prices, 
which comprise around 9 per cent of the CPI, have risen much more 
than expected during the spring. Rising energy prices are the most 
important reason for revising up the short-term infl ation forecast.

■ ■ High rates of increase in food prices

The rate of increase in food prices, which comprises just over 16 per 
cent of the CPI, remains high. Food prices in the world market rose 
substantially at the end of last year up to the beginning of 2008 (see 
Figure 78). 

After that prices appear to have stabilised at a higher level. Food 
prices on the world market were approximately 60 per cent higher at 
the end of May, compared with the same period last year. This has 
meant that prices for producers and consumers in Sweden have also 
risen (see Figure 12 in Chapter 1). 

Food prices in the CPI were around 8 per cent higher in May 
than in the same month last year. The prices of other goods and 

Figure 80. Different measures of underlying infl ation
Annual percentage change

Note. The alternative measures are calculated on the basis of 
CPI divided into around 70 subgroups. UND24 is weighted 
and adjusted for the historical standard deviation. In 
TRIM85 the 7.5 per cent most positive and negative yearly 
price changes each month have been excluded.

Sources: Statistics Sweden and the Riksbank

UND24
TRIM85
CPIX excluding energy

CPIX 

CPIX excluding energy and food
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Figure 81.Infl ation in Sweden and the euro area
Annual percentage change

Sources: Eurostat and Statistics Sweden

Euro area, HICP
Sweden, CPI

Figure 82. Food prices for consumers in 
Sweden and the euro area
Annual percentage change 

Sources: Eurostat and Statistics Sweden

Euro area
Sweden

Figure 83. CPI excluding energy and food
Annual percentage change

Euro area, HICP
Sweden, HICP

USA, CPI 

Sources: Eurostat, Statistics Sweden and Bureau of 
Labor Statistics 

services are still increasing relatively slowly (see Figure 79). Service 
prices increased by around 2 per cent in May compared with the same 
month last year, while other goods prices (excluding energy and food) 
fell by around 1 per cent during the same period. The fall may partly 
be the result of new weightings in the CPI which pushed down the 
rate of infl ation to an unusual extent in January.

■ ■ Upward trend in infl ation in Sweden 

One reason for infl ation rising in recent years, as the Riksbank has 
calculated, is the general strengthening in economic activity. This is 
evident, for instance, when one looks at the way infl ation adjusted for 
various temporary factors has developed.

The Riksbank follows a number of measures of underlying 
infl ation. The aim of the different measures is to try and distinguish 
the common trend change in the general level of prices. A common 
method is to remove a number of goods and services from CPI, 
whose prices vary considerably due to temporary factors, such 
as oil products, electricity and vegetables. It is also common to 
calculate underlying infl ation by using various statistical methods that 
eliminate or reduce the signifi cance of certain products whose prices 
vary the most. Figure 79 presents different measures of underlying 
infl ation. These have shown an upward trend since the middle of 
2005. This coincides with both an increased resource utilisation and 
indirect effects of the very high rates of increase in energy prices. 
The statistical measures include some energy prices, which is one 
explanation why the statistical measures provide a higher rate of 
infl ation than the CPIX excluding energy.

■ ■ Upturn in infl ation in Sweden and in the euro area

Infl ation in the euro area has also risen over the past year. The 
infl ation rate in May was around 4 per cent in Sweden and somewhat 
in the euro area. Figure 81 shows the annual rate of increase in 
the CPI and the HICP in Sweden compared with the annual rate of 
increase in the HICP in the euro area. 13 Both in Sweden and the euro 
area a large part of the upturn is explained by a rising rate of increase 
in energy and food prices (see Figure 82). When energy and food 
prices are excluded, the annual rate of increase in the HICP is around 
1.7 per cent both in Sweden and in the euro area (see Figure 83). 

13 The methods of calculating the Swedish CPI and the HICP differ. For instance, household mortgage interest 
expenditure is not included in the HICP, which pushes up the rate of increase in the CPI in relation to 
the HICP. At the same time, the HICP is not affected to the same extent by changes in weighting, which 
instead push down the CPI in relation to the HICP. Taken together, the rate of increase in the CPI and the 
HICP is therefore fairly similar in Sweden at present.

Sweden, HICP
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CHAPTER 3 – BOXThe rate of increase in the CPIX will be 
below the CPI for a long time

14 Loans with terms of 1, 3 and 8 years were included in the CPI in 2004. Last mortgage loans in banks, 
variable-rate mortgages and fi xed-rate loans with terms of 2 and 5 years were already included. Loans with 
a fi xed-rate term of 8 years are lightly weighted in the interest rate index (approximately 3%). Fixed-rate 
loans with a term of 5 years have a weight of 19.5%. Loans with terms of 1, 2 and 3 years have weights of 
1.5, 14.2 and 9.7% respectively.

Even if the Riksbank leaves the repo rate unchanged, infl ation 

measured in terms of the CPIX is expected to be approximately 0.3 

percentage points below infl ation measured in terms of the CPI over 

the course of a couple of years and beyond the forecast horizon. The 

reason for this is that the CPIX is not affected by the increase in the 

value of the housing stock in the mortgage cost index, nor by the 

annual indexation of excise duties. It is believed that the CPI with 

a fi xed interest rate (CPIF), which is introduced in this report, will 

correct the CPI for the direct effects of monetary policy in a better 

way than the CPIX. 

The mortgage cost index is not only affected by the Riksbank’s repo 

rate changes

In May 2008, the annual rate of increase in the CPI and the CPIX was 

4.0 and 2.9 per cent respectively, a difference of 1.1 percentage points. 

The most important explanation of this difference is that the CPIX has not 

been affected by the increase in mortgage costs over the last 12 months. 

This is because this component is entirely excluded from the CPI when 

calculating the CPIX. The direct effects of changes in indirect taxes and 

subsidies are also excluded. The fact that the Riksbank has increased the 

repo rate in recent years is one important explanation of the increase in 

mortgage costs, but other factors have also contributed to the difference 

between the CPI and the CPIX. A detailed review of these factors is 

presented below. 

The index for mortgage costs in the CPI aims to measure the 

development of the households’ capital costs for living in owner-occupied, 

single-family dwellings. The index is calculated as a product of two indices 

in accordance with the following, somewhat simplifi ed, formula: 

Mortgage Cost Index = Interest rate index * Capital stock index

The interest rate index measures the development of the average interest 

rate for last mortgage loans in banks, variable-rate loans in mortgage 

institutions and loans in mortgage institutions with fi xed-rate terms of 

1, 2, 3, 5 and 8 years. 14 The interest rates for the fi xed-rate loans are 

included in the calculations as a moving average for the term concerned. 

For example, a change in the fi ve-year interest rate is included as a 

moving average over the last 60 months. The interest rate index is then 

calculated as a weighted average of the interest rates included where the 

weights refl ect the actual loan structure of the households. Variable-rate 

loans have a weighting of over 50 per cent of the interest rate index. This 

means that any change in the short-term interest rates has a direct impact 

on the interest rate index. As the remaining interest rates are calculated as 

a moving average over time, the interest rate index nevertheless develops 

in a relatively stable way (see Figure 1).
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CHAPTER 3 – BOX

Figure B1. The repo rate and the interest rate index 
in the CPI 
Per cent for the respective indices, January 1995 = 100

Figure B2. Capital stock index in the CPI and the 
property price index for single-family dwellings 
Annual percentage change

Property price index for single-family dwellings – 
40 quarters’ moving average
Capital stock index

Property price index for single-family dwellings

Sources: Statistics Sweden and own calculations

Interest rate index (left scale)
Repo rate (right scale)

Sources: Statistics Sweden and the Riksbank

The interest rate index is thus not only affected by the repo rate. 

Variable-rate mortgages are affected fairly directly by a change in the 

repo rate but can also be affected by other factors, such as changes in 

bank margins. In the wake of the recent turmoil on the fi nancial markets 

the difference between the repo rate and the rates for variable-rate 

mortgages has, for example, increased. Interest rates with longer terms 

are also included in the index. These are largely affected by factors other 

than the Riksbank’s repo rate decisions, even though changes in the repo 

rate can sometimes have an effect on interest rates with longer terms. 

The capital stock index measures the change in the purchase value 

of the housing stock fi nanced by the loans. Statistics Sweden attempts to 

estimate the change in value that takes place in the housing stock when 

houses change owners or new houses are constructed. A consequence 

of this calculation method is that there is a considerable time lag before 

changes in house prices are included in the index. If we assume that 

no new construction takes place and that the prices of single-family 

dwellings on one single occasion increase by 30 per cent and thereafter 

remain stable at the new level, and that all the properties change owners 

every 20 years, the purchase value of the housing stock, and thus 

the average purchase value, will be adjusted upwards by 1.5 per cent 

(30 per cent * 1/20) per year over a period of 20 years. An increase in 

house prices thus has a relatively limited direct effect on the capital stock 

index, although the effect is very lasting. The rate of increase in the 

capital stock has shown a rising trend since the mid-1990s (see Figure 

B2). The Figure also clearly shows that the capital stock index moves very 

sluggishly in relation to the prices of single-family dwellings.

The rising value of the capital stock will contribute to the CPIX 

increasing at a slower rate than the CPI during the forecast period. 

In May 2008, the interest rate index in the CPI had increased by a 12-

month rate of 21 per cent. As the mortgage cost index has a weight of 

4.5 per cent in the CPI, this contributed approximately 1 percentage point 

to the annual rate of increase in the CPI of 4 per cent. This contribution 

is partly due to the fact that interest rates have increased over the last 

12 months, but also to the fact that the purchase value of the housing 

stock has increased. If the purchase value of the housing stock had 

remained constant during the period, the contribution would have been 

approximately 0.2 percentage points lower. 

Given how the capital stock index is calculated, we can be certain 

that the value of the capital stock will continue to increase over the next 

few years almost irrespective of what happens to property prices in the 

near future. When houses that were bought 15 to 20 years ago are sold 

again, the purchase value of the housing stock will increase as prices are 

much higher now than when the houses were fi rst bought. 

The change in the capital stock thus affects the Riksbank’s forecast 

for the CPI. It is assumed that the value of the housing stock will increase 

by just over 5 per cent as an annual percentage change towards the end 

of the forecast period. Average interest rates will remain practically still 

and it is estimated that the total mortgage cost index will increase by 
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CHAPTER 3 – BOX

Figure B3. CPI, CPIX and CPIF, outcomes and 
forecasts 
Annual percentage change

CPIF
CPIX

CPI 

Note. Broken lines represent the Riksbank’s forecasts.

Sources: Statistics Sweden and the Riksbank

just over 5 per cent. Despite the fact that mortgage rates themselves will 

not change, the total mortgage cost index will increase relatively quickly 

due to the rising value of the capital stock. As the entire mortgage cost 

index is excluded from the CPI when calculating the CPIX, the change in 

the capital stock will not affect CPIX infl ation. This is the most important 

reason why the CPIX will increase slower than the CPI towards the end of 

the forecast period. 

Figure B3 shows an alternative measure of infl ation that is based 

on the CPI but where, unlike the CPIX, only the interest rate index is 

kept constant and the entire change in the mortgage cost index that 

is attributable to the change in the capital stock is still included. This 

measure is called the CPI with a fi xed interest rate (CPIF) and is believed 

to be better than the CPIX as a means of correcting the CPI for the direct 

effects of monetary policy. The rate of increase in the CPI is expected to 

be higher than the rate of increase in the CPI with a fi xed interest rate 

for most of the forecast period, but these rates are expected to coincide 

towards the end of the forecast period. In 2008 and 2009, however, the 

CPI will increase much more rapidly than the CPI with a fi xed interest rate 

as a result of increasing interest rates.

The indexation of excise duties will not affect CPIX infl ation

When calculating CPIX infl ation, the direct effects of changed indirect 

taxes and subsidies are also excluded. In Sweden, certain excise duties 

are indexed as a means of preserving the duty’s percentage of the price. 

For example, duties on energy, alcohol, and tobacco are specifi ed as SEK/

kWh, SEK/l and SEK/g respectively. If prices rise, then the excise duties’ 

percentage of the consumer price will decline over time. The excise duty 

on, for instance, petrol is, in accordance with the regulations, written up 

by the annual rate of increase in the CPI in June of the previous year. In 

recent years, however, the duty on petrol has been increased above this 

level as part of the so-called green tax shift. Other excise duties are also 

normally written up by some measure of price changes. The effect of this 

increase in excise duties is excluded from CPI infl ation when the CPIX is 

calculated. This means that even in the long term there are tax changes 

that lead to a difference between CPI infl ation and CPIX infl ation. The 

total effect of the indexation of excise duties is normally estimated to be 

approximately 0.1 percentage points. 

The CPI and the CPIX will differ in the long term

Given the current regulations and the Riksbank’s forecast for the repo 

rate, the assessment is thus that CPIX infl ation, towards the end of the 

forecast period and for some time to come, will be approximately 0.3 

percentage points below CPI infl ation; 0.2 percentage points due to 

the mortgage cost component and 0.1 percentage points due to the 

indexation of excise duties.
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CHAPTER 3 – BOX How are measures of underlying 
infl ation used in monetary policy 
analysis?

The Riksbank’s infl ation target is defi ned such that infl ation, measured 

as the annual change in the consumer price index (the CPI), should be 

2 per cent. This wording, originating from when the infl ation target 

was introduced in 1993, still applies. However, although the target 

is expressed in terms of the CPI the Riksbank often uses different 

measures of underlying infl ation in its analyses and communication. 

There are several reasons for this. By analysing the outcome of 

different measures of underlying infl ation we can gain insights into 

the driving forces behind infl ation – why infl ation develops in a certain 

way. The Riksbank also publishes forecasts for different measures 

of underlying infl ation. The aim of this may be, for example, to 

demonstrate how price trends for a certain group of products affect 

infl ation, or to illustrate the direct impact of the Riksbank’s own 

interest rate changes on the CPI. To date, the Riksbank has used 

the CPIX measure to do the latter. In the future, however, it will no 

longer be possible to use this measure for this purpose and it will be 

phased out of monetary policy analysis and communication. When the 

Riksbank wishes to illustrate the effect of the interest rate on infl ation, 

a measure of the CPI with a fi xed interest rate (the CPIF) will be used 

instead. This change will not, however, have any tangible impact on 

decisions on monetary policy. 

Analysis of infl ation outcomes 

CPI infl ation can vary considerably from one month to another and it is 

not certain that a change will be lasting. For example, the prices of goods 

usually fl uctuate more than the prices of services. If an increase in the CPI 

can be related to increases in the prices of goods, it is thus more probable 

that this increase will be temporary than if it relates to rising prices for 

services. By excluding or attaching less weight to components in the 

CPI that tend to fl uctuate a lot, we can get measures that better refl ect 

the lasting element of infl ation. Measures that illustrate the more lasting 

infl ation pressures are usually called measures of underlying infl ation. 15 The 

outcomes for a number of such measures are presented in Figure 80 of this 

report. 

Different measures of underlying infl ation can be used to draw 

conclusions about the driving forces behind infl ation. The following 

example can be used to illustrate this. In the spring of 2001, infl ation 

increased at an unexpectedly rapid rate. However, prices did not rise on a 

broad front, the increases were instead limited to certain groups of products 

(see Figure B4). By studying various measures of underlying infl ation, the 

Riksbank was able to conclude that the increase in CPI infl ation was due 

to various types of temporary supply shocks, for example mad cow disease 

and foot-and-mouth disease. A more recent example is the current focus on 

price trends for energy and food. To illustrate the role that these prices play 

in determining current CPI infl ation, the Riksbank studies measures from 

which these product groups are excluded. 

It is also necessary to have an idea of what factors have infl uenced 

infl ation in order to be able to produce good infl ation forecasts. Is it mainly 

15 See Hansson, J., J. Johansson & S. Palmqvist, ”Why do we need measures of underlying infl ation?”, 
Sveriges Riksbank Economic Review, 2008:2, pp. 23-39, Sveriges Riksbank.
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CHAPTER 3 – BOX

the prices of certain products that have increased, or is it a question of 

price increases on a broader front? In which sectors have prices increased 

and why? These are important questions that must be answered before 

an infl ation forecast can be made. However, there is no single measure 

of underlying infl ation that in all situations answers all these questions. 

It is necessary to study a range of measures in order to get a more 

comprehensive picture.

Underlying infl ation in the forecasts

By studying the outcomes of different measures of underlying infl ation we 

can thus draw conclusions about why infl ation develops in a certain way. 

The Riksbank also publishes forecasts for different measures of underlying 

infl ation. The aim is to illustrate how different components in the CPI 

develop during the forecast period. 

One example of this is taken from 2003. Due to the dry winter, water 

levels in the Swedish reservoirs were unusually low. The price of electricity 

therefore increased dramatically, a factor that helped to push up CPI 

infl ation to over 3 per cent. The Riksbank’s forecast for the electricity price 

followed the forward prices, which indicated that the price of electricity 

would return to its original level next winter. As the price of electricity 

had fi rst risen and then was expected to return to its original level, the 

electricity price would fi rst push up infl ation for a year and then push it 

down in the following year. The Riksbank illustrated this by presenting 

forecasts for infl ation that included and excluded energy (see Figure B5). 

The aim was to clearly show that the Riksbank assumed that energy prices 

would only lead to temporary fl uctuations in infl ation that did not require 

any monetary policy measures. 

One component of the CPI that there are special reasons for following 

and forecasting is mortgage costs. Mortgage costs are calculated as an 

interest rate index multiplied by a capital stock index. The interest rate 

index includes interest rates with different durations and variable rates 

constitute more than half of the total. When the Riksbank changes the 

repo rate, the variable interest rates usually follow suit rather quickly. An 

increase in the repo rate thus leads to an increase in the interest rate index, 

which in turn leads to an increase in mortgage expenditure. This method of 

calculating housing costs means that if the Riksbank increases the interest 

rate with the aim of curbing infl ation then the CPI may initially increase as a 

result of an increase in mortgage expenditure.

To date, a measure of underlying infl ation called the CPIX (formerly 

the UNDIX) has had a special status in the monetary policy analyses 

conducted by the Riksbank. The reason for this is that mortgage 

expenditure is excluded from this measure. The measure is thus not 

marked by the paradox that infl ation increases when the Riksbank 

increases the interest rate. However, it has become apparent that the 

CPIX excludes a little too much. Figure B3 of this report present outcomes 

and forecasts for the CPI, the CPIX and the CPIF. They show that 

approximately 0.8 percentage points of current CPI infl ation are due to 

the fact that interest rates have increased. As interest rates are expected 

to continue to increase somewhat, the forecast means that the CPI will be 

higher than the CPIF during the fi rst part of the forecast period. The repo 

Figure B4. The CPI excluding certain goods
Annual percentage change

Sources: Statistics Sweden and the Riksbank (Infl ation 
Report 2001:2).

Figure B5. The CPIX including and excluding energy
Annual percentage change

CPIX excluding energy
CPIX 

Note. Broken lines represent the Riksbank’s forecasts 
from Infl ation Report 2003:1.

Sources: Statistics Sweden and the Riksbank

CPI excluding meat, electricity, heating oil, interest 
rates, petrol, fruit and vegetables and telecom (78%)
Meat, electricity, heating oil, interest rates, petrol, 
fruit and vegetables and telecom (22%)

CPI
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CHAPTER 3 – BOX

rate is expected to decrease somewhat towards the end of the forecast 

period, which means that the CPIF will draw closer to the CPI. On the 

other hand, there is a lasting difference between the CPI and the CPIX 

of 0.3 percentage points which is due to an increase in the value of the 

housing stock and an indexation of excise duties. 16 It is therefore not only 

the direct effects of the Riksbank’s monetary policy that are excluded when 

calculating the CPIX. 

The phase out of the CPIX will not have a tangible effect on monetary 

policy

The Riksbank has until fairly recently assumed that the CPI and the CPIX 

have the same long-term mean value. If monetary policy was conducted 

so that the CPIX would be reasonably close to 2 per cent, it was believed 

that the target variable, the CPI, would also be at this level. Over the 

next few years, however, it is likely that the CPI and the CPIX will differ, 

not only in the short term but in the longer term as well. This is the main 

reason why the CPIX will now be phased out of monetary policy analysis 

and communication. 17 Nevertheless, the need to illustrate the direct effects 

of the Riksbank’s interest rate changes on the CPI remains. In the future, 

the Riksbank will instead use the CPIF for this purpose. This does not 

mean, however, that the CPIF will acquire the same special status that 

the CPIX had earlier. There is, as already noted above, no single measure 

of underlying infl ation that always provides the best guidance – we must 

study a number of different measures. 

The Riksbank conducts a policy of fl exible infl ation targeting. This 

means, for instance, that it may take a couple of years before the CPI 

reaches 2 per cent in our forecast if this is considered to be justifi ed by, for 

instance, temporary shocks. The long-term difference between the CPI and 

the CPIX is calculated to be approximately 0.3 percentage points. Given 

the fl exibility of monetary policy, such a deviation will not necessarily have 

any immediate consequences for the monetary policy decisions. As always, 

however, it is important that the deviations from the infl ation target do not 

become too large. It must be clear that the CPI eventually reaches 2 per 

cent. 

The infl ation target is, as earlier, defi ned in terms of the CPI. When the 

forecasts are based on an interest rate path that the Riksbank believes to be 

well balanced, the forecast for the CPI will show how quickly the infl ation 

target can be achieved. This means that the monetary policy discussion 

can focus more directly on the CPI. At the same time, the Riksbank uses a 

large number of measures of underlying infl ation to clarify the driving forces 

behind infl ation, not least to illustrate the direct effects of the interest rate 

decisions. But the focus is on the target variable, the CPI. The CPIX will be 

phased out and direct effects of monetary policy on infl ation via the interest 

rate index will be illustrated using the difference between the CPI and the 

CPIF. This change will not, however, have any tangible effect on the interest 

rate decisions themselves in the future.

16 See the box ”The rate of increase in the CPIX will be below the CPI in the long term” in this report.

17 See also ”The Riksbank’s infl ation target – the CPI, other measures of infl ation and the phase-ourt of 
CPIX”, speech by Barbro Wickman-Parak, 2008-06-09, Sveriges Riksbank. 
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CHAPTER 3 – BOXThe development of the real 
interest rate

This box aims to defi ne the term real interest rate and illustrate 

its development in Sweden in recent years. The real repo rate is 

also discussed. The last ten years have been marked by declining 

real interest rates in Sweden. Since 2005, the real interest rate has 

increased somewhat. The Riksbank’s latest forecast is that the real 

interest rate will continue to increase to approximately 2.5 per cent 

over the next 12 months, but that it will approach 2 per cent in the 

longer term.

Defi nition of the term real interest rate and some examples

When the term interest rate is used in the newspapers and other media, 

it is almost always the nominal interest rate they are referring to. 

However, it is the real interest rate that should have a decisive impact on 

peoples’ more long-term economic decisions on consumption, saving, 

production and investment. The nominal interest rate expresses the value 

in SEK compared to the value of SEK 1 today, while the real interest rate 

expresses the value in real units in the future compared to a real unit 

today. The real unit is usually the basket of goods and services included in 

the Consumer Price Index (CPI). The real interest rate aims to refl ect the 

interest rate in terms of purchasing power. 

It is mainly through the effects of the real interest rate that monetary 

policy affects the real economy. It is therefore important and desirable 

that to observe real interest rates with different terms and also to study 

the real repo rate. Nominal and real interest rates are linked as follows:

   rt = it - Etπt+1

where it is the nominal interest rate in year t with a term of, for example, 

one year and rt is the corresponding real interest rate, while Etπt+1 is the 

expected rate of infl ation in the year t between year t and t+1. The real 

interest rate is thus the nominal interest rate minus expected infl ation. 

The real interest rate is a measure of the expected real return on an 

investment. The realised real return on the nominal investment is the 

nominal interest rate minus the realised rate of infl ation. The realised real 

return on a nominal investment differs from the real interest rate to the 

extent that realised infl ation differs from expected infl ation. 

Figure R6 shows the one-year real interest rate calculated as the 

difference between the nominal rate for one-year government bonds 

and expected infl ation for one year ahead as expressed in the Consumer 

Tendency Survey of the National Institute of Economic Research. 18 The 

nominal one-year interest rate is also shown for comparison. 

Figure B6 also shows the realised real return on a nominal one-year 

government bond calculated as the difference between the nominal 

interest rate and actual infl ation. The real interest rate was lower than the 

realised real interest rate between 1996 and 2005, while the reverse has 

Figure B6. Nominal and real one-year interest rates 
1996-2008
Per cent

Nominal one-year interest rate
Realised one-year real interest rate

One-year real interest rate 

Note. See text for a defi nition.

Sources: NIER, Statistics Sweden and the Riksbank

18 An alternative is to use expectations for one year ahead according to the Prospera survey of all the 
p articipants, which is conducted on behalf of the Riksbank. The development of the real interest rate is very 
similar when calculated using these expectations. See also the economic commentary “The Real Interest 
Rate in Sweden” on the Riksbank’s website. 
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CHAPTER 3 – BOX

been the case over the last 12 months. The reason for this is that infl ation 

was on average over-estimated between 1996 and 2005, while over the 

last 12 months infl ation has been higher than expected. We can also see 

in Figure R6 that both nominal and real interest rates fell up to 2005, after 

which the real interest rate increased. Over the last year, however, it has 

fallen again, despite increasing nominal interest rates. Figure B6 shows the 

importance of differentiating between nominal interest rates, real interest 

rates and realised returns as these variables do not always develop in the 

same way.

The development of the real repo rate in Sweden

It is also possible to calculate a real repo rate. Figure B7 shows real repo 

rates calculated using the Riksbank’s one-year infl ation forecasts. 19 The 

nominal repo rate is also shown for comparison. In recent years, the 

nominal repo rate has been increased from 1.5 per cent to 4.5 per cent, 

that is by 3 percentage points. The real repo rate in this period has risen 

from approximately -0.5 per cent to approximately 1.5 per cent, that is an 

increase of approximately 2 percentage points. 

 At present, the real repo rate is thus around 1.5 per cent. What 

have the Riksbank’s latest forecasts for the nominal repo rate and infl ation 

meant in terms of forecasts for the real repo rate? Figure B7 shows the 

nominal and real repo rate forecasts in connection with the two latest 

reports: this Monetary Policy Report and the Monetary Policy Update 

published in April. 

We can see that the nominal repo rate in the current forecast has 

been adjusted upwards by approximately 0.6 per cent at most compared 

with the update in April. The real repo rate has been adjusted to 

approximately the same extent.

In a somewhat longer perspective the monetary policy conducted in 

recent years has entailed an increase in the nominal repo rate from 1.5 

per cent in 2005 to 4.5 per cent at present. The current forecast is that 

the interest rate will increase to around 5 per cent and subsequently fall 

somewhat. The forecast for the nominal repo rate and infl ation in this 

report is that the real repo rate will continue to increase to just over 2.5 

per cent but will then fall back to a level somewhat below 2.5 per cent 

at the end of the forecast horizon. Historically, this is a normal level if we 

look back over long periods of time. 20

Figure B7. Real repo rate according to the 
Riksbank’s forecasts
Per cent, quarterly data

Forecast, real repo rate, MPR 2008:2
Forecast, real repo rate, MPU April 2008

Real repo rate

Sources: The National Institute of Economic Research, 
Prospera Research AB and the Riksbank.

Forecast, nominal repo rate, MPR 2008:2
Forecast, nominal repo rate, MPU April 2008

Nominal repo rate

19 Actually, the real repo rate should be calculated as the nominal repo rate minus expected infl ation over the 
term of the repo rate. However, this term is very short. Expected infl ation for the year ahead is therefore 
used as an approximation. This also facilitates a comparison with the real repo rate calculated using the 
infl ation expectations revealed in surveys where the shortest horizon is one year. For such a comparison, 
see the economic commentary “The Real Interest Rate in Sweden” on the Riksbank’s website. 

20 See the economic commentary “The Real Interest Rate in Sweden” on the Riksbank’s website.
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CHAPTER 3 – BOXThe Riksbank’s company survey: 
economic activity slowing down and 
costs rising

Since the previous survey was carried out in December, the situation 

among companies in the business sector has not changed to any 

great extent. There is still evident concern over a possibly weaker 

outcome in the future, but at the same time many companies state 

that economic activity is currently good, although it has slowed 

down somewhat recently. All in all, companies’ responses do no 

indicate that a substantial decline in the economy is imminent. 

Increases in various commodity prices have been the predominant 

reason for companies’ increased costs. However, companies are not 

expecting labour costs to increase more next year than previously. 

Some sectors of manufacturing state the relatively weak demand 

from the US market and a low dollar exchange rate as an explanation 

for lower production and employment. Economic activity in the 

construction industry has declined as a result of lower demand 

for housing and house prices have also levelled off recently. 

Nevertheless, construction companies consider activity to be good 

and believe that business will develop in a stable manner.

 

Facts about the survey

The Riksbank carries out a survey among companies in the business 

sector prior to the publication of each Monetary Policy Report, that 

is, three times a year. The main purpose of the survey is to obtain 

in-depth information on how the companies view the current 

economic situation in Sweden and how they intend to plan and 

act on the basis of the present conditions. Another purpose is to 

increase the Riksbank’s knowledge of the conditions for companies 

and sectors in the business sector in general. The results of the 

survey thus supplement other statistical sources and methods used 

by the Riksbank. 

There are limits as to how the results can be generalised, as the 

number of companies interviewed is relatively small (approximately 

60) and nor is the sample drawn to be particularly representative of 

the business sector as a whole. The business sector has been divided 

up into four parts: manufacturing, construction, retail trade and 

private services. Companies from all sectors are included on each 

occasion the survey is made. Around 20 companies are included 

every time and the remaining 40 companies vary. Only large and 

medium-sized companies are included in the survey. The size of the 

companies measured in terms of the number of employees varies 

slightly between the sectors. The smallest companies in the survey 

have around 200 employees and can typically be found in the 

private services sector. 

The survey was carried out as an in-depth interview with 

one or more representatives from the company management. The 

advantage of carrying out in-depth interviews is that they provide a 

large amount of detailed information about how the companies act 
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CHAPTER 3 – BOX

in the current economic circumstances. The selected method also 

provides an opportunity to adapt the questions in the interview and 

the selection of companies on each occasion to the questions that 

are of interest with regard to monetary policy.

Around 60 companies were interviewed, mainly in May 2008

Personnel from the Riksbank interviewed 62 companies during the 

period from 21 April to 5 June. Together, the interviewed companies 

have around 300 000 employees in Sweden, approximately 10 

per cent of the total number employed in the business sector. 

In most cases the interviews, which lasted roughly 1 hour, were 

carried out at the companies with representatives of the company 

management. Those interviewed have responded to questions on 

how they view the company’s present situation with respect to 

production, employment and prices, for instance. 

Economic activity is good but expected to deteriorate

Approximately one third of the companies the Riksbank has interviewed 

describe the economic situation as “Good”, while one in ten companies 

describes the situation as “Poor”. The remainder regard economic 

activity as “Satisfactory”. It is primarily the construction companies and 

companies in the service sector that are most positive regarding economic 

activity. 21 Their opinions regarding economic activity are also refl ected 

in the opinions regarding developments in production/sales volume and 

employment over the coming quarter. In these cases, too, it is primarily 

construction and service companies that indicate increasing activity and 

employment. However, the companies’ views of economic activity in six 

months’ time are much less optimistic. Four out of ten companies respond 

that economic activity is expected to be “Poorer” and only one out of 

ten that it will be “Better”. Companies in all sectors (manufacturing, 

construction, retail trade and private services) expect economic activity to 

be poorer in six months’ time than it is now. 

The companies’ responses to questions on how production/sales 

have developed over the past three months compared with the previous 

three-month period indicate in general that relatively little has happened 

since the previous survey in December. An approximately equal number 

of companies state in May as stated in December that production/sales 

have increased in the past three months. The response to the question 

regarding developments in employment was also similar to December; 

on the whole employment is stated to have increased over the past three 

months (compared with the previous three months). However, compared 

with the survey in September 2007 it is clear that there has been a 

signifi cant decline in opinion regarding the past quarter’s production/sales 

volumes and the number of employed. Fewer companies in May (and in 

21 The question is new for this survey and it is thus impossible to make a comparison with the previous survey.
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CHAPTER 3 – BOX

December) state increases in response to these questions compared to the 

survey made in September last year.

The companies were also asked about price trends over the past 

year and next year respectively with regard to their own sales prices. The 

responses to the question “Have you increased prices more/as much/less 

over the past year compared with the previous year?” The companies 

answers to questions about price t rends have been translated in to “net 

fi gures”, as shown in Figure B8. 22 There were more companies responding 

that prices had increased more over the past year (twelve months) than 

responding that they had increased less than the previous year. This 

situation has largely remained in relation to previous surveys. On the 

other hand, there has been a larger change with regard to companies’ 

pricing plans (see Figure B8). In September 2007 companies were of the 

opinion that prices would rise more over the coming year than they had 

in the year before. In December the picture was the reverse, that is, a 

majority of the companies were assuming that prices would be raised less 

than before. The situation in the May survey was largely the same as that 

in the December survey. The companies’ responses support in this sense 

the Riksbank’s forecast that the rate of infl ation will slow down in the year 

ahead.

Slowdown in economic activity but no clear tendency regarding 

future developments

Some sectors whose development is sometimes regarded as an early 

indicator of future trends do not show any clear tendency. Employment 

agencies belong to this group and they state that demand in this sector 

has slowed down recently. They have noted a decline in demand from 

industrial sectors that have cut their rate of production. They have also 

noted that it has become easier to obtain labour, which can also be 

interpreted as a sign of weaker economic activity. At the same time, 

the employment agencies describe their situation as satisfactory and 

state that orders are generally good. Companies in the transport sector 

also state that demand has slowed down during the spring. Both the 

number of transports and the average weight per transport have been 

affected. According to some companies, this appears to be a general 

tendency, while others attribute the development to certain sectors of 

manufacturing. The transport companies still describe their situation as 

satisfactory, but are concerned over future developments. The architect 

companies the Riksbank has spoken to consider the economic situation to 

be good, although they have also noted a slight slowdown recently. Some 

relate the slowdown to a reduced demand for housing. Orders, however, 

are still described as good by the architect companies. 

Figure B8. The companies’ answers to questions about 
price developments
Net fi gures

Outcomes
Expectations

Sep. Dec. May

22 The net fi gures are the difference between all of the companies responding for instance “Increasing” and 
those responding “Decreasing”. The fi gures are then divided by the number of companies responding. A 
positive net fi gure means that more companies have responded “Increasing” in relation to the number that 
has responded “Decreasing”.

Source: The Riksbank
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CHAPTER 3 – BOX

Commodity prices main reason behind increased costs

There have been rises in the prices of various commodities in the world 

market used as input goods in manufacturing for a long time. With 

regard to the manufacturing industry, it is mainly the various metal prices, 

especially steel, that have increased. Many companies state that they 

are hedging commodity prices for some time to come, but the higher 

prices will eventually have an impact on the companies’ costs. The 

companies can often, but not always, pass on the increased costs in their 

own sales prices. This is most diffi cult in sectors with stagnating sales 

and stiff competition. In these cases companies are also dissatisfi ed with 

profi tability.

Other costs which companies perceive as increasingly heavy – even 

in other sectors than industry – are energy, transport and freight costs. 

However, the same does not apply to labour costs, which are one of the 

largest expenditure items for most companies. In general, companies 

are not expecting labour costs to rise more quickly over the coming year 

than they have done over the past year. The reason given for this is that 

the wage agreements that have been signed do not include a rise in the 

rate of wage increase. It is stated that wage increases over and above 

the central agreements usually follow economic activity and this in turn is 

expected to slow down. 

Primarily as a result of higher energy and commodity prices, the rate 

of both purchase and sales prices is higher now than before for many 

companies. In general, the companies state that the higher rate of price 

increase makes it more diffi cult to foresee changes in volume and that 

they are working more than before on adjusting prices, which is both 

costly and time-consuming. 

“Our biggest problem right now is exchange rates – 

not interest rates”

At the end of last year and the beginning of this year, the US dollar 

depreciated relatively substantially against the Swedish krona. The 

recent weakening of the dollar has affected the companies in different 

ways. The Swedish companies state that they are hedging their currency 

fl ows through purchases and sales of currencies on the forward market. 

It appears common to hedge currency fl ows up to a maximum of one 

year. Most companies the Riksbank has spoken to state that the recent 

exchange rate fl uctuations have not entailed a major problem for their 

operations. The companies that have both income and expenditure in, 

for instance, dollars have not been affected to any great extent. Some 

companies in the retail trade, such as in the clothing and electronics fi elds, 

have had lower purchasing costs as a result of the lower dollar rate. 

However, there are some sectors of the manufacturing industry 

which have substantial problems with the weaker dollar rate and with 

lower demand from the United States. This is based on a large part of 

both turnover and profi ts having earlier been dependent on developments 

in the US economy. The lower demand from the United States has led 
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CHAPTER 3 – BOX

to a drop in sales that has not been compensated by relatively better 

sales growth on other markets. The large falls in profi ts have led to both 

cutbacks in production and reduced investment in parts of Swedish 

industry. The companies concerned are not expecting developments 

to improve substantially this year, which can be expected to lead to 

continued weak outcomes in some parts of manufacturing. 

”Construction has levelled off at a more normal level”

The construction companies the Riksbank has interviewed in general 

describe the current economic situation as “good” and prospects for 

the next six months as “unchanged”. At the same time, construction 

companies state that there has been a slowdown in construction activity 

since last year. Several construction companies have noticed a slowdown 

in housing construction but not in plant or infrastructure construction. 

One company describes the current situation as one “no longer sees 

house-buying as speculation”. Manufacturers of single-family dwellings 

confi rm the picture of a decline in demand, which architect companies 

have also confi rmed to some extent. 

Despite very strong construction activity, wage trends for employees 

have been moderate compared with earlier periods with an upswing. 

As before, several companies connect this to the access to labour from 

abroad. Many companies in the construction sector either use foreign 

labour themselves or employ sub-contractors which in their turn use 

labour from abroad. Some companies also state that wage drift may slow 

down in the future as activity slows down. The companies also state that 

it has become slightly easier to recruit new employees, at the same time 

as capacity utilisation in the sector is said to be lower than before. 

The slowdown in housing construction has to some extent coincided 

with a slower rate of growth in house prices, according to the companies 

the Riksbank has interviewed. This is also confi rmed by the statistics 

available. The companies’ assessment is that prices will continue to rise 

over the year but that the rate of increase will be lower than before. 

A large increase in the number of properties for sale also indicates a 

slackening in prices in the period ahead, according to the statistics of 

the estate agents themselves. The companies consider that in a longer-

term perspective demand will exceed the new production of housing 

and this should lead to a rise in prices. All in all, the information from 

the companies connected with the construction sector indicates that 

both housing construction and house prices have slowed down at the 

beginning of this year, but that there is currently nothing to indicate a 

large downswing in the near future. 

Great uncertainty over food prices

Food prices in the world market and consumer prices in food shops 

have increased since last summer. The companies in the survey mention 

three factors that have contributed to the price upswing in the world 

market: increased demand for food from primarily Asia, poor harvests last 
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CHAPTER 3 – BOX

year, and increased demand for ethanol to be used in fuel production. 

The companies also mention that there may have been speculation in 

commodity prices in general and that this may have also affected grain 

prices. Companies in the retail trade and food production state that they 

do not expect world market prices to continue rising, but that there is 

considerable uncertainty over future developments. 

Both food producers and traders in the sector are closely following 

movements in world market prices, as these are an important condition 

when negotiating supplier contracts. The rising food prices have also 

meant it has become more common to have different types of commodity 

clauses in the contracts to facilitate the adjustment of supplier prices to 

changes in world market prices. 

The companies state that the price increases last autumn and at the 

beginning of this year have now largely passed through to consumer 

prices. However, some producers and retail traders state that not all of 

the cost increases have yet been fully passed through. Most recently, 

prices of various grains have fallen in the world market. According to the 

companies it is too early to determine whether prices will stabilise at this 

lower level. If this is the case, the companies believe it is probable that 

negotiations regarding new prices will result in slightly lower price levels 

during the autumn. 

”We have not seen much of the crisis” 

The fi nancial unrest that began almost one year ago has affected 

money and bond markets, stock markets and foreign exchange markets 

around the world. The Riksbank has asked the companies whether their 

operations have been affected by the fi nancial turmoil. As in the previous 

survey in December, the companies state that they have not really noticed 

the fi nancial turmoil in their operations. Most companies state that they 

may have been affected indirectly in that their customers may have been 

affected, but they fi nd it diffi cult to estimate how much this may in turn 

have affected their own operations. 

Most companies state that borrowing costs have risen. This applies 

both to the usual loans from banks and to borrowing in the corporate 

bond market. They also state that the banks are now carrying out more 

careful checks and investigations prior to granting loans. In general, 

companies do not appear to perceive this as a major problem and there 

are few signs of a clear credit crunch. In addition, many companies state 

that they have both strong balance sheets and large cash reserves and 

thus a limited need to borrow.
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64 Tables
The fi gures in parentheses show the forecast stated in the previous Monetary Policy Report 
(February 2008).

Table A1. Infl ation, 12-month fi gures 
Annual percentage change

 Sept. 07 Sept. 08 Sept. 09 Sept. -10 Sept. -11

CPI   2.2 4.6 (3.6) 3.0 (2.5) 2.2 (2.3) 2.1

CPIX 1.0 3.8 (2.9) 2.4 (2.2) 2.0 (2.0) 1.9

CPIX excl. energy 1.4 2.4 (2.6) 2.2 (2.3) 2.2 (2.2) 2.0

CPIF 1.3 3.9  2.7  2.2  2.1
Note. CPIX is CPI infl ation excluding household mortgage interest expenditure and the direct effects of changes in indirect taxes and subsidies. CPIF 
is CPI with fi xed interest rate.
Sources: Statistics Sweden and the Riksbank

Table A2. Change in the CPI compared to the CPIX
Annual percentage change and percentage points

 2007 2008 2009 2010

CPIX 1.2 3.0 (2.5) 2.8 (2.2) 2.0 (2.1)

Effects of changes in 
mortgage interest expenditure 0.9 0.8 (0.8) 0.6 (0.4) 0.3 (0.3)

Effects of changes in
indirect taxes and subsidies 0.1 0.1 (0.1) 0.2 (0.0) 0.1 (0.0)

=CPI 2.2 3.9 (3.4) 3.5 (2.5) 2.3 (2.3)
Note. CPIX is CPI infl ation excluding household mortgage interest expenditure and the direct effects of changes in indirect taxes and subsidies. Due 
to rounding the contributions may not add up. 
Sources: Statistics Sweden and the Riksbank

Table A3. Summary of fi nancial forecasts
Per cent, annual average

 2007 2008 2009 2010

Repo rate 3.5 4.4 (4.3) 4.9 (4.3) 4.6 (4.3)

Real repo rate 1.1 1.6 2.6

10-year rate 4.2 4.3 (4.5) 4.7 (4.8) 5.0 (5.0)

Exchange rate. TCW index, 
19 November 1992=100 125.2 122.8 (124.1) 121.9 (123.1) 121.9 (122.9)

General government net lending* 3.4 (3.1) 3.1 (2.3) 1.3 (1.7) 0.9 (1.6)
* Per cent of GDP
Source: The Riksbank
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65Table A4. International conditions 
Annual percentage change

GDP 2007 2008 2009 2010

USA 2.2 (2.2) 1.4 (1.7) 1.6 (2.5) 3.0 (3.0)

Japan 2.0 (1.9) 1.4 (1.5) 1.5 (1.6) 1.6 (1.5)

Euro area 2.6 (2.7) 1.7 (1.7) 1.2 (2.0) 1.9 (2.1)

OECD 2.7 (2.7) 1.8 (2.1) 1.8 (2.5) 2.6 (2.7)

TCW-weighted 2.8 (2.8) 1.8 (1.9) 1.4 (2.1) 2.0 (2.3)

World 4.9 (4.8) 4.0 (4.1) 3.9 (4.2) 4.4 (4.3)

CPI 2007 2008 2009 2010

USA 2.9 4.3 (2.6) 2.8 (1.8) 2.2 (2.2)

Japan 0.0  1.0 (0.2) 1.0 (0.4) 0.5 (0.5)

Euro area (HICP) 2.1 3.7 (2.5) 2.7 (2.1) 2.3 (1.9)

OECD 2.4 3.6 (2.4) 2.6 (2.0) 2.2 (2.1)

TCW-weighted 2.0 3.4 (2.3) 2.5 (1.9) 2.1 (1.9)

  2007 2008 2009 2010

Crude oil price, USD/barrel Brent 73 123 (89) 137 (87) 136 (86)

Swedish export market growth 3.9 (4.3) 5.1 (5.8) 3.9 (6.2) 5.7 (6.4)
Note.CPI is HICP for euro area. Market growth for Swedish exports refers to growth in imports of goods for around 70 per cent of the countries 
that are recipients of Swedish exports.
Sources: IMF, Intercontinental Exchange, OECD and the Riksbank

Table A5. GDP by expenditure
Annual percentage change

 2007 2008 2009 2010

Private consumption 3.0 (3.1) 2.2 (2.7) 2.0 (2.9) 3.0 (3.2)

Public consumption 1.1 (0.3) 0.4 (1.0) 1.0 (0.4) 1.2 (1.1)

Gross fi xed capital formation 8.0 (8.0) 5.6 (4.4) 1.1 (1.9) 2.6 (2.4)

Inventory investment * 0.7 (0.9) -0.6 (-0.1) 0.0 (0.0) 0.1 (0.1)

Exports 6.0 (5.0) 6.6 (5.5) 3.4 (4.8) 5.6 (5.9)

Imports 9.6 (9.0) 6.5 (6.2) 4.4 (5.1) 5.6 (5.9)

GDP 2.7 (2.5) 2.1 (2.4) 1.2 (2.0) 2.7 (2.8)

GDP. calendar-adjusted 2.9 (2.8) 1.9 (2.1) 1.4 (2.2) 2.4 (2.5)
*Contribution to GDP growth, percentage points
Note. The fi gures show actual growth rates that have not been calendar-adjusted, unless otherwise stated.
Sources: Statistics Sweden and the Riksbank
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66 Table A6. Production and employment
Annual percentage change, unless otherwise specifi ed

  2007 2008 2009 2010

Population, aged 16-64 0.9 (0.9) 0.8 (0.4) 0.4 (0.5) 0.2 (0.1)

GDP. calendar-adjusted 2.9 (2.8) 1.9 (2.1) 1.4 (2.2) 2.4 (2.5)

Number of hours worked, calendar-adjusted 3.5 (3.2) 1.3 (1.0) -0.5 (0.1) 0.0 (0.1)

Employed (EU defi nition) 2.5 (2.5) 1.4 (1.1) -0.4 (0.2) -0.1 (0.1)

Labour force (EU defi nition) 1.5 (1.5) 1.2 (0.8) 0.2 (0.1) 0.0 (0.1)

Unemployment, 15-74 (EU defi nition)* 6.1 (6.1) 5.9 (5.9) 6.5 (5.9) 6.5 (5.8)

Labour market programmes* 1.8 (1.8) 1.8 (1.8) 1.8 (1.9) 1.9 (1.8)
*Per cent of labour force
Sources: Employment Service, Statistics Sweden and the Riksbank.

Table A7. Wages and unit labour costs for the economy as a whole
Annual percentage change, calendar-adjusted data

  2007 2008 2009 2010

Hourly wage, NM 3.3 (3.6) 4.4 (4.2) 3.7 (4.0) 3.8 (3.8)

Hourly wage, NA 3.3 (3.8) 4.7 (4.5) 4.0 (4.3) 4.0 (4.1)

Employer’s contributions* 0.4 (-0.1) -1.2 (0.0) 0.7 (0.0) 0.1 (0.1)

Hourly labour costs, NA 3.7 (3.8) 3.5 (4.5) 4.7 (4.3) 4.1 (4.1)

Productivity -0.6 (-0.4) 0.6 (1.1) 1.9 (2.1) 2.4 (2.4)

Unit labour cost 4.3 (4.2) 2.9 (3.3) 2.8 (2.2) 1.6 (1.6)
*Contribution to the increase in labour costs, percentage points
Note. NMO is the National Mediation Offi ce’s short-term wage statistics and NA is the National Accounts. Labour cost per hour is defi ned as the 
sum of actual wages, collective charges and wage taxes divided by the seasonally adjusted total number of hours worked. Unit labour cost is defi -
ned as labour cost divided by the seasonally adjusted value added at constant prices. Due to rounding the contributions may not add up.
Sources: National Mediation Offi ce, Statistics Sweden and the Riksbank

 

Table A8. Repo rate
Per cent, annual average

 2006 2007 2008 2009 2010

Main scenario 2.2 3.5 4.4 4.9 4.6

Lower interest rates 2.2 3.5 4.3 4.3 4.3

Higher interest rates 2.2 3.5 4.6 5.5 5.1
Source: The Riksbank

Table A9. CPI
Annual percentage change

 2006 2007 2008 2009 2010

Main scenario 1.4 2.2 3.9 3.5 2.3

Lower interest rates 1.4 2.2 4.0 3.9 3.0

Higher interest rates 1.4 2.2 3.9 3.0 1.4
Sources: Statistics Sweden and the Riksbank

Table A10. Real repo rate
Per cent

  2006 2007 2008 2009

Main scenario  0.1 1.1 1.6 2.6

Lower interest rates  0.1 1.1 1.1 1.3

Higher interest rates  0.1 1.1 2.1 4.1
Sources: Statistics Sweden and the Riksbank
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67Table A11. GDP
Annual percentage change, seasonally adjusted data

 2006 2007 2008 2009 2010

Main scenario 4.5 2.9 1.9 1.4 2.4

Lower interest rates 4.5 2.9 2.0 1.8 2.6

Higher interest rates 4.5 2.9 1.8 0.9 2.2
Sources: Statistics Sweden and the Riksbank

Table A12. Number of hours worked
Annual percentage change, seasonally adjusted data

  2006 2007 2008 2009 2010

Main scenario 2.0 3.5 1.3 -0.5 0.0

Lower interest rates 2.0 3.5 1.4 -0.1 0.1

Higher interest rates 2.0 3.5 1.3 -0.9 -0.3
Sources: Statistics Sweden and the Riksbank

Table A13. Percentage of unemployed 16-64 years old, according to ILO defi nintion.
Percentage of the labour force, seasonally adjusted data

  2006 2007 2008 2009 2010

Main scenario 7.0 6.2 5.9 6.5 6.5

Lower interest rates 7.0 6.2 5.8 6.1 6.0

Higher interest rates 7.0 6.2 5.9 6.8 7.0
Note. According to the ILO defi nition, full-time students who are seeking work are included in the unemployed concept.
Sources: Statistics Sweden and the Riksbank

Table A14. Lower commodity prices
Annual percentage change unless otherwise specifi ed

   2007 2008 2009 2010

Commodity prices, index 2000=100, USD 202 (202) 229 (241) 202 (240) 198 (240)

Crude oil price, Brent, USD/barrel 73 (73) 111 (123) 97 (137) 102 (136)

GDP  2.9 (2.9) 1.9 (1.9) 1.4 (1.4) 3.0 (2.4)

CPI  2.2 (2.2) 3.7 (3.9) 2.0 (3.5) 1.5 (2.3)

Repo rate*  3.5 (3.5) 4.3 (4.4) 3.6 (4.9) 3.7 (4.6)

Real repo rate*  1.1 (1.1) 2.3 (1.6) 2.1 (2.6) 

TCW-weighted GDP  2.8 (2.8) 1.8 (1.8) 1.4 (1.4) 2.3 (2.0)

TCW-weighted CPI  2.0 (2.0) 3.3 (3.4) 2.0 (2.5) 1.9 (2.1)

TCW-weighted interest rate* 4.3 (4.3) 4.0 (4.2) 4.1 (4.8) 4.0 (4.5)
*Per cent, annual average
Note. Main scenario’s forecast in brackets. Commodity prices refer to commodities excluding oil products.  GDP refers to seasonally-adjusted data. 
Sources: Intercontinental Exchange, The Economist, Statistics Sweden and the Riksbank

Table A15. Lower growth, higher infl ation
Annual percentage change unless otherwise specifi ed

  2007 2008 2009 2010

GDP  2.9 (2.9) 1.8 (1.9) 1.0 (1.4) 2.5 (2.4)

CPI  2.2 (2.2) 4.0 (3.9) 4.1 (3.5) 2.5 (2.3)

Repo rate*  3.5 (3.5) 4.6 (4.4) 5.6 (4.9) 5.2 (4.6)

Real repo rate*  1.1 (1.1) 1.5 (1.6) 3.0 (2.6) 

TCW-weighted GDP  2.8 (2.8) 1.7 (1.8) 1.0 (1.4) 2.1 (2.0)

TCW-weighted CPI  2.0 (2.0) 3.6 (3.4) 3.4 (2.5) 2.8 (2.1)

TCW-weighted interest rate* 4.3 (4.3) 4.4 (4.2) 5.5 (4.8) 5.1 (4.5)
*Per cent, annual average
Note. Main scenario’s forecast in brackets. GDP refers to seasonally-adjusted data. 
Sources: Statistics Sweden and the Riksbank
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68 Outline of boxes published 2005-2008 23    

2005

2005:1 Recent developments in infl ation

2005:1 Material for assessing monetary policy, 2002-2004

2005:1 Changes in the Riksbank’s forecasting methods

2005:1 Longer-term forecasts under the assumption that the repo rate evolves in line with implied 
forward rates 

2005:2 Why are Swedish import prices so low? 

2005:2 Future labour market developments – experiences in other countries and the signifi cance of 
growth composition

2005:2 Longer-term forecasts under the assumption that the repo rate evolves in line with implied 
forward rates

2005:3 Forecasts up to 2007 under the assumption that the repo rate is held constant for two years 

2005:3 GDP indicators

2005:3 Household consumption, debt and saving

2005:4 The stands of fi scal policy

2006

2006:1 The path of the krona and infl ation

2006:1 Material for assessing monetary policy 2003-2005

2006:1 Uncertainty regarding future interest rate movements

2006:2 Monetary policy in Sweden

2006:2 What is a normal level for the repo rate? 

2006:2 Resource utilisation, costs and infl ation

2006:3 Monetary policy in Sweden 

2006:3 The 2007 wage bargaining round

2006:3 Perspectives on the quantity of unutilised resources in the labour market

2006:3 Infl ation indicators

2007

2007:1 RAMSES – a tool for monetary policy analysis 

2007:1 Riksbank to publish its own forecast for the repo rate

2007:1 Material for assessing monetary policy 2004-2006 

2007:2 Wage bargaining round indicates higher rates of wage increase

2007:2 Productivity drivers  

2007:2 The matching of supply and demand in the labour market

2007:2 The effects of the abolition of property tax on housing prices and infl ation

2007:3 Households’ infl ation expectations

2007:3 The Riksbank’s company survey

2007:3 Some lessons learned from earlier fi nancial crises

2008

2008:1 Energy prices and Swedish infl ation

2008:1 Rising food prices

2008:1 The Riksbank’s company survey

23 A list of the boxes published since 1993 can be found on our website www.riksbank.se.
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69Earlier interest rate decisions 24  
Date of meeting    Repo rate Decision Monetary Policy Report
    (per cent) (percentage points)                        

2004

5 February   2.50 -0.25 no report

31 March   2.00 -0.50  2004:1

28 April   2.00 0 no report

27 May   2.00 0 2004:2

23 June   2.00 0 no report

19 August    2.00 0 no report

13 October   2.00 0 2004:3

8 December  2.00  0 2004:4

2005

27 January   2.00  0 no report

14 March   2.00  0 2005:1

28 April   2.00  0 no report

20 June   1.50 -0.50  2005:2

23 August   1.50  0 no report

19 October   1.50  0 2005:3

1 December   1.50 0 2005:4

2006

19 January   1.75 +0.25  no report

22 February   2.00 +0.25  2006:1

27 April   2.00 0  no report

19 June   2.25 +0.25 2006:2

29 August  2.50 +0.25 no report

25 October  2.75 +0.25 2006:3    

14 December  3.00 +0.25 no report

2007

14 February  3.25 +0.25 2007:1

29 March  3.25 0 no report

3 May   3.25 0 no report

19 June  3.50 +0.25 2007:2

6 September  3.75 +0.25 no report 

29 October  4.00 +0.25 2007:3

18 December 4.00  0 Monetary Policy Update  

2008

12 February   4,25 +0,25 2008:1

22 April  4,25 0 Monetary Policy Update  

24 A list of the historical interest rate decisions with effect from 1999 onwards can be found on the Riksbank’s website www.riksbank.se.
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70 Glossary 
Annual rate: The annual rate means that the change between two periods following on from one another is 
converted into the same unit, the corresponding annual change, which makes it easier to compare changes 
with different frequencies. Assume, for example, that GDP increases by 0.5 per cent between the fi rst and 
second quarters, when calculated as an annual rate this is around 2 per cent and provides an indication of 
what the quarterly change may entail in terms of a full year change. 

Asset prices: The prices of bonds, shares and property.

Business tendency survey: A survey in which fi rms respond to questions about their sales, output, hiring plans, etc.

Calendar adjustment: Adjustment for variations in the number of working days from one year to the next 
Calendar-adjustment is usually used to compare developments in production, turnover and employment 
(number of hours worked) between quarters or months. 

Capacity utilisation: The degree to which production capacity is utilised, i.e. the maximum output that can be 
achieved with the existing workforce, machinery and premises.

Confi dence indicators: Total measure of the situation within a sector or among households. Confi dence 
indicators are based on an average of the responses to several different surveys. 

CPI: The consumer price index is a measure of the price level and is calculated on a monthly basis by Statistics 
Sweden. The Riksbank’s infl ation target is expressed in the annual percentage change of the CPI. 

CPIF: CPI with a fi xed interest rate The CPIF is not directly affected by a change in mortgage rates. The entire 
change in the sub-index for interest expenditure comes from the change in the capital stock. 

CPIX: A measure of underlying infl ation. Calculated on a monthly basis by Statistics Sweden as the CPI excluding 
household mortgage interest expenditure and the direct effects of changes in indirect taxes and subsidies.

Current prices: The current price expresses the nominal value and is not adjusted for changes in value such as 
infl ation. 

ECB: The European Central Bank.

Econometric estimates: Usually a statistical calculation made on the basis of historical data.

Executive Board of the Riksbank: The Executive Board governs the Riksbank and takes decisions concerning 
areas such as monetary policy.

Export market growth: Intended as a measure of the growth in those markets (countries) to which Swedish 
goods and services are exported. See also the note to Table A2.  

FED: The Federal Reserve Bank of the United States.

Fed funds: The US Federal Reserve’s policy rate. 

Fixed prices: Valuation at fi xed prices means that the fl ows and stocks during an accounting period are valued 
at prices from an earlier period. The purpose of valuation at fi xed prices is to break down changes in value into 
both changes in price and changes in volume. 

Financial markets: The fi nancial markets comprise the equity market, the money market, the bond market and 
the foreign exchange market.

Forward prices: The price for buying or selling an asset for future delivery.

Forward rate: A forward rate agreement entails a liability for the contracting parties to complete the purchase 
or sale of an interest rate asset at a predetermined rate, the forward rate, and at a predetermined point in time. 

FRA: A Forward Rate Agreement, where two parties agree to borrow and lend money respectively within 
the scope of a three-month interbank loan with effect from a particular date in the future at an interest rate 
agreed by the parties now. The market rates for these FRAs thus give an indication of market participants’ 
expectations of future interest rates. See also the explanations of Forward rate and Interbank rate. 

HICP: Harmonised index for consumer prices developed as a comparable measure of infl ation within the EU. 
The HICP differs from the CPI both with regard to the measure of calculation and what it covers. 

Hodrick-Prescott fi lter (HP fi lter): A statistical method for breaking down the movements of a variable into 
trend and cyclical components. The method can be described as a weighted double-sided moving average 
where greater weight is placed on observations close at hand and gradually decreasing weight on observations 
further removed.

ILO: The ILO (International Labour Organization) is the UN body focusing on employment and working life.

Implied forward rates: If there are no market-listed forward rates it is possible to calculate what are known as 
implied forward rates on the basis of ordinary interest rates with different terms. See also Forward rate. 

Interbank rate: The interest rate that applies when banks and large fi nancial institutions borrow from one 
another on the interbank market for terms of up to one year. Listings for interbank rates are often stated in the 
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71form of fi xing rates, where one has calculated an average of what the banks have stated as the interest rates at 
which they lend to other participants in the interbank market. See also STIBOR, which is the Swedish interbank 
market fi xing rate. 

Implied forward rate: The forward rates that can be implied by basing calculations on the yield curve. 

Infl ation: General price rises that cause a reduction in the value of money. The opposite is known as defl ation.

Labour costs: The total cost of labour per hours worked according to the National Accounts, i.e. the sum of 
wages, bonuses, employers’ contributions, agreed collective charges and payroll-based taxes on output.

LFS: Labour Force Surveys. Monthly surveys conducted by Statistics Sweden to measure the size of the labour 
force, employment and unemployment.

Monetary policy: The measures taken by the Riksbank in order to maintain the value of money.

Money market: The market for interest bearing securities with a time to maturity less than one year.

Money supply: The general public’s holdings of banknotes, coins and their bank balance. There are different 
measures of the money supply which include different defi nitions of the credit balance.

Money market instruments: Securities traded in the money market. 

MPR: Monetary Policy Report.

MPU: Monetary Policy Update

Net lending (general government): General government income minus expenditure.

Productivity: The amount of goods and services produced in relation to the resources utilised in the form of 
labour and capital. The most common measure is labour productivity, which measures the output per the 
number of hours worked. 

Real interest rate: In reality the risk free real (i.e. expressed in purchasing power units) return on a real bond. 
As liquid real bonds are often not available for relevant maturities, the real interest rate is in practice usually 
calculated according to the Fisher equation as the nominal interest rate minus expected infl ation.

Refi : The European Central Bank’s policy rate.

Repo rate: The Riksbank’s policy rate. The interest rate that banks pay when they borrow money from the Riksbank. 

Resource utilisation: The utilisation of the production resources labour and capital.

Risk premium: An extra return on a high-risk investment that an investor wants in order to be able to feel that 
an investment that involves risk and one that entails no risk are equivalent.

Seasonal adjustment: Adjustment of data to even out irregularly occurring variations over the year.

Shortage rates: The proportion of fi rms reporting a shortage of staff. 

Spot market price: The price of a commodity for its immediate delivery.

Statistics Sweden: The Swedish offi ce of national statistics, Statistics Sweden. The central government 
authority for offi cial statistics. 

STIBOR: Stockholm Interbank Offered rate. STIBOR is a reference rate used in many loan contracts.

STINA: STINA (Stockholm Tomnext Interbank Average) is an interest rate derivative contract where two 
parties exchange a fi xed interest rate fl ow and a variable interest rate fl ow respectively with one another. The 
interest-rate fl ows are based on the STIBOR rate for the term tomorrow-to-next which is closely-related to the 
Riksbank’s repo rate. The market-listed fi xed interest rate in the STINA contracts refl ects the average expected 
overnight rate during the term of the contract. 

Sveriges Riksbank Act: The Act stipulating the tasks of the Riksbank.

TCW index: An index for the Swedish krona’s exchange rate, based on competitive weighting.

TCW-weighted: An aggregate of, for instance, GDP, CPI or exchange rates in 20 countries that are important 
to Sweden’s international transactions. The weights are based on the IMF’s competitive weights.

Total Competitiveness Weights (TCW) exchange rate: The Swedish krona’s exchange rate measured against a 
basket of other currencies, where the weighting is determined primarily by the amount of trade we have with 
each of the respective countries.

Underlying infl ation: A measure of infl ation that in some way excludes or attributes a different weighting to 
those goods and services included in the CPI. Underlying infl ation can be calculated by excluding changes in 
the prices of certain goods and services for which the price tends to fl uctuate sharply. Underlying infl ation can 
also be calculated with the aid of econometric methods. 

Unit labour cost: Labour cost per unit produced.

Yield curve: The yield curve shows the relationship between yield and maturity dates.
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