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Johan Myhrinan: 

Monetary Policy and Foreign Borrowing at the. Beginning of the Eighties 

For some considerable time stabilisation policy In 
Sweden has teen concerned with the consequen-
ces of our budget deficit. However, these conse-
quences depend entirely on the combination of 
wage policy and exch:nge-rate policy that has 
concurrently been pursued In Sweden. In this ar-
ticle we shall, therefore, concentrate on the finan-
cial and monetary policy aspecntn of the stablllsa-
tion policy so that we do not have to consider all 
aspects simultaneously. It will be assumed, there. 
fore, that Sweden maintains its relationship with 
the present basket of currencies and that wage po-
ilicy Is compatible with this exchange-rate policy, 

What Has Been the Result? 
When the first signs of the massive budget defi-
cits began to be discerned a few years ago, consi-
deable uncertainty existed as to how disastrous 
they could be for Sweden's economy and in what 
way they could be dangerous. It was maintained, 
on the one hand, that, since the economy was in a 
state of recession, with widespread unemploy-
ment, the budget deficit would lead to increases in 

production and income. Increased incomes would 
give rise to increased tax revenue and the budget 
deficit would thereby automatically be balanced 
and the problem solved. On the other hand, the 
view was put forward that the budget deficit would 
lead to an "Inflationary bonfire" of devastating 
proporllons, 

It turned out that neither view proved to be cor-
rect. In spite of a powerful expansion of incomes 
from 1978 to 1979 no Keynesian budgetbalancing 
effect occurred; instead, there was an Increase in 
the budget deficit. Nor was It possible to record 
the sharply growing Inflation predicted by the ma-
netarists. 

Faced with this generally widespread uncertain-
ty concerning the effects of the budget deficit, it 
became necessary to illustrate In some suitable 
manner the nature of the problem and Indicate Its 
magnitude. One way to do this was In the form of a 
crodit market estimate of the type published In 

this review a year ago. The substance of the argu. 
ment was: 

1)that the Swedish budget nowadays contains a 
large number of financial transactions which do 
not directly give rise to increases in demand. On 
the other hand, they cat exert disturbing effects 
on credit market flows. 

2) A credit market estimate was presented In 

order to illustrate the nature and magnitude of the 
problem. 

3) If the budget deficit were to result in "exces
sive" liquidity in the country, the consequences 
would not be an Immediate, sharp Increase in the 
rate of inflation. In a small country with a fixed rate 
of exchange the main result would, instead, be a 
decline in the foreign exchange reserves, which 
would also automatically reduce the "excessive" 
liquidity. 

The credit market estimate in my earlier article 1' 
was not intended as a forecast of developments, 
but as an arithmetical example'in order to illustra

te the nature and magnitude of the problem. For 
instance, it was assumed that the current account 
balance would remain in equilibrium (which it had 
been in 1978), whereupon the result would be that 
it would lead to unreasonable consequences for 
the demands on the commercial banks' purchases 
of Government securities. In actual fact, I pointed 
out at the end of the article that, since the com
mercial banks could scarcely be compelled to pur
chase what would be necessary for the desired de
velopment in the money stock, the resu't, as far as 
Sweden was concerned, would quite simple be in
creased borrowing from the Riksbank (Central 
Bank of Sweden) and a growing outflow of foreign 
exchange from the end of 1979. 

Since, judging from all appearances, it appears 
as if the budget deficits will not only remain at the 
same level for a considerable period to come, but 
will even grow still further, there are grounds for 
examining the outcome of 1979 more closely. An 

1)SeeMyhrmarn 1979. 
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analysis of this kind can then be used to form the 
basis for a discussion of what we can expect in 
the years ahead. The discrepancies between my 
estimate and the outturn depend mainly on three 
factors. First, the National Swedish Debt Office 
managed to place much larger sums with the 
general public than has been the case in earlier 
years. Secondly, by means of liquidity-restricting 
accounts with the Riksbank and increases in the 
commoicial banks' cash ratios, liquid funds have 
been absorbed from businesses and banks. Third. 
ly, an outflow of foreign exchange of around SEK 
10 billion has eased the pressure on the Swedish 
credit market. 

The conclusion of what has happened In 1979 is 
that the Riksbank and the National Swedish Debt 
Office have performed an extremely good iob In re-
lation to the burden of the budget defici%, but 
they were, nevertheless, compelled to rely cn the 
assistance of an adequate outflow of forelin ex-
change. The question is what Is going to lappen 
In the future, 

What Can We Expect at the Beginning of the 

1980's? 
The budget forecasts do not indicate any improve, 
ments, if anything, further increases In the defi. 
cits. What development is possible or probable? 

(SEK billion) 
1979 1980 

Budget deficit 44 51 
Less: 
Investment 
Capital market 9 

1) 
10 

General public 101 6-8 

Banks 5 13-20 
Abroad 9 10-15 
Change in foreign exchange 
reserves - 3 0 -

Borrowing by the Commercial 
banks from the Riksbank + 6 0 
Statl ;tlcal discrepancy - 2 
Residue = Increase In the 
monetary bases +12 +12--2 

Let us start from the outcome of 1979. 
According to this estimate the monetary base in
creased by approximately SEK 12 billion in 1979. 
In my estimate last year I pointed out that the mo
netary base ought not to be allowed to rise by mo
re than approximately SEK 4 billion if the money 
stock was to rise by no more than 15 %, assuming 
a constant money multiplier. 

The rise in the money stock in 1979 from year
end to year-end was 12 % with an annual average 
of 14 %. Taking into account the fact that, of the 
SEK 12 billion, SEK 6 billion result from the raising 
of the cash ratios and are, therefore, locked up in 
the Riksbank, the monetary base has not increas
ed so much either. We can thus state that, in spite 
of all the talk about the control of bank lending, Ii
quldity ratios and other selective measures, there 
would appear to be an active emphasis on general 
measures, which, in combination with the outflow 
of foreign exchange, has led to a fairly restrictive 
money market. Presumably, something of an inter
national record in view of the size of the budget 
deficit. 

The question now is whether one can continue 
further along these lines or whether too many co
incidences have occurred. There is always a risk 
that one is content to rast upon one's laurels. I 

shall take the liberty here of playing the part of the 

slave riding In the chariot of the victorious Roman 
general and reminding him In the midst of hio glo
ry that he was a mortal man (memento te mortalem 
esse). 

For 1980 the budget deficit is expected to be 
SEK 51 billion. The Government Finance Plan has 
risked making a forecast of Investments during 
1980 cautiously expresrted in Intervals and the fi

gures have been inserted above In the Table. It will 
be seen that the opportunities for getting the 

(1)
This figure includes SEK 3billion from the liquidity equalize
lonaccount. 
Sources: Government Finance Plan and weekly reports of the 
Riksbank. 
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general public and the capital market Institutions 
Ao subscribe for Government securities are not ex-
pected to4,'crease. In actual fact, this opportunity 
was utillsed t breaking point In 1979. If It is not 
desired to take any risks of excessive Investment 
with the Riksbank, the only remaining options are 
the commercial banks and foreign Investors. As 
far as fore!l investors are concerned, a figure of 
at least SEK 15 billion will be necessary if the 
foreign exchange reserves are to be hiept unchang-
ed, may be considerably more. In such case, this 
woulr mean that the commercial banks must be 
w!!;in., to purchase around SEK 13-14 billion If 
the monetary base is not to rise by more than with 
5-6 billion or what is compatible with an increase 
of 10-12 % in the money stock, which is the 
ma.;;'-im that we should permit (see below), 

An increase of this magnitude means that the 
commercial banks' holdings of Government secu-
rities will rise by upwards of 45 %. This also 
means that, if commorcial bank deposits rise by 
12 %or by approximately SEK 16 billion, then SEK 
15 billion, or approximately 94 %, will be invested 
in Government securities. The ratio of Govern-
ment securities will rise from 24.3 % to 37 % 
(Government securities as a percentage of depo. 
sits from the public), 

It should be noted that aholding of Government 
securities of this magnitude (whic n the authorities 
are now obviously expecting) Is, historically 
speaking, something unique for Sweden inpeace-
time. At the end of World War II the ratio of 
Goveinment securities was 32 % (31st December, 
1944). A "normal" value for this ratio, or a value 
which the commercial banks would choose if they 
were completely uncummitted in their choice, 
would probably lip in the interval 5-15 %. This 
overloading of Government securities, which is 
forced upon the commercial banks means thnt 
they are obliged to reduce, to a corresponding 
degree, the activity which they originally found to 
conduct, namely, making available private credit 
facilities to approved customers. Itappears to be a 

great waste of economic resources for specialists 
In the field of credit appraisal and credit allocation 
to have to devote themselves to the administration 
ofGovernment securities. 

In order to determine how reasonable the estl
mate Is or how it reacts to different assumptions, 
anumber of scenarios have been outlined. In the 
first place, it has been assumed that It would be 
possible to get larger sums taken up by the capital 
market or the general public. This would then re
duce, In a corresponding manner, the need for 
borrowing from the commercial banks or from ab
road. However, increased investment by these 
groups of purchasers Is scarcely possible without 
a further Improvement In the rate of yield; perhaps 
even tax benefits may have to be resorted to. Every 
attempt of this kind to obtain an Improved yield on 
Government securities will mean for example, that 
shares and other forms of investment will find it 
increasingly difficult to compete for the savings 
available and be crowded out of the credit market 
to an increasing scale. 

Another alternative is that which was tried to a 
certain extent in 1979, namely borrowing from the 
Riksbank and then locking in the liquidity increase 
in the commercial banks by raising the cash ra
tics. If this alternative were adopted, the cash ra
tios would once again have to be raised by 
approximately 5 %. These examples show that the 
effects in these two cases fairly closely resemble 
borruwing from the commercial banks. Even Ifthe 
mechanisms are different, the resjits In all three 
cases are a crowding out of private credit. In es
sence, the choice lies between this crowding out 
and increased borrowing abroad. The more that 
escapes via the balance of payments, the less will 
bethecrowdingout. 

According to this Ihie of reasoning and, on the 
basis of the budget deficits for the last few years, 
the opportunities for providing the credits that are 
to form the basis of an upturn In business sector 
investments do not appear to be very bright. These 
Investments are absolutely necessary for the In



dustrial expansion that must take place If we are 
to be able to reverse the trend of a steadily weaker 
current account balance. The vicious circle in 
which we find ourselves must be broken. Basic. 
ally, it is a question of the expansion of the public 
sector. The budget deficits, in conjunction with a
highopmen) 

that the Government is either unwilling or dare not 
meet the cost of public expenditure out of taxes, 
which crowd-out private consumption.) Instead, 
the Government chooses to force its way into the 
credit market and obtain credit financing of public 
expenditure. In this way the Government crowds 
out private Investments and private consumption, 
but, in a more Indirect and less obvicus way than If 
tax increases were to be adopted. The only cure is 
a reduction in the budget deficits. 

What Is the position in the "basket-currency" 
countries? 

Even with the extremely unpleasant estimate for 
the commercial banks, which has been presented 
here, there will be an Increase of at least about 
12- -15 % in the money stock. How serious is then 
such a development? Sweden maintains a fixed ra-
te of exchange against a basket of currencies of 15 
countries. This means that we have chosen to try 
to maintain the same rate of inflation as a weight-
ed average of these countries. If we are unable to 
do so over the longer term, the rate of exchange 
cannot be defended. One way of determining 
whether it can be done or not is to compare wheth-
er the expected rato of inflation in Sweden corre-
sponds to the expected rate of inflation in that of 
our "basket friends". An indication of what the ra-
te of inflation can be expected to be in the basket-
currency countries can be obtained by making use 
of a forecast carried out by tile Kiel Institute in 
March 1980. If the inflation forecasts for each of 
the 15 countries are aggregated with the weights 
of 'he basket of currencies, the foreign rate of in-

2)See Dahmbn (1979) for an analysis of these and closely-related 
problems, 

flation Is obtained which we, In Sweden, must 
adapt ourselves to if the exchange rate Is to be 
kept unchanged. For 1980 this is 10 %. 

Development of INP(volume, annual percentage daveland development Inconsumer prce (annualpercentage change) In Sweden and abroad. 

GNP CPI 
Sweden Abroad Sweden Abroad 

1977 -2.1 3.0 11.4 8.7 
1978 2.8 3.0 10.0 6.7 
1979 4.5 3.0 7.3 8.2 
1980' 2.0 0.3 13.0 10.0 
1981 1.0 0.5 10.0 7.6 

Note. GNP and consumer price development abroad have been 
estimated as aweighted average of data for 13 countries. As 
weights, the Riksbank's basket of currencies has been used (ex
cluding Finland and Spain). The appraisals for 1979 and 1980 areby the Kiel Institute. 
°Thefigures for 1980and 1981 = forecast. 

Source: Economic outlook, OECD, Kiel Institute of World Eco
nomics, Riksbank. 

When the "international" rate of inflation is men
tioned in public discussions, the OECD's rate of 
inflation is often given as a benchmark. However, 
a line of reasoning of this kind provides an examp
le of a fallacy which, unfortunately, has be&n wide. 
spread since the breakdown of the Bretton Woods 
system in 1973. The reason why it is wrong is be. 
cause, when a country has a flexible rate of ex
change vis-A-vis us, its rate of inflation has little of
fect on our rate of inflation. For Instance, when the 
United Kingdom had a ralo of inflation of 20 %, 
Switzerland could have nil per cent because the 
pound sterling was devalued by 20 % vis-A-vis the 
Swiss franc. As a first approximation, the rule is 
that the internationalrate of inflation which we 
risk importing is the rate of inflation In those 
countries with which we maintain a fixed rate of 
exchange.
 



Figure 1.Development Inthe Swedish money stock In 
comparison with the rest of the world, 
(Annual percentage change) 

% % 
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Note. M2 Is defined as M1 plus quasi-money according to Main 

Economic Indicators. Development in the rest of the world cons-

titutes a weighted avorage ot developmnt in those countries 

making up the so-called basket of currencies (excl. Finland, Hol. 

land, Belgium and Italy). 

' The period November 1979 to March 1980is forecast. 

Sources: Main Economic Indicatar-, Riksbank, OECD. 


In other words, it looks as if the Swedish rate of 
inflation will be much higher than that in the 
basket-currency countries. We shall, therefore, re-
ceive no assistance from these countries as re-
gards extra scope for a certain over-expansion In 
Sweden. 

However, there are other opportunities for ob-
taining a basis for appraising the scope for the ex-
pansion of the Swedish credit market. We know, 
namely, that another consequence of fixed ex-
change rates is that the money stock in Sweden in 
the short run will grow at approximately the same 
rate as the average of the countries with which we 
maintain a fixed rate of exchange. We then ignore 
the difference in the increase of production and 
the circulation. If we now add together the rate of 
increase in the money stock of these countries, 
we shall see the result In Fig. 1. 

As will be seen, the Swedish money stock has 
been increasing faster than that of the rest of the 
world since the beginning of 1978. While we start

ed with a lower rate after the devaluation in 1977, 

we have clearly exceeded their ceiling by several 
percentage points for more than two years. An 
analysis of this kind has, of course, any number of 
weaknesses. For one thing, a discussion must be 
pursued that is often slightly too partial. Money 
stock, foreign exchange reserves, inflation and 

production developments are all intricately inter
woven. For another thing, it is risky to make fore

casts of public authorities' and private individuals' 
actions. The goal is, however, not to provide exact 
numerical forecasts of each of the separate Items,
but to carry on a discussion that can form the ba

sis of an assessment of the general trend over the 
next few years. 

The conclusion to be drawn from the line of rea
soning pursued so far is that the rate of inflation 
and Increasein GNP in Sweden are well supported 
by the increase in the money stock, which, on ac
count of the budget deficits, cannot be much low

er. In comparison with developments in the 
basket-cujrrency countries, developments in Swe
den are far too expansive and their monetary poll. 
cy tends, if anything, towards further restraint. It 
would appear to be difficult to reduce the Swedish 
money stock to less than 15 % at the same timeas 
the trend of the money stock abroad is towards 
10 % or lower. All this indicates clearly a weaker 
foreign position in the Swedish balance of pay
ments. 

Currency Crisis or Increased Borrowing? 
During the second half of 1979 the Swedish dis
count rate was raised at an unusually rapid rate 
and, In conjunction with the increase In January, 
1980, the Governor of the Riksbank announced 
that there was no imminent danger and that the 
step had been taken mainly for precautionary mea
sures for the future. In the short run everything 
would be all right, according to the RIksbank. This 



poses two questions of considerable principle im-
portance. In the first place, our statistics of our fo-

reign business are lagging behind to such an ex-
tent that, in the short run, we never really know 
whether the currency flow is of a short-term natu. 
re or whether it corresponds to change in the be. 
lance on current account. This makes it of greater 
importance to know how high the Swedish dis-
count rate really should be in order to be able to 
counteract short-term capital outflows. The Riks-
bank is obviously of the view that the discount rate 
was more or less correct even before the January 
increase. But, how is acomparison really to be ma
de? Ithas been said, at some time or other, that 
the discount rate should lie midway between that 
of the USA and that of West Germany. Instead, let 
us apply the same method as before and add 
together the basket-currency countries. 

According to Fig. 2 it looks as if Sweden achiev-
ed parity with the discount rate in our exchange ra-
te area only after the January increase. According 
to this method of calculation we have been falling 
behind ever since the middle of 1978. This meth
(ed,too, is open to objections. For instance, itcan 
be claimed that, owing to the strong position of 
the Eurodollarmarket as an alternative money mar-
ket for the business sector, and, owing to the im-
portance of New York and London as international 
financial centros, their discount rates ought to 
play amuch more important role. 

This would, in such case, indicate that the Swe-
dish discount rate ought to be raised still further. 
Even from amore long-term view-point, where the 
rate of Inflation has an important role to play, the 
fact that the Swedish level of interest rates must 
be in parity with that of the basket-currency count-
ries must betaken into account. 

Even if the Swedish discount rate were to be ad-
justed to the "correct" level to enable the short-
term currency flows to be controlled, the more 
long-term trends mentioned earlier point toward a 
growing outflow of currency. Under the Bretton 
Woods System (1945-1973) Itwas not considered 

Figure 2.The Swedish officialdiscount rate Incompad
son with that abroad (August 1977 - March 1960) 
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Souices: General Monthly Statistics, The Swedish Central 1j.
 
reau ofStatistics, Main Economic Indicators, OECO, Svenska
 
Dagbladet (national daily newspaper. 

the proper thing to do for countries to borrow mo
ney abroad inorder to strengthen their foreign cur
rency reserves. After the breakdown of the Bretton 
Woods System, and even more noticeably after 
the oil crisis, it has become increasingly common 
for various countries to raise loans abroad; one of 
them being Sweden, as is well-known. From aprin
ciple or theoretical viewpoint, this implies that a 
restriction on economic policy has been removed 
or more correctly has been modified and become 
more long-term. 

Under the Bretton Woods System it was necess
ary to ensure that the stabilisation policy pursued 
did not become so expansive that an excessive 
decline began to take place in the foreign ex
change reserves. Should that be the case, policy 
had to be rapidly reversed in a contractive direc
tion. Today, the position is quite different. Nowa
days, a country can go on year after year having a 
deficit in its foreign transactions, which is covered 
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by means of new foreign loans. 3) Denma d has pro-
ceeded a long way along this path. Even Sweden 
has chosen to take the same path. In the absence 
of foreign loans in 1979, Sweden would certainly 
have had a foreign currency crisis. Now, there is 
nothing wrong, in principie, in borrowing abroad, 
but the question is how to choosp a reasonaoi ie-
vel of these loans, 

Reasonable Level of Foreign Borrowing? 

cause of a desire to replenish the foreign ex
change reserves or offset a private outflow of cur
rency. We shall revert to this aspect of the prob
lem later on. If the Swedish Government borrows 
abroad in order to achieve a few, very productive 
investments which otherwise would not be made, 
there is probably no one who would not encourage 
this type of borrowing. In this context it Is usual to 
point to historical developments in Sweden and 
quote, az .nexample, our large foreign borrowing 

A couple a years ago a di%;cussion flared up here In at the turn of the century. What is often forgotten 
Sweden a.n to how large our foreign borrowing was 
and how t'igh It should be. The discuss'on soon 
came to an end when the current halance of pay-
ments Improved after the devaluations in 1977 
without any definite conclusions having been 
reached. Let us resume the discussion and bepin 
with one or two principle aspects. 

Like private individuals and firms, the State can 
borrow to meet expenses which exceed revenues, 

If borrowing takes place on a domestic basis, no 
increased net debt results for the country because 
taxpayers borrow from ther.,,ives. If,on the other 
hand, the State borrows abroad, the taxpayers' net 
debt is increased. When borrowing is undertaken 
because expenditure exceeds income, there is 
one of two reasons for doing so. In the first place, 
and this applies in particular to firms, borrowing is 
undertaken for the purpose of an investment 
which it is hoped will prove profitable, i.e. it will 
provide a return that will cover the interests and re-
payments on the loan as well as something extra. 
Even private individuals may sometimes uaderta-
ke borrowing for investment purposes, but mostly 
for the other reasons, namely, to redistribute their 
consumption expenditure over time. 

If the State borrows abroad, it is also mainly for 
one of these reasons. However, it may also be be- 

is that Sweden was very lucky on that occasion be
cause the loans were raised during a period of 
stable prices. This meant that the loans could be 
offered at a nominal price and at a relatively low ra
te of interest. The large inflation, in conjunction 
with World War I,subsequently drastically reduc
ed the real value of these loans, which resulted in 
the repayments and interest being easy to meet 
since our export prices and incomes increased in 
step with the inflation. Even if we, in Sweden, now 
had productive investments which could justify 
borrowing abroad, our sacrifices in real terms 
would be considerably greater since the fixing of 
interest rates today includes compensation for ex
pected Inflation. 

However, borrowing by the State during the 
1970's has, above all, been of the other type, name
ly to redistribute consumption over time. When 
the oil crisis occurred, the Swedish State had not 
undertaken any foreign borrowing. T1,e abrupt re
distribution of income in favour of thu oliproduc
ing countries meant that they received a surplus 
of purchasing power which they were unable to 
absorb in the short run, i.e. they were unable to In
crease their demand for consumer and investment 
goods in step with the increase in income. As a re
suit, they had a surplus in their balance of pay
ments and an increase In wealth. 

The other side of this equation was that the oilcan thus have equilibrium on the credit markret3)A Lcountry at- importing countries recorded a deficit in their ba

though the foreign currency reserves decline as long as suffici.
 

ant bonowlng Is undertaken. In theoretical literature this case Is lance of payments* The rise In oil prices may be 
re 

usuallycalled"quasi-equillbrlum".SeeMyhrman(1978) garded as a rise in taxes for the oil-consuming 



countries. For these countries It was, therefore, 
only natural, not to have to bear the adjustment to 
a lower level of Income and consumption all at 
onco, but spread It out over time by means of 
foreign borrowing. 

As far as Sweden was concerned, the first step 
after the oil crisis was to compel private firms to 
obtain funds on the international loan market. 
However, after the non-Socialist coalition govern. 
ment came to power in 1976, the State, too, began 
to borrow abroad and this has since continued, 
And In 1979 the State borrowed more than 9 billion 
abroad. The total state loan amount at the end of 
1979 was 20 billion. With this trend for the next 
few years, which has just been outlined, this 
borrowing must continue and foeign indebted-
ness will, therefore, increase still further. Should 
this prospect then give rise to a feeling of fear 
mingled with horror, or merely lead to a controlled 
calm? 

The answer to this question is that It depends 
on how much we contemplate paying back. If Swe-
den had not reached its borrowing ceiling earlier, 
we should not need to repay all our loans In the fu-
ture, but only that part lying above the Ideal degree 
of indebtedness. In this case there is every reason 
to remain calm. The question Is, however, Ifthere 
is any ground why this optimal degree of Indebted-
ness should not be nil. For a private individual a 
permanent degree of indebtedness may be opti-
mal owing to inflation and the construction of the 
taxation system. 

For a country the problem is different. The desi-
re to borrow or the demand for savings depends 
on the profitability of tile available Inveatment 
projects. The supply of loans or savings depends 
on the public's gnneral habits of thrift. The differ-
ence at a certain rate of interest indicates whether 
there is a surplus or lack of savings. In the long 
term the rate of Interest behaves so that the de-
mand for and the supply of saving. are In balance. 
In a country with plenty of profitable investment 
opportunities In relation to the thrift habits, the ra. 

to of Interest at which demand and supply balance 
will be relatively high and a scarcity of capital is 
said to exist. Where there Is a state of completely 
free trade, capital will move to the country with a 
scarcity of capital. The rate of interest will thereby 
fall in that country and rise In the lender country 
and a tendency towards equalisation of interest ra
te levels will occur. As circumstances are today, it 
is, above all, in the Third World countries that a ca
pital scarcity exists and the flow of loans runs 
mainly from the developed countries to the deve
loping countries. 

For a rich indu3trialised country there appears 
to be no acceptable reason for borrowing real re
sources from other countries on a permanent ba
sis. 

If, therefore, there are no grounds for permanent 
Swedish borrowing from abroad, there are several 
grounds for temporary Indebtedness. Assume that 
the Swedish economy were to get into a serious 
state of Imbalance with a growing current account 
deficit as a consequence as, for example, in 
1976-1'117. In such a case it may be rational to 
borrow abroad to cover the deficits. The advantage 
of such a policy is that the domestic adjustment, 
which must occur before the current balance is 
corrected, can be spread over a longer period and 
that It need not, therefore, be so abrupt and costly. 

Another example are the large oil-price rises of 
1973 and 1979. Since, in the short run, the oil
producing countries do not h.ve time to absorb 
the large Increases in income by means of suffici
ently large increases in consumption and invest
ment, they will have a joint current account sur
plus vis-.-vls other countries. During the first tran. 
sition period, it is, therefore, advisable for all parti. 
es concerned with increased lending from the oil
producers to the oil-consumers. 

The discussion pursued so far has arrived at the 
conclusion that there may be strong grounds for 
foreign borrowing in the event of disturbances to 
Sweden's economy. Since borrowing of this kind 
is of a temporary nature, interest and repayments 
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will be paid on these loans In the future. This 
means that some time in the future the domestic 

consumption of resources must be restricted In 

order that the current balance will produce ada. 

quate surplus. In view of today's situation In Swe

den and the prospects for the next few years as 

they have been described in this article, the 

following conclusion may be drawn: If something 

is not dne to reduce the Government budget defI-

cit, it will be impossible to avoid a current account 

deficit and increased foreign borrowing. This will 

not, however, solve the problem; It will merely 

postpone the demand for an adjustment of the do

mestic consumption of resources until later in the 

future. The question is then just how far are we 

entitled to put it off without taking into account 

those who will be responsible in the future for the 

-adjustment and repayments. 
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