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Monetary Policy Report

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

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

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

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

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

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

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



Monetary policy in Sweden

MONETARY POLICY TARGET

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

MONETARY POLICY STRATEGY?

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

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

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

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

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

DECISION-MAKING PROCESS

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

PRESENTATION OF THE INTEREST RATE DECISION

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

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

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

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

BN Deep economic downturn

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

HE Low repo rate over a long period of time

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

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

H H Stable underlying inflation

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

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

HH Signs of a turnaround

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

HE Considerable uncertainty

The economic outlook is still uncertain. When the turnaround comes, the upturn may be stronger
than in the main scenario. However, it could also be the case that the recovery will take longer
than expected. The future direction for monetary policy will therefore depend on how new
information on economic developments abroad and in Sweden will affect the prospects for
inflation and economic activity in Sweden.
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Figure 77. Households confidence indicators
Net figures
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Figure 78. Government consumption
Annual percentage change
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Figure 79. Gross fixed capital formation
Annual percentage change
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consists of intermediate and investment goods, for instance machinery
and motor vehicles, where demand has fallen sharply as a result of
most of the world suffering an economic decline at the same time.

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

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

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

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

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

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

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



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

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

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

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

HE Continued weak labour productivity

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

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

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

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

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

H E Resource utilisation is at a low level

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

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

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

HE Wages held back

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

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



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

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

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

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

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

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

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

H B Continued rise in unit labour costs

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

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