
 

2.2 The boom of 1985–90  

The financial regulations were gradually softened in the 1970s and 1980s. Shortly after the 
1985 election, the Governing Board of the Riksbank abolished the quantitative controls on 
lending by commercial banks. This measure, later dubbed the "November revolution", had a 
significant, although unexpected and unintended, effect over the next 10 years. It was 
originally considered as a minor technical measure without any significant economic 
consequences. It turned out that the 1985 deregulation was an important first move in the 
build up towards the crisis of the 1990s. 

The deregulation should be evaluated against the imbalances that characterized private 
sector portfolios prior to the November 1985 decision. Companies and households had been 
restricted in their choice of portfolios due to the regulations introduced in the 1950s. High 
inflation and, as a consequence, the expectation of further high inflation, together with a tax 
system that favored borrowing, compounded these portfolio imbalances. 

The financial deregulation of 1985 gave strong incentives for companies and households to 
expand their borrowing at prevailing interest rates. It changed the incentives confronting 
commercial banks. Suddenly they were facing more open and aggressive competition for 
market share. They adjusted to the new situation by expanding credit, when borrowers tried 
to take on new debt. 

The outcome of the new incentives was that between 1986 and 1988 debt grew rapidly 
(Figure 1). A large part of the expanding volume of credit was channeled into property and 
share markets. House prices increased rapidly (Figure 2). The private sector utilized the 
rising value of real assets as collateral for additional borrowing. The process was fuelled by 
a rising rate of inflation, which peaked in 1990 (Figure 3). Inflation expectations followed the 
rise in the inflation rate. The real after-tax interest rate was negative for many investors due 
to the combination of high actual inflation, high inflation expectations and the rules of the tax 
system (Figure 4).  

Figure 1: Annual Growth Rate of the Volume of Credit in Sweden, 1985-94 (in %) 
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Source: Jonung, Kiander, and Vartia (2008). 
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