
 

Figure 4: The After-tax Real Rate of Interest, 1988–93 (in %) 
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Source: Jonung, Kiander, and Vartia (2008). 

The low and commonly negative real interest rates made it tempting to take on additional 
loans for investments and consumption. The result was the creation of a financial bubble in 
the Swedish economy, built on excessive indebtedness within the private sector, and a 
corresponding overlending within the financial system. 

The credit boom was reflected within the real sector as well. Consumption became the 
driving force behind the overheating of the economy (Table 1). During the most intense part 
of the boom, households consumed more than their disposable income. Real income grew 
rapidly (Figure 5). Government finances improved during the overheating, since the sharp 
growth in consumption and income resulted in growing tax revenues from value added taxes 
(Figure 6). The budget showed a small surplus in the late 1980s, leading to a decline in the 
debt-to-GDP ratio. 

Table 1: Real GDP and its Components in Sweden During the Boom, Bust, and 
Recovery, 1985–98 (% change during each phase) 

 
Item Boom 1985–90 Bust 1990–93 Recovery 1993–98 
Private consumption 12.7 3.5 9.8 
Public consumption 7.8 2.9 0.6 
Private investment 32.8 38.2 36.9 
Exports 16.1 7.6 68.8 
Imports 28.2 6.2 62.0 
Real GDP 12.0 4.7 15.5 

Source: Jonung, Kiander, and Vartia (2008). 
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