
 

Figure 7: The Rate of Unemployment in Sweden, 1985–2000 (in %) 
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Source: Jonung, Kiander, and Vartia (2008). 

As a consequence of rapid domestic expansion, the export sector (the tradable sector) was 
squeezed. Exports declined while imports soared. The current account worsened toward the 
end of the 1980s after the recovery in the wake of the 1981–82 devaluations. 

Other factors supported the economic upturn. The fall in oil prices in 1985 gave a positive 
impetus to the world economy. The long period of international economic growth that began 
in 1982–83 peaked in 1989–90, when all indicators pointed to an overheating of the Swedish 
economy, undermining the credibility of the pegged exchange rate for the krona.6 

The expansionary impulse set off by financial liberalization was not countered by any 
contractionary policy measures until 1989–91. Monetary policy had been founded on the 
pegged exchange rate of the krona since 1982. The devaluation in 1982 was declared the 
last of its kind. As the Riksbank did not counter the overheating by revaluing the krona, 
responsibility for stabilization fell solely on the Ministry of Finance. After the 1988 election, a 
series of restrictive measures were adopted. In February 1990, the government proposed a 
freeze on all wages, prices and dividends for two years and a limitation of the right to strike. 
This package triggered a government crisis. The Social-Democratic government resigned, 
but returned shortly afterwards with a new Minister of Finance, taking over an economy that 
was moving into a deep crisis. 

In October 1990, as a consequence of a speculative attack on the krona, a new austerity 
package was introduced. At the same time, the government announced that Sweden would 
apply for European Union membership, an attempt to shore up the credibility of the krona. In 
May 1991, the Riksbank strengthened the credibility of the krona by pegging the krona to the 
common European currency unit, the ECU. In September 1991, a major financial institution, 
Nyckeln, faced severe problems. This event is commonly regarded as the start of the bust 
phase.7 The very same month, the Social Democratic government lost the parliamentary 
elections. A four-party coalition formed the new government, with Carl Bildt from the 

                                                 
6 Lindberg and Söderlind (1991) demonstrate that expectations of a future devaluation of the krona were well 

developed in the financial markets throughout the 1980s—a sign that the pegged exchange rate for the 
krona was not credible.  

7 The collapse of Nyckeln came as a complete surprise to the public. According to Jennergren (2002), there was 
no publicly available information that flagged the problems facing this company in advance. 
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