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The current international financial crisis, which began in the US and was 
rapidly followed by turbulence worldwide, reveals that it is very difficult to 
prevent financial crisies, and their spread through the economy. It was 
widely believed that the policy regime promoted by international 
organisations, including the EU, BIS, World Bank and IMF and 
governments and supervisory authorities in almost every country assured the 
relative stability of the international financial system. The present system of 
(public and private) for regulating and monitoring of the financial sector are 
certainly the most sophisticated ever. Yet, once again, we have been 
reminded of how fragile the financial system is. As the worst of the crisis 
abates, researchers and policy makers alike are asking the question  why did 
this happen? 

In an earlier paper looking at the history of financial crises in Sweden, it 
was noted that there is no theoretical or policy consensus about the causes of 
financial crises, and its prevention and remedy. Instead, a number of 
competing theories of financial crisis exist, as do a number of descriptive 
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approaches. The current crisis in many ways will only deepen the crisis in 
crisis theory. In the review of financial crises in Sweden, a number of 
common attributes of crises were identified, as was the different influence of 
each in different periods of crisis. It was suggested that, in the context of an 
absence of strong consensus there is considerable merit in an historical 
analysis of crises. 

This paper revists Swedish financial crises during the period 1857-1992 
with special interest on three aspects: 

- the forces driving or attributes present in the crisis,  
- the developmental path of the crises, and 
- government responses to and longer term consequences of, the crisis.  

 
In addition, the paper provides a longitudinal study to further outline how 
crises have evolved in the interaction between macroeconomic 
circumstances and domestic institutional and organisational changes, and 
how this have affected the main actor on the financial market, namely banks. 
The periods leading up to financial turmoil’s has typically been characterised 
by an economic boom, rapid credit growth, often accompanied by increased 
competition in financial services, economic deregulation, the removal of 
cross-border restrictions on capital flows, and financial innovations. But 
crises have also been associated with macroeconomic circumstances, such as 
economic downturns, declines in incomes, and depressed asset markets, that 
typically follow waves of domestic (and international) credit expansion. We 
will use examples from a great number of crises; 1857-58, 1878-79, 1920-
22, 1932 and 1992-93. From these in time, different events, we will analyse 
similarities and differences regarding the driving forces, how governmental 
bodies tried to counter-act these failures and what kind of consequence they 
had on the financial system. 

The remainder of the paper is structured as follows. The next section 
provides some background to the analysis, including the taxonomy of 
attributes that seem to have been common in, although played different roles 
in financial crises. The paper then turns to an analysis of crises in turn, and 
the conclude with the major findings. 
 
Background and Attributes of Financial Crises in Sweden 
Research about financial crises has attracted the interests of scholars from a 
variety of disciplines in economics (economic theorists and historians1) and 
other disciplines.. In part, this is due to the large number of financial crises 
that have occurred in the world. For instance, according to Charles 
Kindleberger there were at least 32 financial crises at an international level 
during the period 1720–1987. And financial crises continue and there are 
even debate about whether recent financial crises have worsened in number 
and impact.2 A more recent survey by Demirgüç-Kunt and Detragiachie 
(1998) estimated that 30 major international banking crises have occurred 



 

since the early 1980s. These recent crises have occurred in less developed 
countries and in countries in transition, but most developed countries have 
also seen their financial systems suffer crises. Indeed, the late 1980s and 
early 1990s saw a severe financial crisis affect countries across the Nordic 
region, Norway, Finland and Sweden.3 

As noted earlier, one important reason for the ongoing interest by 
economists and economic historians in financial crises has been the inability 
of economics to produce a satisfactory and widely accepted theoretical 
understanding of crises. In the absence of any strong consensus, two possible 
explanatory approaches can be discerned. One approach, which we have 
called the heterogeneity thesis suggests a rather pessimistic view that each 
crisis is more or less unique. Bustelo (2000) for instance observed that; 
”crises do not seem to present strong regularities over time…”. In this case, 
the best that economists can do is to look for early warning indicators. On 
the other hand, many economists have suggested that common features of 
crises are discernable. This alternative approach, which we have called the 
Holy Grailers is premised on the belief that a universal theory of crisis is 
possible, and while there are many suggested paths to the Holy Grail, they 
identify such causal factors as the presence of moral hazard, information 
asymmetry and other structural problems. Their disagreements often centre 
on the single most important or relatively most important of these elements.4 

The problem of developing a general theory of crisis has meant that the 
work of economic historians who document and analyses crises has been 
critical. In this paper we will combine an empirical and theoretical 
framework and compare different financial crises over times in one country. 
Focusing on a specific geographical area can appear as limiting the scope of 
understanding crises as such. However, the widespread diffusion of financial 
crises in different institutional settings and levels of economic development, 
make comparative studies feasible in both time and space. Indeed, if 
economics is to provide useful advice that can be employed to help control 
any tendencies toward such crises, understanding the history of crises that 
have occurred is vital.5 

As we know, there is nothing new about bank failures and collapses of 
financial systems (or close calls), and therefore using historical cases can 
shed new light on current issues. One advantage in studying historical events 
is that richer and fuller sources are available, which only randomly can be 
assessable in research on contemporary issues. And in this paper we will use 
earlier experience in this field, which by an understatement is rich in 
documentation, to broaden the scope of financial crises.  

This study thus focuses on three aspects of financial crisis: (i) their causes; 
(ii) how they are dealt with; and (iii) their consequences. With regard to their 
causes we will map and compare variables related to both the institutional 
set-up (banking laws, regulations and their enforcement) as well as actual 
financial market performance (lending activities, market transparency and 



 

corporate governance). Regarding the handling of crises, a key focus is upon 
the role of the state in resolving them – something which is central to our 
analysis – and the outcomes of such measures. 

As a point of departure it is crucial to define the subject of this study, and 
to say the least, the term of financial crises has been a troublesome area in 
reaching a clear-cut and solid definition among scholars. Thus, financial 
crises have been defined in a number of ways, and a simple definition of a 
crisis is according to Chan-Lau and Chen (2002); “a large reduction in the 
amount of loans intermediated by the financial system (ie a large capital 
outflow or credit crunch).” Further, Eichengren and Portes (1989) define a 
financial crisis in more detailed descriptive terms as; “a disturbance to 
financial markets, associated typically with falling asset prices and 
insolvency among debtors and intermediaries, which spreads through the 
financial system, disrupting the market’s capacity to allocate capital.”  
Mishkin (1991) on the other hand, provides a more causal definition of 
financial crisis as a; “disruption to financial markets in which adverse 
selection and moral hazard problems become much worse, so that financial 
markets are unable to efficiently channel funds to those who have the most 
productive investment opportunities.”  

What these definitions tell us is that financial crises can be understood 
partly in terms of the processes associated with them (reduced financial 
intermediation, declining liquidity, asset price reductions and banking 
fragility), as well as the factors that seem to have produced them (poorly 
structured incentives, over-expansion of credit, poor information and 
corporate governance). The twin nature of the definition of financial crisis 
(process and cause) can be utilised to develop overviews of the episodes of 
financial crises. 

The wide array of definition also illustrate that it is difficult to find a 
simply and straight-forward term on what financial crises as such. In the 
literature financial crises has been divided into several sub-crises, e.g. 
currency or banking crisis, although often intertwined it can be helpful to 
dived between these crises in an attempt to analyse differences and 
similarities between different types of crises.6 

In this paper we will make the definition of a financial crisis rather 
simple; and it will focus mainly on the financial market in itself, and we will 
not “invent the wheel” once again, but draw on earlier experience and use 
the definition proposed by Raymond Goldsmith (1982:42), where a financial 
crisis is: ’a sharp, brief, ultracyclical deterioration of all or most of a group 
of financial indicators – short-term interest rates, asset (stock, real estate, 
land), prices, commercial insolvencies and failures of financial institutions.’ 

In consequence, this definition rules out several different aspects of crises. 
These variables will not be entirely neglected, and it is vital with a broad 
approach, but the definition brings us to the subject of our interest, namely 
the financial sector. Several authors have treated financial crises, banking 



 

crises and currency crises as well as depressions as coherent parts of 
economic crises. An economic crisis is connected with a sharp and 
exceptionally decline in economic activity, the larger the decline in real 
income (GDP growth), the deeper the crisis.7 Of course, these events are 
usually intertwined but are not necessarily the same thing, and we will in this 
study focus on financial crises as banking crises (or rather crises among 
financial institutes). Henceforth, the financial market is the focal point here 
and whether the crises affect the financial actdor’s capability in serving 
households, business or governments demand of credits. 

Firstly, we are concerned with the causes triggering the outburst of a 
financial meltdown, and how it can be singled out among the normal pulse 
of business cycles. The causes of crises have been expressed in terms of 
numerous specific factors, but it is important to narrow down the triggers (if 
possible) to contribute to one of the long-lasting questions if every crisis is 
unique or if and in fact we can learn something from previous experience? 
Once again, we are aware of the fact that crises are connected to business 
cycles, but adding another long-lasting and “unsolved” questions of the ups 
and downs of the economy would only put additional constrain in focusing 
on the complex discussion of crises. We consider crises as such to be enough 
complex issue to understand with that limiting the scope of interest is 
necessarily. So, we are not directly interest in the business cycle as such, but 
only in expansion, which finally ends up in a financial crisis and leads to a 
down turn in economic terms and finally as an obstacle on the financial 
sector. 

Secondly, finding the trigger of a crisis it is important to raise the 
following question, how and why does the crisis diffuse to the rest of the 
economy? Of course economic life is necessarily and always inter-
connected, but are there any differences when a “normal” recession is spread 
through the system, to the diffusion connected to a financial crisis? This 
rather simple question can in fact reveal differences in institutional set-ups in 
different countries (and through time) but also shed light on poor 
performance on certain institutions. 

The driving forces of crises can be divided into two different aspects. The 
triggering factor behind crises has on several occasions been termed as 
‘displacement’ whether is has external causes.8 Displacement is an outside 
event changing expectation and/or reveals previously hidden profit 
opportunities and rapidly changes actor’s behaviour. The most common 
displacement has been wars, however crises has occurred at the beginning or 
at the end, and even seven to ten years after wars. Other displacements have 
been connected to sudden and rapid political changes, as for instance 
revolutions, restorations, changes of regimes and mutiny. To a certain extent 
all these events can be regarded as exogenous variables.  

The other part of driving forces can be regarded as an endogenous cause, 
namely the specific kind of speculation causing the instability. The objects 



 

of speculation have differed considerable through time and making a 
complete list of commodities, goods or financial innovations are an 
impossible mission. This division between exogenous and endogenous 
causes is rather simple, but several events contain a mixture of 
displacements or speculations. Changing monetary or fiscal policy, altered 
institutional framework for the financial market and financial innovations are 
examples when deeper studies are required in order to understand the 
complicated chain of causes and effects and whether they are exogenous or 
endogenous. As for instance been proposed by Kindleberger (1987:59): 
‘monetary expansion is systematic and endogenous than random and 
exogenous’ which is explained as the reason why ‘normal’ business cycles 
repeatedly end up in financial crises, but not always.   

Thirdly, another important issue in this study concerns how crisis has been 
dealt with and what measures and policies were introduced in order of 
repealing repercussions of the crisis. In general, a lender of last resort has 
through supplying additional liquidity provided the repeated and successful 
measure through time. Normally, but not always, this policy has been 
supplied by the government, which make it important to analyse the 
interaction between policy-makers and private business. As history tells us 
governments as well as powerful individuals has acted as lender of last 
resort, so it is nothing new but the measures has through time been refined 
and extended. However, the question of lender of last resort is a intriguing 
matter, and not as simple as one can expect. The dilemma is that if ’players’ 
on a market in advance are aware that governmental assistance are 
forthcoming, incentives of keeping sound risk management on the expense 
of expanding market shares, are seriously undermined. At the other end, 
without any safety net in terms of governmental financial support during for 
instance a bank run, could result in a total collapse of the financial system 
with long-standing consequences for the entire economy. 

In addition, is it possible to evaluate policies taken be the lender of last 
resort? We will make a serious attempt in doing so in connection with the 
outcome of the policies, for instance did “rescue plans” change competitive 
environment, where certain actors crowded out by the measures taken and 
was financial instruments rejected not on rational basis but only based on 
short-term experience? But also with emphasis on the performance of the 
financial sector, what happened to structure of lending, to what areas did the 
flow of credit go after the crisis?  

Fourthly, and this is strongly connected to previous point, what 
consequences did financial crises bring? The consequences of financial 
crises can in some cases quite easy be detected, but in other cases impossible 
to single out general changes that would have occurred regardless of crises 
as such. With help of above mention criteria as for instance in structure of 
lending, positions of collateral and performance of different industry’s 
related to lending structure, we will make a serious attempt in answer the 



 

question, what happened after the crisis were revoked and economic life 
returned to ’normal’?  

The cases of financial crises used empirically in this paper are from 
Sweden and during a period of one hundred and fifty years. In short, Sweden 
has experienced 5 major financial crises since the 1850s (but several more 
economic crisis, which only partly affected the financial sector). The first 
crisis developed in the middle of the 1850s and was an international 
commercial crisis that primarily affected agricultural and associated 
commercial industries in Sweden but also threatened the emerging banking 
sector. The second major financial occurred in the late 1870s and was related 
to problems in the steel industry but was particularly associated with the 
bonds market that had been used to finance the building of railways.9 The 
third crisis occurred in the aftermath of the First World War and was an 
industrial and structural crisis, associated with the exposure of Sweden to 
post-war normalisation of global markets and the particular impact of the 
Russian revolution on Swedish export markets. The fourth major financial 
crisis occurred in the 1930s and was mainly connected to the collapse of the 
Swedish-based conglomerate Kreuger & Toll in the midst of the global 
depression. There was then a long period of relative stability when Sweden 
was spared from financial crisis until an economic crisis in the 1970s. The 
1970s crisis was not, however strictly speaking a financial crisis but rather 
an economic crisis brought about by rapid industrial rationalisation. In the 
early 1990s, after a global stock market and real estate boom Sweden 
experienced its most recent financial crisis, associated with the collapse of 
commercial and residential real estate prices, but which also had significant 
macroeconomic impacts. During the current financial turbulence, Sweden 
has only partly been affected, mainly two large banks with business in the 
Baltic States, but so far this has not affected the Swedish financial sector. 

The commercial crisis of 1850s 
During the Crimean War (1853–56) Swedish agriculture experienced an 
economic boom. In particular, Russian demand for Swedish agricultural 
commodities such as corn drove up rural prices. This in turn drove up the 
price of agricultural land. The emerging credit market in Sweden assisted 
farmers as well as a growing urban middle class to acquire rural land. At the 
end of the War, however, prices started to fall and this created difficulties for 
both farmers and investors, many of who had invested in rural activities on 
basis of inflated agricultural export prices, often with borrowed capital. But 
the crisis that followed also affected the merchant houses in Swedish sea-
ports that had financed their growth on the basis of extensive credit from 
financiers in Hamburg, Lübeck and London.10 Hamburg was at the time by 
far the most important capital market for the Swedish economy. The crisis in 



 

Sweden was triggered, or at least worsened, by problems that developed on 
the Hamburg capital market after 1855.  

The impact of problems in the Hamburg market became acute in 
September 1857 when several market participants in Hamburg cancelled 
credit to a range of Swedish banks, merchant houses and firms. In October of 
that year, the largest commercial bank at the time, Skåne Enskilda bank, 
began to experience cash flow difficulties, and found short-term loans, both 
at home and abroad, too expensive. Skåne Enskilda bank was situated in the 
south of Sweden, close to the Danish capital Copenhagen. Swedish private 
bank notes were at the time was an important form of currency in Denmark, 
and Skåne Enskilda bank notes in particular circulated widely in 
Copenhagen. The bank had increased its lending until the summer of 1857, 
with much of this lending paid out in the bank’s own notes. With liquidity 
becoming tighter as the recession deepened and the merchant houses 
beginning to experience financial distress, reserves at the bank declined 
rapidly. Fear about of the bank’s ability to redeem its notes started to grow, 
leading to a discount in the value of all Swedish private bank notes 
circulating outside of Sweden. Despite the fact that bank laws and charters 
explicitly denied public aid to banks, in early December 1857, Skåne 
Enskilda bank’s critical situation and its potential effects on the soundness of 
the banking system prompted action by the Swedish state.  

From the beginning of the crisis in September 1857, the Riksbank had 
worked actively to dampen the effects of the crisis. The Riksbank included 
foreign bills of exchange in the legal backing of the Bank’s issued notes as 
one way of maintaining liquidity and convertibility. This was especially 
important because the Riksbank discounted bills of exchange issued by an 
association of bankers in Stockholm. These bills of exchange were in turn 
drawn on a banking firm in Hamburg, and the bills of exchange were thus 
formally eligible to be used as reserves. However, during the crisis, no firm 
in Hamburg was willing to accept the bills – the same association that issued 
the bills of exchange in Stockholm ran the banking firm in Hamburg. In the 
aftermath of the banking crisis, the issuance of these bills of exchange 
became a largely domestic affair with the objective of boosting the money 
supply without officially violating Sweden’s then adherence to the silver 
standard.  

The Riksbank also attempted in other ways to ameliorate the crisis while 
maintaining commitment to the fixed exchange rate, including devaluing the 
currency. By the end of 1857, however, difficulties with adherence to the 
silver standard took the Riksbank to the brink of adopting a floating 
currency. The King solved the situation and the Parliament jointly 
authorising the Riksbank to borrow a large amount internationally, with a 
proportion of that borrowing included as formal Riksbank reserves as soon 
as the loan contract was signed.11 



 

In January 1858, a representative of the Riksbank also managed to borrow 
the substantial amount of 9 Million Hamburger Banco (12 Million SEK) in 
the Hamburg capital market. This was equivalent to a little more than half 
the official value of the Riksbank’s reserves in December 1857. The loan 
was short term, to be repaid within three years, at a total interest rate, 
including provisions of seven and three quarters percent. The day before this, 
the Swedish National Debt Office had also secured a long-term loan in 
Frankfurt am Main with the official objective of financing railroad 
construction. The capital was immediately made available to the Swedish 
capital market.  

Table 1 shows the growth not only of money supply but also of reserves 
during the economic boom 1850 until 1855. The figure shows that at this 
time international capital seems to have behaved in a pro-cyclical way. 
Immediately after the boom peaked Riksbank reserves began to decline 
rapidly. The financial contraction of the late 1850s saw the money supply (as 
measured as circulating notes) contract, but it remained at a higher level than 
in the early 1850s. This suggests that the crisis problem was as much about 
adapting to the change in the money supply, and not about the increased size 
of the money supply in itself. In part also it suggests that the commercial 
expansion of the 1850s had created a new floor for the money supply. 

Table 1 also shows that the increasing money supply during the boom was 
associated with a lower velocity of circulation of means of payment than 
during the crises. To put this another way, a higher velocity in the circulation 
of money could to some degree have substituted for the shrinking money 
supply during the crises. 

The velocity of money clearly decreased as the money supply grew in the 
first half of the decade, but increased when the money supply decreased in 
1856 and 1857. It is likely then that to some extent an increasing velocity of 
money circulation cushioned some of the effects of the decreasing money 
supply associated with the financial crisis. Another response to the crisis was 
that an increased amount of economic activity was carried out without direct 
connection to the formal money supply. This seems to have been so, as 
paradoxically perhaps, GDP in constant prices increased steadily over the 
period.12 Thus, ventures that depended on credit from the commercial and 
savings banks may have been forced to decrease their output, but this was 
still such a small proportion of total production that it did not have a 
significant effect on total production. It should also be noted that despite the 
crisis, commercial banking was still able to expand in terms of the number of 
banks, and thus total assets and lending. After the crisis, and especially after 
the Riksbank’s efforts to maintain liquidity in the banking system, it is hard 
to see any severe effects of the crisis on the emerging commercial banking 
system. Thus, the 1850s financial crisis was especially connected to the 
effects on merchant houses and financial institutions lending heavily to the 



 

agricultural sector, which was faced with a rapid contraction in international 
prices and demand following the Crimean War. 

 
Table 1: Consumer Price Indices (CPI), Notes in circulation, Banks ad-
vances to non-bank public, annual change in per cent, Notes in circulation, 
M3, Riksbank reserve, velocity 1850–61, 1870=100. 
 
Year CPI Banks advances to Notes in M3 Riksbank Velocity 
  non-bank public, circulation  reserves  
  annual change %  
 
1850 84.1 -9.0 85.4 31.7 76.5 165.0 
1851 85.9 9.0 87.6 32.4 81.1 163.4 
1852 83.5 2.1 87.5 32.9 81.5 164.7 
1853 82.5 7.6 104.9 38.1 112.0 150.4 
1854 82.3 8.6 125.7 44.3 172.1 147.4 
1855 83.9 13.9 146.9 55.6 217.5 127.8 
1856 86.6 9.2 134.9 51.8 128.4 152.4 
1857 89.4 17.7 120.0 49.4 96.3 164.6 
1858 99.6 31.2 107.6 50.6 93.8 149.4 
1859 102.5 -6.0  106.8 51.1 69.3 146.7 
1860 123.9 18.4 113.7 56.5 96.5 142.9 
1861 113.2 16.3 113.2 58.5 91.1 145.2 
_____________________________________________________________________________________ 
Sources: Krantz (1997), pp. 20–22; Statistiska meddelanden (SOS), serie P, Sveriges Riks-
bank (1931), pp. 56–59; Ögren. (2003), pp. 285–287.  

The bond crisis of 1870s 
The next financial crisis was not connected to agriculture, but reflected the 
shifting industrial and financial base of Sweden toward manufacturing 
activities. Like the 1850s, however an economic boom also preceded the 
next major financial crisis to hit Sweden in the late 1870s. The 1860s had 
been a gloomy decade in terms of economic prosperity, but at least from the 
year 1870 the trend turned upward. The French-German war in 1870–71 had 
added fuel to an economic boom in Sweden, but also increased the inflation 
rate. The boom was described at the time as largest ever experienced in 
Sweden.13 Despite the fact that an international recession began from 1873, 
the Swedish boom continued until the end of 1874.  

From early 1875, the boom rapidly turned into a recession. This recession 
dampened economic activity and by 1878 it had turned into a fully-fledged 
crisis, mainly in response to international events. Exports had diminished, 
but more importantly, pessimistic future expectations led to a sharp 
revaluation of assets. This was particularly the case for the private railroad 
bonds. 

During the 1870s Sweden had an open economy with a liberal attitude to 
international capital flows. In that decade, the emerging bond market 



 

developed to a large extent to mobilise capital to build railways, both by the 
government but also by private railway companies. The railway bonds were 
in turn used as part of the capital base for the banks. In the early 1870s, 
while the economy was undergoing buoyant economic conditions, railway 
bonds were seen as sound financial instruments, but because their price was 
tied to the fortunes of a new industry bank capital was vulnerable to price 
volatility on these bonds.  

An international recession in the middle of the 1870s saw global 
commodity prices fall and adversely affect Swedish exporters, especially in 
the iron and timber industries. The banks were called on to support the 
industries, which made the banks even more vulnerable to prices of railways 
bonds. The recession caught many railway companies with incomplete 
capital projects, and without further loans these companies were quickly 
plunged into financial distress. These bonds had been issued to finance the 
building of private sections of the emerging railroad system and had quickly 
become popular investment products. The crisis began when dividends on 
these bonds were delayed. This failure to meet the expectations of 
bondholders, in combination with the international recession, saw these 
bonds rapidly decline in value. As early as 1875, the banking firm C.G. 
Cervin had, due to its large holdings of railroad bonds, been forced into 
administration. 

The actual bond market collapse began when several railways companies 
needing more capital to complete expensive building programs could not 
issue more bonds. When several railways were forced into bankruptcy in the 
face of this liquidity shortage, many of the bonds became worthless. The 
merchant houses experienced particular problems, because they had been 
heavily involved in financing the railways companies with foreign credits. 
An important long-term effect of the crisis was that commercial banks 
became more important on the financial market.14 

As the international crisis continued, asset prices slumped even further 
and the crisis in the banking system worsened.15 With asset prices tumbling, 
and the banking system facing liquidity and viability concerns (with a 
decreasing asset base and short-term financing problems), credit markets 
contracted sharply. This was accentuated by the failure of Göteborgs 
Handelskompani AB, a limited liability bank without the right to issue notes. 
This set off a wave of bankruptcies of several large corporations.16 In late 
1878 and early 1879 bank runs hit one of the most important banks at the 
time, the Stockholm Enskilda bank. A significant part of the asset base of the 
Stockholm Enskilda bank consisted of railroad bonds. In order to avert a 
more widespread financial panic, the State, through the National Debt 
Office, borrowed capital abroad to administer a fund that offered lender of 
last resort facilities to banks. Commercial banks could borrow money from a 
specific fund named the Railroad Mortgage Fund (Jernvägshypoteksfonden) 
using their railroad bonds as collateral. 



 

Despite the severity of the crisis, the Riksbank remained focused on the 
goal of maintaining the fixed exchange rate. Credit was denied even for what 
was considered as high quality collateral lending. The Riksbank refused to 
act as lender of last resort because of its over-riding goal of maintaining the 
kronor’s attachment to the gold standard. 

Table 2 shows that once again after the crisis the money supply settled at a 
higher level than during the boom. However, in this crisis the relationship 
between the reserves of the Riksbank and the money supply is less clear than 
in the crisis of 1857/58. This can be attributed to the fact that by the 1870s a 
large part of the money supply now consisted of private bank notes.  

 
Table 2: Turnover on the Stockholm Stock Exchange, current and 1914 fixed 
prices; Commercial banks lending, annual change in per cent; credit losses 
(in percentage of total lending), notes in circulation and M3 1871–83, 
1870=100. 
Year Turnover on CPI Banks advances to Notes in M3 Riksbank Velocity 
 SSE, current  non-bank public circulation  reserves 
 prices  annual change %  

1871 … 106.2 … 113.1 121.5 113.2 87.6 
1872 0.8 109.9 23.4 147.4 162.6 124.2 72.2 
1873 1.1 103.6 39.0 148.5 181.6 134.6 70.9 
1874 0.5 99.3 22.7 141.5 211.9 169.0 66.0 
1875 0.3 101.8 6.7 158.7 222.4 113.8 61.1 
1876 0.3 105.9 7.5 159.3 240.7 111.6 60.7 
1877 0.5 114.3 9.2 138.3 232.3 75.3 60.4 
1878 0.7 118.4 -6.8 126.3 225.0 73.1 58.1 
1879 2.2 117.6 -5.0 135.8 232.3 109.1 55.3 
1880 4.2 118.4 -3.3 152.6 257.6 117.4 52.1 
1881 1.9 117.4 14.1 145.8 268.0 108.6 52.9 
1882 1.0 109.7 8.9 156.9 287.9 78.2 47.2 
1883 1.9 103.0 7.4 152.0 305.5 85.1 47.6 
_____________________________________________________________________________________ 
Sources: Krantz (1997), pp. 20–22; Series Riksbank (1931), pp. 59–63; Ögren (2003), pp. 
285–287 
 
As for the velocity of means of payment, the decrease in velocity at the 
beginning of the period was part of a longer process of monetisation.17 This 
velocity stabilised during the recession but decreased once again during the 
crisis. 

The industrial crisis of 1920s 
In the aftermath of the First World War Sweden experienced perhaps its 
most severe crisis. The crisis was an industrial and structural crisis, 
accompanied by a deflationary crisis. An economic boom, increased credit 
advances in the banking system and accelerating inflation preceded the 



 

financial crisis, which involved deflation triggered by international but also 
by domestic events.  

During WW1 Sweden experienced an economic boom with export 
surpluses, which together with a shortage of certain commodities, due to 
restrictions on imports, contributed to a period of acute inflation. However, 
at the beginning of the war, industry benefited from increasing demand in 
domestic as well as international markets. The government had taken 
measures to secure supplies of agricultural products and abolished 
restrictions on imports, but also limited exports through extensive export 
controls. At the same time, price controls were introduced to counteract 
inflation. Instead of stabilising prices, however, these controls helped to 
stimulate an extensive black market, and this further undermined efforts to 
stabilise prices. In 1916, the government also introduced rationing on food 
and agricultural products to deal with shortages, but again rationing only 
further fuelled inflation and the black market. Another contributing factor to 
inflation was that (exporting) enterprises treated the fall in the crown 
exchange rate as windfall profit. In this environment, stockpiling by firms 
and individuals grew as a way of avoiding shortages of raw material and 
semi-manufacturing products.18 

With import controls in place, the war helped to stimulate the 
establishment and growth of a large number of new enterprises especially in 
manufacturing. These establishments were actively encouraged by an import 
substitution policy of the government to facilitate national self-sufficiency. 
At the end of the war, however, when international trade was re-established, 
a large number of these newly established firms in import-substituting 
industries (especially in iron and steel) went into bankruptcy. This post-war 
rationalisation of the Swedish industry has come to be known as the “steel 
bath”. A further set back for Swedish industry in the early post-war period 
was that important export markets disappeared. This had a particular effect 
on Sweden because its biggest export market at the time, Russia, vanished in 
the wake of the Bolshevik revolution in 1917. This was accentuated by the 
fact that several other important markets in Central and Eastern Europe 
could not purchase Swedish products due to their own post-war economic 
distress.19 

International production recovered quickly after the war, and as global 
supply of most commodities grew, increasing sales competition helped to 
push global prices downwards, leading to deflation. By mid-1920 the earlier 
inflationary pressures had disappeared and prices started to fall. In Sweden, 
the earlier stockpiling by enterprises to counteract goods shortage and higher 
prices ended abruptly and enterprises began running down stocks. This in 
turn lowered general demand for newly produced raw materials and semi-
manufactured products. Enterprises also attempted to sell their products 
quickly to avoid further price cuts. This added further pressure to general 
deflationary trends. The international decrease in commodity prices and the 



 

domestic run down of stock holdings was further strengthened by 
contractionary economic policy in Sweden.  

Since 1873 Sweden had been connected to the gold standard with the 
crown fixed to a price against gold. The government of Sweden suspended 
the crown’s attachment to gold in 1914. One of the most important financial 
goals of the Swedish government after the war was to reconnect the currency 
to the gold standard at the same value as 1913. In order to achieve this, it 
was necessary to lower the price of the inflated currency and accordingly 
fiscal expenditures were extensively cut. 

The general price level decreased by about 35 per cent from 1921 to 1923, 
and wholesales prices fell even further. This occurred as Swedish exporters 
were losing major international market shares, due to the international 
recession and the fact that domestic deflation made Swedish products more 
expensive. The capital-intensive industries were especially hard hit 
(consumer industries could at least depend on domestic consumer demand 
(Table 1).20 
 
Table 3: Turnover on the Stockholm Stock Exchange, current and 1914 fixed 
prices; Commercial banks lending, annual change in per cent; credit losses 
(in percentage of total lending), notes in circulation and M3 1914–25. 1914 
= 100. 
Year Turnover on SSE Banks advances to Loan losses/ Notes in M3 
 current fixed prices non-bank public, advances circulation  
 prices 1914=100 annual change in % 1914=100  
1914 51.6 51.6 3.5 … 100.0 100.0 
1915 50.9 44.3 6.3 … 96.6 110.4 
1916 604.0 465.5 15.6 … 155.1 146.6 
1917 1321.9 807.8 29.7 … 188.4 178.1 
1918 1586.1 695.4 37.4 … 267.5 226.4 
1919 526.2 199.6 10.8 0.2 245.9 251.6 
1920 328.4 123.8 8.1 0.6 249.9 247.3 
1921 161.8 71.2 -8.9 2.3 185.2 246.6 
1922 195.0 105.8 -11.9 5.3 192.1 254.9 
1923 161.1 94.2 -10.4 1.0 189.5 251.4 
1924 169.6 99.2 -3.4 0.8 176.7 245.0 
1925 232.6 133.4 -2.7 … 174.2 … 
Sources: Statistics Sweden, on banks 1914–25. 

 
An important aspect of the financing of industrial firms during the 1910s 
was that commercial banks had increased in importance as a source of 
finance. At the time, the government had been persuaded that the existing 
bank legislation, which prevented banks from direct ownership of firms, was 
retarding banks from taking a more active part in the financing of new 
businesses. Accordingly, in 1911 the law was changed and banks were 
permitted to acquire shares on their own account. This meant that banks could 
now finance new business, take part in mergers and acquisitions and thereby 
take a more active part in financing industrialisation on a limited basis. The 



 

limitations on the extent of equity ownership were however easily 
circumvented by banks establishing wholly-owned holding (equity) 
companies, which meant they could now not only finance industrial firms 
through lending, but also become significant equity holders as well. In this 
way banks were able to extend loans and other finance to consortiums, and 
firms attracting this financing were often tied to board members from the 
bank or individuals close to the bank. This form of financing thus allowed 
banks to concentrate their lending and investment in a few interlocking 
firms. It was a practice that became widely exploited after the new banking 
act.  

In connection with the implementation of the new legislation, an 
important issue was that banks were already under supervision from a bank 
inspectorate, which was expected to monitor banks and counteract any 
excessive lending. However, the changing institutional environment made it 
very difficult for the inspectorate to monitor banks positions in the evolving 
financial system. Consequently, banks were more or less given a free hand to 
expand their businesses. By 1918, there were 14 listed companies with close 
connections to one or more commercial bank.21 This combined with the 
expansion in relative importance of the banking sector in the economy 
helped to increase financial fragility. 

During the 1910s, a wave of new banks had established themselves in the 
Swedish banking market (Table 4). There were also a substantial number of 
mergers, and ownership concentration continued during the 1920s. The 
concentration was partly induced by the industrial sector’s need for larger 
credit to support the rapid transformation of the economy, but partly also to 
the changing regional nature of banking markets at that time. Mergers were 
used as way to increase the bank’s turnover but also as a strategy to spread 
their business to new geographic areas. In a fragmented banking market it 
was often easier and less costly to merge with a provincial bank than to 
establish new branch offices. In 1919, to counteract increasing bank 
concentration, the government changed the banking act to prevent banks 
from acquiring stocks in other banks. 

Another important factor behind the bank failures and higher 
concentration of the 1920s can be traced to the behaviour of several small 
regional banks. During the 1910s a large number of small provincial banks, 
which had received large deposits, started to expand outside their regional 
markets. The deregulation and increasing competition stimulated banks that 
had earlier operated within definite client segments, to expand to new 
business areas chasing new business, particularly in Stockholm. In an 
environment when banks were competing for market share and spreading 
across market segments, the ability of banks to discriminate in lending 
decisions became compromised. 
 
 



 

Table 4: Number of banks and bank offices 1914–1925. 
Year Number of Liquidated New Number of 
 banks banks banks bank offices 
 
1914 67 8 0 659 
1915 66 2 1 721 
1916 60 7 0 805 
1917 53 12 6 1050 
1918 50 9 6 1319 
1919 43 10 3 1408 
1920 41 3 1 1210 
1921 38 4 1 1398 
1922 35 5 2 1356 
1923 34 2 1 1307 
1924 32 2 0 1253 
1925 32 1 1 1091 
_____________________________________________________________________________________ 
Sources: Statistics Sweden, on commercial banks 1914–25. 

 
The bank crisis began to become visible in 1922 when prices of shares on 
the stock market began to decline. This set off a process where the balance 
sheets of banks that had lent money against collateral on those shares with 
declining value began to be affected, at the same time that bank investment 
in those shares were declining in value. In the wake of the stock market 
collapse, banks were faced with a serious restructuring phase with very high 
credit losses and many non-performing loans. Almost half of commercial 
bank credit had gone to the industrial sector and to protect their claims the 
banks often had to take over shares in these firms. The sectors with largest 
difficulties in fulfilling their credit obligations included forestry, mechanical 
engineering and the chemical industry. Apart from the industrial sector, 
several equity companies and individuals were also affected by these credit 
losses.22 

The equity companies had increased their ownership in the industrial 
sector significantly during the 1910s, with expansion financed largely by 
credit from the banks, and the share portfolios purchased by them used as 
collateral. With prices of those shares falling on the stock exchange, the 
assets of the equity companies became heavily discounted, and the banks 
were once again often forced to take over the shares to protect their claims. 
The system of financing and ownership that had developed, with 
interlocking ownership, credit and boards of directors meant that banks were 
now extremely vulnerable to any price volatility on the stock exchange. In 
1922, the government introduced new bank legislation to once again prohibit 
the banks from acquiring shares in equity, holding and investment 
companies. By the time the legislation was enacted in 1924, however, most 
of the equity companies were already bankrupt and speculation on the stock 
exchange had abated.23 



 

One way commercial banks tried to overcome their financial distress was 
by removing non-performing loans and portfolios of worthless stocks to 
newly established firms with no direct connection to the bank. In this way it 
was possible to hide large amounts of bad loans and avoid extensive writing-
off of loans, and wait for better times to deal with these problem loans.24 

In the early stages of the financial crisis, banks made a joint effort to 
stabilise the market through for instance Moneta (a consortium of banks), 
which acquired shares from the banks and attempted to prop up stock prices. 
These efforts could not however stabilise the fragile financial system, and 
the state was eventually forced to act as de facto lender of last resort, through 
the Kreditkassan af år 1922. The Kreditkassan was in fact a joint venture 
between the government, the central bank and larger commercial banks 
connected to the Swedish Bank Association. The purpose of the 
Kreditkassan was to support banks in crisis and to avoid panic selling of 
equity, which would have placed even greater downward pressure on the 
stock exchange. There was genuine fear that if the stock market fell much 
further the entire financial system would become fragile, threatening the 
bank deposits of the public. The Kreditkassan assisted the large banks by 
buying equity from them or lending to them, at a normal rate, helping to 
stabilise their positions in the market. The Kreditkassan was later turned into 
the state-owned Credit Bank and later still became part of the state-owned 
bank Nordbanken (which played a crucial part in the 1990s crisis).25 

In the face of the crisis, a large number of provincial banks also needed 
help to restructure their business. In the restructuring of these banks however 
a different pattern of assistance can be observed. During 1922 and 1923 the 
larger commercial banks, especially the Wallenberg-owned Stockholms 
Enkilda Bank, and the Scandinavian Bank, acted as guarantor to several 
distressed provincial banks. This involvement showed the interdependence 
of the banks and recognition by the larger banks that they could be greatly 
affected by bankruptcy of even relatively minor banks.26 Svenska 
Handelsbanken had especially large problems in avoiding bankruptcy after 
the crisis, and it was only after institutional change, when debentures could 
be counted as share capital, that Svenska Handelsbanken was able to 
survive.27 

One of the most important effects of the deflationary crisis was a general 
suspicion of the stock market. For example, the share turnover record from 
1917 was not reached again until the early 1980s. The fall in public 
confidence in the stock market had the consequence that large stock 
companies; in several cases majority stakes, were put up for sale. One 
industrialist in particular, Ivar Kreuger, took the opportunity to acquire large 
stocks previously owned by banks, bank consortiums and the 
“Kreditkassan”. Depressed prices on the stock exchange gave Kreuger the 
opportunity of securing a strong ownership position in the Swedish industrial 
sector.  



 

One consequence of the crisis was the restructuring of major parts of the 
industrial sector. The pulp and mechanical engineering sectors gained in 
importance in production volume and exports, while traditional branches like 
the forestry, steel and iron industries needed to be rationalised. The crisis in 
1920s was triggered by a downward business cycle, but was also a structural 
crisis, which required a ‘steel bath’ to winnow out less competitive firms. 
This changed the mix of the industrial and financial sectors. As will be 
discussed in next section, this restructuring improved the resilience of the 
industrial sector when faced with the effects of the international crisis in the 
1930s. Concerning the financial sector, the importance of commercial banks 
within the financial sector decreased, while new actors, especially the 
savings banks became more important in financing new business lending. 

In spite of the decreased importance of banks within the financial sector, 
the 1920s crisis actually served to increase banks’ ownership of shares. It 
also consolidated the close connection between banks and industry, an 
ownership model which lasted for much of the rest of the 20th century in 
Sweden.28 The deflationary crisis also changed the institutional set-up of 
bank legislation and the limitation on banks from acquiring shares changed 
the rules of the game on the Swedish capital market. The earlier view that 
the bank inspectorate could monitor the bank market as well as the business 
between industry and banks was proven to lack credibility. Instead, more 
rigid bank legislation was implemented as way of preventing banks from 
becoming too heavily exposed to one or two firms. The view that emerged 
from the financial crisis was that banks should only act as an intermediator 
between savers and investors and not also act as investors. However, these 
insights became even more apparent during the great depression.  

The great depression and the collapse of the Kreuger 
empire of the 1930s 
The deflationary crisis of the 1920s in Sweden was intensive but rather short, 
assisted in part by a global economic boom. The rate of employment and 
level of production reached bottom in 1921, but only a year later the 
economy began to recover. It took several years however, for industrial firms 
and banks to adjust to the new economic and regulatory environment.  

The international market experienced a remarkable period of growth in the 
1920s, especially in the US, although recovery was somewhat slower in 
Europe. European companies had particular problems exporting into the US, 
because of institutional barriers, such as tariff and trade limits introduced in 
the US to protect domestic industry. 

In the latter part of 1920s the international economy was booming, but in 
Sweden it was occurring with less of the asset price inflation of the 1910s. 



 

One factor that has been advanced to explain this phenomenon was that 
enterprises in Sweden were acting cautiously, following the 1920s crisis. For 
instance, finance was being sourced mainly from retained earnings and 
through the bond market, rather than the stock market. Capital flows from 
the US to Europe had been growing rapidly, but started to slow down toward 
the end of 1920s. In the wake of the Wall Street crash in October 1929 
capital exports to Europe dried up almost completely.29 

In the 1920s, economic pre-eminence had to a large extent shifted across 
the Atlantic from Europe to US, but the US was not yet ready to act as the 
world’s leading banker and carry an international responsibility of economic 
security. An important explanation was that unlike colonial rule by European 
powers, US capital exports were dominated by private enterprises, and was 
directed to other metropolitan powers. Indeed, US policy was very 
domestically oriented. For instance, one consequence of US official trade 
policy that became evident in the late-1920s was that once US capital flows 
slowed, high US import barriers made it difficult sell into the US and thus 
get hold of dollars to repay loans.30 

As noted above, during 1928 the amount of international long term 
lending from the US decreased and stopped entirely after the collapse on 
Wall Street. Agricultural countries in Europe with great dependence on the 
world market were the first to experience serious problems, when 
international demand started to fall. They were financing their current 
account deficits through exports and this necessitated delivering agricultural 
products on the market, which in an environment of lower demand pushed 
commodity prices down even further. The situation became even worse 
when the US raised its agricultural tariffs to support domestic farmers. In 
addition, other European agricultural countries attempted to further reduce 
their imports of international commodities.31 

Debtor countries were then forced to raise short-term and expensive 
finance in Europe to cover their fast-growing deficits. Central European 
countries for instance got extensive credits from the largest Austrian bank, 
Credit-Anstalt. When several of these countries could not repay, Credit-
Anstalt was forced into bankruptcy in early 1931. As a consequence, the 
crisis spread through international credit markets. Banks from Berlin had 
supported the Austrian bank; which in turn had funded their business 
through capital markets in London. When Germany could no longer repay its 
foreign loans, the British finance market was pulled into the crisis. In turn, 
the effects of the European financial crisis were then exported to US, and 
added further fuel to the depression.32 

The unfolding of the 1930s financial crisis in Sweden is closely connected 
to the crash of the so-called Kreuger Empire. Some detail about the company 
Kreuger & Toll and its development is therefore warranted. Ivar Kreuger and 
Paul Toll founded a firm in 1908 and for a time it was solely engaged in the 
construction business. Kreuger & Toll was for instance involved in building 



 

the Stockholm Olympic Stadium 1911–12 and the famous merchant store 
Nordiska Kompaniet (NK) in Stockholm in 1913–14.33 

In 1913, Kreuger also became CEO of a medium-sized match company, in 
which the Kreuger family had a long-standing interest. Kreuger introduced 
new machines, rationalised and modernised its production, distribution and 
marketing channels. The firm also began to buy out smaller domestic 
competitors and started to restructure the match industry. In 1917, with 
financial support from Svenska Handelsbanken and an equity company, 
Kreuger merged with the major match producer into a single company, 
Swedish Match (STAB). STAB then began to acquire foreign competitors, 
especially in the Nordic countries.34 

The ambitious global strategy for STAB was to stabilise prices on the 
world market and regain market shares lost during World War 1. The means 
to achieve this was through extensive acquisitions of foreign competitors and 
through cartel agreements with producers who not could be acquired. The 
final aim was to create a monopoly and thereby control the international 
price of matches, and in turn collect monopoly-type rents. The expansion of 
STAB, measured by increased market shares, was indeed impressive. By the 
beginning of the 1930s Swedish Match had control of 40 per cent of the 
world market, and in addition, had agreements with collusive enterprises for 
another 22 per cent. One major problem with the match industry was that the 
commodity was simple to produce so that when prices increased, new 
entrants were attracted to the business, and thereby pushed prices down. The 
international cartel arrangements formed by STAB helped to stabilise prices 
and prevent new entrants.  

When Kreuger & Toll became major stockholders of Swedish Match, the 
construction section of the company was transferred to a daughter company, 
(headed by Paul Toll), and K&T was turned into a pure equity and holding 
company. In the 1920s K&T acted as an internal bank to raise funds for the 
international expansion in the match industry. The industrial part of the 
company consisted of Swedish Match and the American daughter company, 
International Match Corporation (IMCO), the latter established in 1923 as a 
coordinating unit for STAB’s foreign branches.  

For its time, the international acquisition of foreign match producers 
required immense capital mobilisation. During the early years this capital 
was mostly sourced from the Swedish market, through the co-called Match 
Consortium, supported by Svenska Handelsbanken and the Scandinavian 
Bank. But even in 1922 the growing scale of this debt caused financial 
distress for the Kreuger concern, and it became clear that the Swedish credit 
market did not have capacity to fund the expansion of the company. 
Therefore, STAB began issuing equity in London and one year later, in 
connection with the establishment of IMCO, a large bond issue was placed 
in New York.35 



 

In 1924 several countries, among them Sweden, re-connected to the gold 
standard, and this improved the international flow of capital, especially from 
US to Europe. To a large extent, Ivar Kreuger exploited this financial 
opportunity, first to acquire funds for the international expansion of the 
match industry, but after 1925 he also redistributed loans to countries with 
capital scarcity. Kreuger was also able to tie these loans to monopoly rights 
to produce and/or sell matches in these countries, thus forging a strong 
relationship between capital intermediation and the industrial sector in the 
Kreuger concern.36 

The Kreuger companies also started to acquire shares in other Swedish 
industrial firms. One important effect of the deflation crisis was the presence 
of cheap stocks, with majority holdings of international enterprises 
sometimes up for sale. In 1924 Kreuger was able to borrow capital on the 
American market to acquire more shares in the Swedish stock market. 
Another affect of the crisis in the 1920s discussed above was that banks, and 
Kreditkassan and Moneta, had large holdings of shares in their portfolios, 
which made it possible for Kreuger to acquire several industrial firms and at 
the same time get bank loans using the shares as collateral. This meant that 
the banks still had the credit risk, as well as the business risk, even after the 
sale.37 

Large stakes were acquired by Kreuger firms in Swedish industrial 
enterprises, for instance Grängesberg (mining and steel), Boliden (gold 
mine), LM Ericsson (telecom), SKF (ball bearing) and Stora Kopparberg 
(mining, forestry and pulp) but also in financial firms like Svenska 
Handelsbanken and especially The Scandinavian Bank. After 1928 Krueger 
focused on acquisitions of whole enterprises, and through these mergers 
attempted to restructure whole branches of industry. The most famous 
example was when several enterprises within the pulp and forestry industry 
were formed under the banner of Svenska Cellulosa AB (SCA) in 1929. The 
Stockholm Exchange began to pick up again in the late 1920s, and to a large 
extent this can be explained by the injection of capital from the Kreuger 
Empire to undertake large-scale mergers and acquisitions. 

The business success of the Kreuger concern was built on constant 
growth, which in turn demanded a constant inflow of new capital. This 
depended on the continuing confidence of investors and creditors. 
Maintaining investor confidence required all the companies to show 
impressive profits and dividends. The ever-growing presence of Kreuger on 
the Swedish market led the conglomerate to generate these profits through an 
increasing number of internal transactions. In general, this often required 
assets in the different companies acquired to be re-valued several times. 
From this point of view, the Kreuger concern ended up in a vicious circle. 
The higher the value of booked assets to show profits, the higher were the 
dividends required to attract new capital, which in turn was used to increase 
dividends in other companies. In the short term it was possible to survive 



 

through injections from the American capital market, but because of the 
close connection between different companies in the group, the whole 
concern was vulnerable to any downturn. 

Once the capital flow from US to Europe slowed in the late 1920s and 
stopped after the Wall Street crash in October 1929, the financial platform of 
Kreuger’s ambitious strategy began to break down. The value of Kreuger’s 
most important equity in the US, the so-called ‘participating debentures’ 
(which had strong similarities with the so-called ‘junk bonds’ of the 1980s) 
dropped substantially.38 The falling prices on stocks and bonds made new 
issues of further equity virtually impossible. The international capital market 
entered a crisis when several countries stopped re-paying loans, but in an 
effort to display confidence in his ability to weather it, Kreuger granted new 
international loans, and for instance the group advanced a loan to Germany 
in October 1929.  

When foreign banks started to cancel loans in 1931, Kreuger faced severe 
liquidity problems. In order to cope with the situation, Kreuger secretly sold 
its majority stake in LM Ericsson to its American competitor, ITT. Kreuger 
also negotiated further loans from the Swedish central bank, guaranteed by 
the Scandinavian Bank, to amortise its loans to French banks. This loan, 
which was almost half of the Swedish currency reserves, put further pressure 
on the weak Swedish currency. The crisis became acute in February 1932, 
when ITT announced it was continuing action against Kreuger after it had 
become obvious that he had lied about the amount of available cash in LM 
Ericsson.  

To solve these urgent financial problems, Kreuger once again turned to 
the Swedish credit market. On February 23, with the concern close to a total 
break down, and with several debts to be settled on that day Kreuger 
approached Swedish Prime Minister Ekman. After Ekman’s direct 
intervention, the Riksbank and several of the commercial banks, except the 
Wallenberg-owned Stockholm Enskilda Bank, supplied capital to rescue the 
concern. As a condition of the loan, the Riksbank demanded a total financial 
analysis of the Kreuger concern. That report showed that Kreuger needed 
135 million crowns to meet its financial obligations during 1932 (almost 
double of the Riksbank’s currency reserves). Kreuger was in New York 
discussing the conflict over LM Ericsson with ITT, but was instructed to 
return to Europe for a meeting with the head of Riksbank and the CEO of the 
Scandinavian Bank. He returned to Europe, but on March 12 Ivar Kreuger 
was found dead in his apartment in Paris.39 

The Kreuger concern had received credit from the Swedish commercial 
banks which were almost two thirds of the market’s total lending. The 
Scandinavian Bank was the most important creditor and because of the close 
ties to Kreuger the bank had also guaranteed the Riksbank’s loan. The losses 
for the bank were immense. The Scandinavian bank was subject to a bank 
run, and the government had to take measures to avoid a total collapse of the 



 

banking system. The government, through the Riksbank, gave financial 
support to the Scandinavian Bank. But the Riksbank demanded that larger 
commercial banks should also support the Scandinavian bank.40 Another 
condition imposed by the Riksbank was that the Scandinavian Bank was not 
allowed to pay any dividends for 1931, and keep dividends low until all the 
loans were cleared. By 1936 the Scandinavian Bank had repaid the loans 
both to the Riksbank and the commercial banks.  

The crisis in Sweden in the 1930s, i.e. the Kreuger crash, had several 
effects on the Swedish financial market. The most immediate was to 
diminish the close connection between banks and industrial firms, bank 
legislation was changed back to the conditions before 1911, and the banks 
could no longer have any ownership ties with their customers.  

The breakdown of the Kreuger concern also changed the ownership 
structure in the Swedish industrial sector. The shares acquired by Kreuger 
returned to the bank’s portfolios but with a new relation of power among the 
banks. Wallenberg-owned Stockholms Enskilda Bank and Svenska 
Handelsbanken took over ownership as well as customers from the 
Scandinavian Bank, which had lost public confidence. 

In terms of bank ownership, the new bank legislation made it impossible 
for banks to keep industrial shares in their portfolios. Instead commercial 
banks established holding companies, transferred the shares, and maintained 
control through a system where members of the board of directors were in 
charge of the shares in the holding companies. With help of different classes 
of shares (A and B shares) the previous bank ownership was replaced by a 
banking group ownership, which remained in place until the 1970s, and to 
some extent still prevails today. 

Another long-term effect of the crisis was to diminish interest among the 
public in investing on the Stock Exchange (Table 3). Enterprises were thus 
also encouraged to look for alternative sources of finance, for instance 
through the bond market. The larger industrial enterprises to a large extent 
relied on self-financing through retained earnings, which meant that banks 
lost the big business as clients. Instead they tended to focus on medium-sized 
companies as customers.  
 
 
 
 
 
 
 
Table 5: Turnover on the Stockholm Stock Exchange, current and 1926 fixed 
prices; Commercial banks lending, annual change in per cent; credit losses 
(in percentage of total lending), notes in circulation and M3 1926–35. 
1926=100. 



 

Year Turnover on SSE Banks advances to Loan losses/ Notes in M3 
 current fixed prices non-bank public, advances circulation  
 prices 1926=100 annual change in % 1926=100  
 
1926 285.1 285.1 0.8 … 100.0 100.0 
1927 443.6 448.0 -4.6 0.6 100.2 110.5 
1928 621.3 624.4 -0.5 0.5 92.6 111.7 
1929 575.0 807.8 2.8 0.4 108.4 115.9 
1930 638.2 667.8 6.5 0.8 113.1 119.7 
1931 602.3 653.8 -1.8 0.8 111.0 116.8 
1932 239.7 265.9 -8.4 4.6 113.9 120.7 
1933 226.3 256.6 -9.8 0.9 123.3 132.2 
1934 300.8 339.2 -3.0 1.2 134.8 136.1 
1935 264.5 293.4 -2.8 0.4 149.7 139.7 
_____________________________________________________________________________________ 
Sources: Statistics Sweden, on commercial banks 1926–35. 

 
In spite of the Kreuger crash, the Swedish crisis in the 1930s was shorter and 
less severe than in other countries. Four explanations have been advanced to 
explain the limited affects of the international depression on Sweden. First, 
the devaluation of the Swedish currency (leaving the gold standard in 1931) 
improved the competitive position of industry and made it possible to 
continue exporting even into depressed markets. Second, the rationalisation 
after the crisis in the 1920s had made Swedish firms more competitive 
internationally. Third, the domestic market expanded through consumption 
products, i.e. automotive, textile, electricity and construction, and was not as 
dependent on international developments. The number of new entrepreneurs 
was also high in Sweden, mainly because unemployment during the 1920s 
had seen many of them start up companies. Finally, the economic policy 
introduced by the social democratic government in the 1932, was a 
Keynesian-type fiscal policy. For instance, the government introduced 
market-like wages to the unemployed, which along with other stabilisation-
type policies increased purchasing power and facilitated a relatively rapid 
recovery phase.41 

The real-estate crisis of 1990s 
The financial crisis in the early 1990s was the first in Sweden since the 
depression of the 1930s (although the industrial crisis of the 1970s severely 
affected the economy but not the banks). The proximate cause of the 1990s 
crisis was a collapse in the real estate market, which quickly led to a 
financial crisis. The bursting of the real estate bubble and the subsequent 
financial crisis was of course a pattern experienced in many developed 
countries at the time. Only the severity of the effects of the bursting of the 
global real estate bubble distinguishes the Swedish experience.42 During the 
crisis banks experienced considerable credit losses arising from their heavy 



 

investment concentration in overvalued real estate prices, especially in the 
commercial sector. As noted in passing, overvaluation of assets was a feature 
common to all financial crises, but a feature that singles the 1990s crisis out 
from other crises is that the real estate crisis compromised the entire bank 
market, and in some ways threatened the whole financial sector. To 
understand the driving forces behind this development it necessary to first 
explain the changing institutional settings of the financial market leading up 
to the crisis.  

Up until the early 1980s, the domestic credit market in Sweden was 
heavily regulated and the central bank could, to a large extent, direct bank 
behaviour. The central bank entered the 1980s with a large number official 
controls to direct the size and flow of credit. During the 1970s, currency 
exchange controls had made it possible to control flows of capital into and 
out of Sweden (although introduced already during World War II). The 
purposes of the policies were to counteract business cycles; to facilitate the 
finance of the massive construction of apartments under what was known as 
the ‘million home project’ (a government program with the aim to build one 
million apartments between 1965–1975 to meet the housing needs of an 
urbanising population); and to finance government budget deficits. From 
1985, however many of these controls were relaxed. 

An important effect of this economic policy was that credit was highly 
rationed. To support investment for socio-political reasons, industry and 
households in Sweden often encountered problems in obtaining loans from 
banks. Bank credit for consumption was rationed, but non-bank financial 
institutions were able to circumvent these controls and gained a larger 
influence on the credit market. By the late-1970s, the growth of this ‘grey’ 
credit market had started to endanger the market shares of banks. The 
government tried to legally restrict finance companies, with no success. The 
regulatory framework appeared more and more to have become obsolete, 
and did not treat different financial institutions on a similar basis. Another 
problem was that the stock market was still experiencing a low level of 
activity and could not be used as a source of finance for new companies. By 
the early 1980s, the pressure for some form of regulatory change was 
coming from several sources inside and outside the Swedish economy.43 

Institutional change in banking had begun with the 1968 bank legislation, 
which created a more competitive market by making it possible for saving 
banks and agriculture finance institutions to compete with commercial 
banks. Other financial organisations were also given permission to enter 
market segments previously only served by commercial banks. This 
institutional change at the end of the 1960s encouraged structural change in 
credit markets, and made the different financial institutions more similar 
with each other. The 1968 legislation also stimulated competition on 
previously well-defined financial market segments. An important 
development of the legislation was to equalise the competitive conditions for 



 

lending. While the regulatory regime was still focused on securing solvency 
and liquidity of banks, quantitative controls on branch numbers was 
abandoned, which meant that banks could decide the amount of branch 
offices, a matter that had earlier been under the control of the inspectorate.44 
This trend for different kinds of banks to become more similar and the 
changing competitive environment in financial services was an important 
driving force in the conduct of banks in the lead up to the 1980s. 

The 1980s changes on the financial market happened incrementally, but 
rather rapidly. In 1982, the so-called market certificate was introduced. In 
1985 quantitative controls bank lending were abandoned. The relaxation of 
controls during a global credit boom saw an explosion of lending and the 
credit volume surpassed previous records.  

Through several devaluations at the beginning of the 1980s Swedish 
export industry gained in competitiveness on the international market. Keen 
to gain exposure to the competitiveness of Swedish industry in a rapidly 
changing international environment, significant international portfolio and 
debt flows were drawn into Sweden. Much of this capital was intermediated 
by the domestic banking system. One result of this economic and credit 
expansion was that Swedish inflation began to accelerate. During 1985–1990 
inflation in Sweden was on average 2 ½ per cent higher than in the rest of 
the OECD countries.  

In 1989, in an effort to stem inflationary expectations, the government 
announced a concerted campaign to reduce expectations about future 
inflation. By now the previous cost advantage of Swedish export industry 
had disappeared, and it became obvious that the economy was slowing 
down. The same year currency exchange controls were relaxed, which 
increased foreign investment abroad by Swedish firms at the expense of 
domestic investment. Portfolio investors also began re-weighting their 
portfolios, resulting in a slowdown in new investment in real estate. The 
combined effect of these factors was reduced competition on the real estate 
market, and price rises started to slow. The introduction of a new tax system 
also made it more expensive to buy houses through loan finance, and this put 
further downward pressure on the real estate market.45 

The real estate bubble burst during the autumn 1990. Several factors 
contributed to this development including reduced industry production, 
rising unemployment and upward pressure on short-term interest rates. All 
these factors influenced inflationary expectations and reduced credit growth. 
The trigger for the break-down of the real estate market can be dated to 
September 24th, when the finance company Nyckeln could not renew their 
so-called market certificates, because of falling real estate prices. After the 
fall of the Nyckeln, several other finance companies experienced severe 
liquidity pressures and announced large losses. Real estate used as collateral 
was quickly losing its value, which increased credit losses among finance 



 

companies and in the end affected the main credit contributors, the banks 
(Table 4).46 

During the 1980s the structure of bank collateral changed dramatically. 
The traditional and safest loans secured by mortgages decreased (in relative 
terms) and in-blanco credits, i.e. credits without any security, increased from 
8 percent to almost one quarter of all credit. These changes in the collateral 
structure were a direct consequence of the increased competition among the 
banks for market share. Careful credit evaluation suffered as faster growth 
and higher market shares became the most important competitive issue 
among the banks. An important and related issue here was the inability or at 
least incapacity of the banking regulator to detect an obvious increase in the 
fragility of the financial sector as money piled into commercial and 
residential property in the changed regulatory and competitive conditions of 
the 1990s.  

The prices of real estate (especially commercial property) continued 
downward during 1991 and, once the rental market started to follow, the 
only real revenue to repay the heavy borrowing of real estate holding 
companies evaporated. At the same time, inflation more or less vanished and 
deflation occurred in several sectors, which put upward pressure on the real 
interest rate. As a consequence it became more expensive to finance 
investment with loans. The price of real estate continued to fall, and as many 
investors tried to cut their losses and sell off their real estate holdings further 
fuel was added to decreasing prices. At the same time the government tried to 
keep the crown connected to the ECU and because the crown peg was seen 
to be too high by international investors it was necessary to follow a 
deflationary interest rate policy, which only added to the downward price 
spiral.  
 
Table 6: Turnover on the Stockholm Stock Exchange, current prices; banks 
advances to non-bank public, annual change in per cent; credit losses (in 
percentage of total lending), notes in circulation and M3 1982–95. 
1982=100. 
Year Turnover on CPI Banks advances to non- Loan losses/ Notes in M3 
 SSE, current   bank public, annual advances circulations 
 prices  change in per cent    
1982 29.0 100.0 5 … 100.0 100.0 
1983 75.8 109.0 0 … 110.3 108.2 
1984 70.7 117.7 1 … 118.5 112.0 
1985 83.4 126.4 -2 0.6 118.5 113.8 
1986 142.0 131.7 10 0.9 147.1 122.4 
1987 125.0 137.2 10 0.6 153.3 132.5 
1988 121.3 145.2 26 0.3 161.9 139.3 
1989 113.0 154.6 18 0.4 179.8 148.6 
1990 94.0 170.6 5 1.2 189.4 161.0 
1991 125.0 186.9 -9 4.0 192.5 187.5 
1992 166.0 190.9 -1 7.6 186.2 193.4 
1993 321.0 199.8 -23 6.3 190.6 201.2 



 

1994 609.0 204.2 -5 2.1 192.2 201.8 
1995 628.0 … -1 1.3 192.3 207.3 
_____________________________________________________________________________________ 
Sources: Statistiscs of Sweden, on commercial banks 1982-1995, Stockholm Stock Exchange 
annual report, 1982–1995. 

 
At the end of 1990 financial distress among finance companies started to 
affect the main banks, and it became obvious that depositors’ money was 
endangered. The government was forced to take measures to prevent a 
collapse of the banking system. The first bank to help was the First Savings 
Bank, i.e. the central bank for saving banks in Sweden, which received 
financial support from the state. The partly state-owned bank, Nordbanken, 
received several financial injections from the state, but it was not enough to 
relieve its financial distress. Credit losses at Nordbanken were so extensive it 
was necessary to create a new company, called Securum, which took over all 
bad debts. At the same time Nordbanken became a fully state-owned bank, 
as a mean to restructure the bank. Another troubled bank was Gota-bank, 
owned by the insurance company Trygg-Hansa. In 1992 Trygg-Hansa could 
not continue to add new capital to Gota and the state also had to take over 
the ownership of this bank. Gota also established a “trash company” called 
Retriva to hold and manage its non-performing loans. This portfolio was 
later transferred to state-run Securum and the remains of Gota was 
transferred to Nordbanken.47 

At the same time Sweden faced a currency crisis, partly because several 
foreign creditors cancelled loans to Swedish financial companies after the 
fall of property prices. In 1992 the government, together with the social 
democratic opposition, announced that it guaranteed all loans of Swedish 
financial institutions abroad. This did not however break the crisis and 
capital continued to flow out of the country, threatening the connection to 
ECU. Short of exiting the ECU, the only weapon the Riksbank could use 
was to raise the short-term interest rate. In the days before the final 
suspension of the fixed exchange rate, the over night interest rate in Sweden 
reached 500 per cent.48 Even this interest rate did not stop speculation 
against the Swedish crown, and in September 1992, Sweden was forced out 
of the currency exchange system and the currency began floating. The 
recapitalisation of the banking system following this crisis occurred rather 
rapidly, although this had much to with the scale of debts taken over by the 
state as lender of last resort. 

Conclusion 
This paper attempts to draw together some of the similarities and differences 
in the financial crises in Sweden. In doing so, both general as well as time-
specific factors can be identified. Five general factors can be identified in 



 

each crisis, and each has formed the basis for theoretical speculation about 
financial crisis.  

Firstly, all the severe financial crises coincided with an international 
downturn, and this was usually associated with a flight of capital from 
Sweden. Sometimes however Sweden experienced severe crises during only 
mild international downturns (such as in the 1920s and 1990s), and milder 
downturns during severe international crises (such as the 1930s).  

Secondly, during the boom period leading up to the crisis there had been a 
rapid growth in (international) credit and investment, and this typically 
flowed through to asset price inflation (especially in equity and real estate 
markets). 

Third, each crisis was preceded by increased competition among actors on 
the financial market, which increased risk-taking among financial 
institutions. Buoyant economic conditions, combined with credit growth and 
asset price inflation, encouraged financial institutions to take larger risks in 
concentrating credit expansion either to a few individuals or to sectors of 
industry or commerce, that often quite new, while borrowers were 
encouraged to increase leverage on the expectation of continued growt. 

Fourth, changes in financial legislation or innovations in finance helped to 
increase the scope of financial institutions within the economy (either 
through the possibility for circumventing existing regulation, or by changing 
the channels or institutional form through which credit growth occurred). 
This was especially the case when the boundaries between different kind of 
financial institutions were changing or had become unclear and when 
borrowers were attempting to access to new markets. The crises during the 
1920s, 1930s and 1990s were for instance preceded by deregulation in the 
financial sector, the development of new financial instruments and by the 
emergence of non-bank financial competitors. During the 1910s on the other 
hand banks were permitted to buy shares in industrial enterprises, changing 
the financial structure of the banking sector. During the 1910s also a large 
number of small provincial banks, which had received large deposits from 
the rising middle class in Sweden started to expand outside their regional 
markets. A similar development can be seen in the 1980s, when for example 
de-regulation and increased competition saw banks like Nordbanken, the 
Gota Bank and the Savings Bank, which earlier had operated in within 
definite client segments, expand into new business areas. Both during the 
1910s and the 1980s the effect was that the bank’s ability to judge new credit 
became compromised.  

Fifth, monetary authorities were unable to counteract the effects of 
international business cycles on the domestic economy, either through 
interest rate or money supply policies. In each case of crisis, government 
intervention occurred to stabilise the financial system. The exact nature of 
government support has however been different during different crises. 
During the 1850s the Riksbank was appointed by the government to borrow 



 

capital and administer a fund for lending domestically. During 1870s the 
Swedish National Debt Office (Riksgäldskontoret) was instructed to raise 
capital and administer a fund for lending against railway bonds. In 1908 the 
newly established Bank Inspectorate forced affected banks to merge with 
larger banks. During the 1920s the Credit Institution (Kreditkassan av år 
1922) was established, and during the 1930s the Scandinavian Bank (and 
some other minor banks) were supplied with credit capital from the state and 
the larger commercial banks. Finally, during the 1990s the Bank Aid 
Committee was created to separate bad loans from the affected banks. 

The time-specific causes were often connected to exogenous changes in 
technology, international demand, or new business opportunities. Each crisis 
was usually connected to a collapse in a specific business sector; in the 
1850s it was real estate and farms, in the 1870s railroads and railroad bonds, 
in the 1900s real estate, in the 1920s it was steel- and iron works and the 
stock exchange, in the 1930s the Kreuger conglomerate and in the 1990s real 
estate again.  

In connection with the financial crises to Bank inspectorate – renamed in 
1991 to the Finance Inspectorate in connection with the merger with the 
Insurance Inspectorate – has been activated to supervise the business of the 
banks and to suggest steps to prevent a repetition of the problems. In 
connection with the crises different governmental investigations have been 
set up to evaluate the business and the role of the banks in the Swedish 
society. This has resulted in new and stricter regulations in banking, in 
legislation from 1886, 1921 and 1933.  

The aftermath of financial crises have also been characterised by 
increased caution in the credit policy of banks, credit volumes have been 
reduced and the requirement to perform credit worthiness checks have 
increased. Rationalisation and inspection of cost development within banks 
have also been recurrent in connection with financial crises.  

In the wake of financial crises, the structure of the financial system has 
usually undergone further change. The extent of concentration within the 
banking business has often increased during the working out of financial 
crises, owing to the merger of distressed banks with larger banks. Financial 
institutions that have not been affected by the crisis on a large scale have 
thereby been able to increase their market share at the expense of those 
affected. And institutions that were not able to attract state support often 
failed, leaving commercial banks as the enduring financial institutions in the 
Swedish financial system. 

To sum up, the period leading up to financial crises in Sweden has 
typically been characterised by an economic boom, rapid credit growth, 
often accompanied by increased competition in financial services, economic 
deregulation, the removal of cross-border restrictions on capital flows, and 
financial innovation. But crises have also been associated with 
macroeconomic circumstances, such as economic downturns, declines in 



 

incomes, and depressed asset markets, that typically follow waves of 
domestic (and international) credit expansion. This chapter has discussed the 
different financial crises of the 1850s, 1870s, 1920s, 1930s and 1990s with 
special interest on the driving forces, the development of the crises and the 
responses of governments to them.  

Finally, five general consequences have usually occurred during crises 
periods; i) financial institutions have themselves acted co-operatively with 
affected banks often receiving help from other financial organisations, ii) the 
government, though usually not the central bank, has acted as lender of last 
resort or established crisis management institutions, iii) banks have cut credit 
to the most severely affected sectors, iv) banks and other financial 
organisations have rationalised and emerged with increased efficiency, and 
often returning to their core (pre-crisis) business, and v) through mergers and 
acquisitions financial institutions have been restructured and concentration 
on financial markets has increased. 

The conclusion that there is a set of common characteristics as well as 
particularities shows that it is possible to winnow out different kinds of 
displacements and triggers. Although, it is impossible to convey the richness 
of data and information supplied by economic historians in a short essay, but 
it is our belief that an historical perspective can give us new insights about 
financial crises. However, to supply more general knowledge about causes 
and consequences of crises it is necessarily to adopt comparative studies on a 
wide variety of markets. In short, an international oriented co-operation 
among economic and business historian is needed to advance our knowledge 
about crises further. And maybe then, we will be able to supply, as noted by 
Charles Kindleberger and others, a satisfactory and widely accepted 
theoretical understanding of why crises exists and explain why ‘normal’ 
business cycles repeatedly end up in financial crises, repeatedly but not 
always. 
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