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Lars Jonung:

Price Control Policy in Sweden during the 1970s

Throughout the 1970s, many industrial countries
have tried different types of price and wage con-
trols. Sweden is no exception. The purpose of this
article is to describe the extensive price control
policy which has been pursued in Sweden since
the autumn of 1970. The following aspects are con-
sidered: the formulation and extent of price control
policy, the effects of price controls on the inflation
rate, inflationary expectations and firms, the politi-
cal economy of price controls and the future of pri-
ce control policy. This article is based on and sum-
marizes the Swedish Government Price Control
Committee’s recent publications, Price Controls
against Inflation?, (Swedish Government Official
Reports) 1981:40, 1981:41 and 1981:42.

1. Formulation and Extent of Price Control
Policy ‘

Price Controls according to the Price Control Act
The last remnants of the price control policy which
had been introduced during World War Il we-
re rescinded in the early 1950s. Throughout the re-
mainder of the 1950s and the 1960s, price forma-
tion in the Swedish economy was relatively free
from government regulation, with the exception of
certain sectors such as the housing, credit and
agricultural-produce markets. However, in the au-
tumn of 1970, a general price freeze went into ef-
fect and set the scene of price control policy in the
1970s. This general price freeze, which was phased
out during 1971 and terminated in December of
that year, had been introduced under the provi-
sions of the Price Control Act of 1956. This was
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emergency legislation intended for exceptional sit-
uations." Thus, it presupposed limited use of price
controls. Legislative changes in 1973 extended the
instrument of price controls without altering the
main principles of the initial legislation. New legal-
types of price controls were introduced. Earlier,
an appreciable risk for a serious rise in the gener-
al price level in the country’ had to prevail in order
for price controls to be implemented. In 1973, this
stipulation was changed to "a risk for serious price
increases in the country in important goods and
service sectors”. Thus, these legislative ‘changes
paved the way for a more selective regulatory poli-
¢y and more frequent use of price controls.

The ameridments to the Price Control Act in
1973 authorized four forms of direct price control
measures: 1) price freeze; 2) ceiling price; 3) pledg-
ed price; and 4) mandatory prior notification. A pri-
ce freeze means that a firm’s prices are frozen at
the level which prevails when the measure goes in-
to effect. A price freeze may also be retroactive, in
the sense that a price can be reduced to the level
which existed at a point in time prior to the price
freeze. The law does not stipulate any time limit on
retroactivity. A ceiling price implies that a firm’s
price increases are not permitted to exceed a cer-
tain maximum level. A pledged price means that a
firm agrees not to exceed a certain price commit-
ment. Mandatory prior notification implies that a
firm is obligated to report and motivate planned
price increases to the price control authorities at
least one month in advance.

In other words, Swedish price control policy af-
ter 1973 is based on a combination of the Price
Control Act of 1956 and the amendments to this
Act in 1973. Applications of the different types of
price control measures are described in Diagram 1.
As shown in the diagram, a price freeze equivalent
to approximately 5—7 % of total private consump-
tion was in effect between January 1973 and De-

"The Minister of Finance at the time deemed such a situation to .
exlst in 1970—71.




Diagram 1. Share of total private consumption of goods and services subject to price controls under the Price Control

Act, January 1970 — December 1980
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Note: The diagram refers to the share of price-controlled goods and services at the end of each month. Almost all
private consumption except housing was also subject to price monitoring by the Swedish Price and Cartel Office
between January 1972 and December 1980, by order of the Government. The system of price monitoring was
introduced in February 1971 in conjunction with decontrol. Beginning in January 1972, the system of prlce monitoring

was in full effect.

cember 1980. This price freeze covered a number
of subsidized staple foods such as milk, cheese
and meat. The diagram also indicates that price
ceilings and price freezes were implemented in
other goods and service sectors, in addition to sub-
sidized staple foods, to varying degrees between
1973 and 1980. There are two high general price
freeze columns during the spring and autumn of
1977. A temporary general freeze was introduced in
order to curb expected price increases related to
devaluations of the Swedish currency. The share of
goods subject to mandatory prior notification un-
derwent a sharp increase in the spring of 1978.
Mandatory prior notification with respect to
approximately 70 % of total private consumption
was prompted by a desire to keep the inflation rate
within the limits of the price clause stipulated by

the current wage agreement. A short-term general
price freeze during the spring of 1980 was aimed at
facilitating a collective wage agreement on the la-
bour market.

Price Monitoring

In addition to measures implemented under the
Price Control Act, the National Swedish Price and
Cartel Office (SPK), which is responsible for admi-
nistering the price controls legislated by the Gov-
ernment, has been monitoring prices ever since
the agency was established in 1957. The Price and
Cartel Office monitors prices according to direc-
tives from the Government. Price monitoring was
expanded in conjunction with decontrol after the
price freeze in 1970—71. Today, the Price and Car-
tel Office supervises price movements of nearly all
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goods and services included in domestic private
consumption by means of a reporting system. This
system is very extensive and covers approximately
900 leading manufacturing.and import firms and
1600 service firms.2 Any decision concerning a
price change has to be reported to the Price and
Cartel Office at the latest one week after having
been made by the firm. In addition to price chang-
es, firms are required to report any changes in qual-
ity, quantity, terms of payment and package size
which. involve a change in price. New consumer
products also have to be reported.

In practice, price monitoring represents a form
of price control as far as firms are concerned. In
many instances, price monitoring has led to nego-
tiations between firms and the Price and Cartel Of-
fice. The content of these negotiations is some-
times reported to the Government which, in reality,
is equivalent to a recommendation from the Price
and Cartel Office for intervention under the Price
Control Act. Thus, there is good reason to regard
price monitoring as an integral part of price control
policy.

The Role of the Price and Cartel Office

The Price and Cartel Office is the authority which
administers price control policy; it issues injunc-
tions, reviews requests for exemptions, receives
price pledges and ensures that price control regu-
lations are observed. Since the Price and Cartel Of-
fice is responsible for price monitoring, it also
handles-contacts and negotiations with firms. In
accordance with its directives, the Price and Carte!
Office has to inform the government, through the

2 The price monitoring activities of the Price and Cartel Office are
described in more detail in SOU 1981:42, Supplement 8. Price
monitoring has been so extensive that the Price and Cartel Office
has used data from the reporting system and supplementary price
measurements to compile and publish a continuous price index
for private consumptian on a monthly basis. This series is gener-
ally comparable to the consumer price index compiled by the
Central Bureau of Statistics.
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Ministry of Commerce and Industry, whenever
price behaviour in a certain industry might warrant
implementation of the Price Control Act, i.e. when-
ever there arises a risk for serious price increases
in the country in important goods and service sec-
tors” (SFS 1973:301). The Price and Cartel Office’s
obligations constitute a right of initiative. It makes
evaluations — on the basis of the Government’s
guidelines for price monitoring — as to which
firms should be reported to the Government. These
evaluations are arbitrary; there is no clear-cut
method for determining whether price increases
are “motivated” or “unmotivated”.d it is then up to
the Government to decide whether price control
measures under the Price Control Act should go
into effect.

" The Price and Cartel Office’s monitoring activi-
ties and reports to the Government, and the Gov-
ernment’s subsequent legal enforcement of price
controls, have developed into close collaboration
throughout the years. In many instances, individu-
al firms have not been able to distinguish between
the different forms of monitoring, negotiations and
legally binding controls. The Price and Cartel Of-
fice has thus assumed a dominant role in forming
the policy of price controls, primarily due to its
continuous contacts with and monitoring of differ-
ent price-setters in the Swedish economy. The
strong position of the Price and Cartel Office is al-
so reinforced by the agency’s negotiations with in-
dividual firms and its access to vital information
about the firm’s financial situation through the re-
porting system.

The Extent of Price Control Policy
Swedish price control policy during the 1970s has
been pursued through Government intervention

3 During the period 1977—1980, the Price and Cartel Office re-
ported 123 firms to the Ministry of Commerce and Industry. Each
report could have caused the Government to invoke legally bin-
ding price controls. The Government intervened by means of se-
lective controls in twelve instances. See SOU 1981:41, Appendix
2, Supplement 2.




Diagram 2. Degree of price contirol (columns), inflation- -
rate (continuous line) and election periods during the
1970s (election years are shaded)
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according to the provisions of the Price Control
Act, price monitoring and negotiations between
the Price and Cartel Office and individual firms.
Throughout the decade, firms have been aware of
the potential threat of price controls. Even if a cer-
tain product or sector remained unaffected by
price controls, conditions could change on short
notice. The possibility of legally binding controls
actually constitutes a form of price control. It is
thus difficult to find an unambiguous measure of
the total extent of price controls in Sweden during
the 19870s, owing to the multitude of variations in
control, monitoring and negotiations.

The degree of price control in Diagram 2is a min-
imum measure of the extent of price control policy.
It measures the percentage share of total private
consumption of goods and services subject to
price controls under the Price Control Act during

the 1970s as annual averages of monthly figures.4
Thus, the degree of price control covers the var-
ious forms of price controls listed in Diagram 7and
summarizes the extent of price freezes, price cei-
lings and mandatory prior notification.s Price mon-
itoring, which has existed alongside of the price
controls implemented under the Price Contro! Act,
is not shown in Diagram 2. If price monitoring were
also included, then price control policy in a broad
sense could be regarded as having covered nearly
all private consumption in Sweden during the .
1970s.

Diagram 2 indicates that the degree of price con-
trol adheres to the trend exhibited by the inflation
rate during the 1970s. This development conceals
a number of phenomena. When the Social Demo-
crats were in power during the period 1973--19786,
price controls were primarily selective, i.e. aimed
at specific groups of goods and services. After
1976, the non-Socialist coalition governments have
to a large extent linked control measures to gener-
al stabilization policy, i.e. the devaluations in 1977,
guarantee provisions in the wage agreement for
1978—80 and collective wage negotiations during
the spring of 1980.

Price controls have been expanded without at-
tracting the.attention of politicians or the general
public. Price control policy has become a perma-
nent feature of Swedish economic policy during. -
the 1970s, despite the fact that the amendments to
the Price Control Act in 1973 had preliminarily
been based on the principle that price controls
should remain in effect for short periods only. In
fact, price control policy has led to prolonged con-
trols in a number of sectors. The price freeze on
subsidized staple foods, for example, lasted for

4 The degree of price control is described in detail in SOU 1981:42,
Supplement 10.

5 Pledged prices are excluded. The extent to which this procedure
is used can hardly be measured because firms merely make
pledges concerning their prices. Pledged prices have been used
for three commodities: bread, chicken and potatoes.
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eight years (1973—1980) before it was phased out
by the non-Socialist government, see Diagram 1. In
addition, once a sector or firm has been subjected
to controls, it tends to become the target of repeat-
ed controls in the future. In some cases, a price
freeze in an industrial sector has been followed by
more "flexible” controls such as ©.g. aprice agree-
ment between firms and the Price and Cartel
Office.

In terms of international comparisons, Swedish
price control policy reveals several striking featu-
res. There is a strong emphasis on direct interven-
tion. Various forms of controls, including negotia-
tions and administrative pressure, are used to in-
fluence price determination by individual firms or
sectors. This has given rise to a highly selective
price control policy. Another prominent aspect is
that there is no direct link between price and wage
controls. There have been no constraints on price
increases prompted by contractual wage increas-
es.% Most industrialized countries which have tried
to pursue some kind of incomes policy have as a
rule applied a combination of wage and price con-
trols.” The strength of the parties on the Swedish
fabour market probably explains why government
authorities have avoided wage controls and in-
stead concentrated on prices.

2. The Effects of the Policy of Price Controls
Price control policy can be expected to have had a
number of effects on the Swedish economy. This
analysis covers the effects on the inflation rate, in-
flationary expectations and the firms subject to
price control.

8 8ince 1977, the guidelines for price monitoring do not consent
to price increases motivated by wage drift, i.e. wage increases not
covered by collective wage agreements. This may be regarded as
an attempt — although weak — to regulate wage formation.

N The internatonal experience of price and wage controls is dealt
with in SOU 1981:42, Supplement 7.
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Effects on the Inflation Rate

How have price controls affected the inflation rate
in Sweden during the 1970s? First, there has been
a rising trend in both the inflation rate and the de-
gree of price control throughout the decade; see
Diagram 2. Of course, this does not imply that price
controls have been unsuccessful. In fact, the infla-
tion rate might have been even higher without
price controls. The best way to answer this ques-
tion is by using an econometric mode! which de-
scribes the development that the price level would
have exhibited if price controls had not been intro-
duced. Such amodel was estimated first forperiods
without price controls, mainly during the 1960s.
According to the model, inflationary expectations
and the international inflation rate exerted a strong
influence on inflation in Sweden. The simulation
model was then used to estimate the rate of infla-
tion which would have occurred if price controls
had not been implemented during the 1970s.

The results indicated that for most quarters dur-
ing the 1970s, the actual and simulated inflation
rates were close to each other. The price controls
implemented during the first half of the 1970s
might have had a slight anti-inflationary effect. But
during the latter part of the decade, price controls
— which were more extensive than during the early
1970s — did not seem to have any clear-cut and un-
ambiguous effects on the rate of inflation. These
results imply that the price control policy, i.e. con-
trols under the Price Control Act and the price
monitoring system, did not have any significant re-
straining or augmenting long-run effects on the in-
flation rate.® This conclusion is compatible with
econometric estimations of the effects of price
and wage controls in Great Britain and the U.S.A.
during the 1970s; see SQU 1981:42, Supplement 7.

It cannot be ruled out that the earliest price con-

8 This outcome should not be unexpected, as contractual wage
increases were allowed to be fully reflected in price increases. La-
bour costs constitute the largest item in the overall costs of the
industrial sector in Sweden.




trols, i.e. during the period 1970—71, did have
some anti-inflationary effects. This result coinci-
des with modern stabilization policy theory, which
suggests that an economic policy instrument has a
greater effect the first time it is tried — as in the
case of price controls in Sweden in 1970—71 —
than when it is used repeatedly. It appears that on
later occasions, firms, organizations and the pub-
lic can adapt their behaviour accordingly. The re-
sults of the econometric estimations may be inter-
preted in these terms.9

Thus, in the long run, when firms and the general
public have adjusted their expectations and beha-
viour to price controls and price monitoring, the
present control system cannot be expected to ha-
ve any appreciable effect on the price level. 10 How-
ever, if the policy of price controls and price mon-
itoring were to undergo massive expahsion, the
Swedish economy would be transformed from a
decentralized market economy into a "red tape”
bureaucracy similar to the economies of Eastern
Europe. In such a system, a shift would occur from
open to suppressed inflation. Suppressed inflation.is
characterized by queues and shortages of goods.
The primary function of the price mechanism as a
system of information would be undermined. Expe-
rience has shown that significant welfare losses
are thereby entailed.

Effects on Inflationary Expectations ‘
A great deal of importance is attributed to infla-

91t cannot be precluded that the anti-inflationary effects — attri-
buted to the price controls in this interpretation of the results —
were linked to the exceptionally restrictive economic policy pur-
sued In the early 1970s.

19 The Industrial Council for Social and Econornic Studies (SNS)
in Stockholm conducted a poll on inflationary expections in thirty
large industrial firms in Sweden in the autumn of 1980, The study
concluded that "the firms in question were of the opinion that the
Price and Cartel Office did not influence their price expecta-
tions”, i.a. because the firms had gradually learned to "handle
price controls”. This supports the above discussion on the ef-
fects of price controls; see Bentzel et al, (1980, pp. 57—59),

tionary expectations in current research on stabili-
zation policy. Many empirical studies have indica-
ted that inflationary expectations exert consider-
able influence on the inflation rate, wage formation
and the [evel of interest rates. The relation between
price controls and inflationary expectations is a
key factor in determining the effects of price con-
trols. In fact, price controls have been represented
as a method for "directly” reducing inflationary ex-
pectations and thereby, through e.g. wage forma-
tion, curbing the inflation rate.

What are the effects of Swedish price control
policy on the public’s inflationary expectations? A
comprehensive answer to this question requires
access to time-series data on the inflationary ex-
pectations of the general public for periods with
and without price controls.

However, as time series of the public’s expecta-
tions of the future rate of inflation were unavail-
able, the Price Control Committee took the initia-
tive of conducting a public opinion poli in January
1978, with a representative sample of Swedish
households; approximately 10,000 persons were
interviewed. The poll was aimed at determining the
respondents’ opinions on perceived (historical)
and expected (future) inflation rates. The poll provi-

* ded numerical measures of perceived and expec-

ted inflation rates as expressed by the general pub-
lic. The poll revealed several interesting results.
Swedish households had definite views on the
past and future development of the price level,
which were conveyed in quantitative terms. There
was a clear and firmly established opinion that an
inflationary process was in progress and it was ex-
pected to continue in the future. Econometric esti-
mations indicated a significant relation between
perceived and expected inflation rates; those who
regarded the inflation rate as relatively high also ex-
pected a relatively high rate of inflation in the futu-
re.1)

M See SOU 1981:41, Supplement 3 and Jonung (1981),
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Identical -public opinion polis were conducted
several times during the period 1979—80. The re-
sults of these polls are summarized in Diagram 3,
which shows the temporal development of perceiv-
ed and expected inflation rates and the actual ra-
te.'? The diagram indicates that perceived and ex-
pected inflation are rather sluggish in relation to
the fluctuations in the actual rate of inflation, as
registered by the consumer price index. Perceived
and expected inflation followed the actual rate, al-
though with much less amptitude.

The effects of the price controls on inflationary
expectations cannot be tested satisfactorily on the
basis of the seven polls shown in Diagram 3 be-
cause they were carried out during periods when
price controls were in effect. Data from periods
without price controls are also required. Neverthe-
less, the potential effects of price controls on infla-
tionary expectations can still be discussed on the
basis of the public opinion polls on inflation. Three
main categories of effects may be distinguished.?
Price control policy can affect the expected infla-
tion rate by:

1. an effect on the actual, historical, inflation rate
and thus, through perceived inflation, on expected
rates;

2. an effect on the perceived inflation rate and,
thereby, on the expected rate;

3. a direct effect on the expected rate of inflation.
This effect could be achieved if the public were to
regard the introduction of price controls as a sig-
nal for an actual reduction in the inflation rate.

The discussion of these three effects is based
on the following simple argument: the actual, his-
torical, rate affects the perceived rate which, in
turn, influences expected and, thus, future infla-
tion.

The econometric tests reported earlier with re-

2 8ee SOU 1981:41, Supplement 4, for a more detailed descrip-
tion.

3 Additional indirect effects of price controls could be included
in a more detailed analysis.
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spect to the effects of the price controls on the ac-
tual inflation rate during the latter part of the
1970s, indicate that the controls did not have any
significant, long-run effect on the inflation rate in
Sweden. Consequently, it seems reasonable to
rule out any appreciable influence according to
effect 1 above.

Did the price controls have an independent ef-
fect on perceived and expected inflation according
to 2 and 3 above? The numerical values which the
respondents assigned to perceived and expected
inflation are not on a conspicuously high or low
tevel in relation to actual inflationary devel-
opments. An expected rate of inflation between
eight and eleven percent annually during the peri-
od 1978—81, as shown in Diagram 3, should be re-
garded as reasonable and realistic in terms of the
rising inflationary trend in Sweden and throughout
the world during the 1970s. ‘

Reasonable arguments thus suggest that price
control policy in Sweden during the 1970s had no
significant effect on inflationary expectations in
either direction. Price controls have become a per-
manent feature in the Swedish economy during the
1970s, without the general public having discerned
areduction in the inflation rate as compared to the
development in the 1950s and 1960s. Therefore,
price control policy — to the extent that it has at-
tracted the attention of the public at all — appears
to have lost a great deal of its credibility as an anti-
inflationary instrument. This implies that it is du-
bious whether price controls had any noticeable
effect on inflationary expectations. Instead, such
measures were more likely to become submerged
in the flow of economic policy information to
which the public was exposed during the 1970s.

Effects on Firms Subject to Price Controls

Under the auspices of the Price Control Commit-
tee, the Government Consultant Organization
(Statskonsult AB) studied the effect of a price
freeze on firms in the following five industries:
door carpentry, porous concrete, fertilizers, electri-




Diagram 3. Actual and expected inflation, 1978—1981

Continuous line denotes actual inflation, the broken line expected inflation; annual percentage change; the projected
twelve months covered by inflationary expectations are indicated by an arrow, beginning with the month in which the
expectations interview took place. The beginning of the arrow (a small circle) indicates the perceived rate of inflation.
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cal household appliances and passenger cars. Se-
lective price controls were imposed on these indu-
stries in the mid-1970s, for slightly more than one
year. The study is based primarily on interviews.
The results show that firms in each of the five indu-
stries “acknowledged far-reaching negative ef-
fects from the imposition of a price freeze”. A de-
crease in profitability was indicated as the main ef-
fect. A negative impact on the firms’ propensity to
invest was also found; see SOU 1981:42, Supple-
ment 12,

Price controls appear to have had negative ef-
fects on profitability and investment in other sec-
tors. Prolonged price controls also increase the
risk that an industry will not attract new firms and
investments. Indications are that price controls ha-
ve contributed to such effects in the food-produc-
ing industry and building materials sector. The
probability that price controls would be imposed

represented a new type of uncertainty — and thus
cost — in firms’ activities during the 1970s. Firms
subject to price controls also incurred other types
of costs related to the immediate adjustment to a
control measure: considerations as to which prod-
ucts were covered by a specific regulation, which
pricés should prevail in different contracts, which
guidelines were applicable when asking for exemp-
tions, etc. Price controls also led to internal dis-
cussions concerning the temporal aspects of
firms’ pricing policy.

In numerous instances, price controls evolved
into a negotiation process between the Price and
Cartel Office and firms, where the bargaining pow-
er of the parties determined the final outcome.
Some firms tried to strengthen their bargaining po-
sition by calling in trade union organizations, local
government agencies and politicians. In some ca-
ses, negotiations continued for a long period of
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time and sometimes consisted of a series of bids
and counterbids.¥ This development may be sum-
marized as follows. The policy of price controls has
altered the economic system in which firms oper-
ated and increased their dependence on the policy
of the price control authorities.

Price controls also affected competitive condi-
tions. The Price and Cartel Office often negotiated
directly with different trade assoclations in regard
to the pricing of their members’ products. In nego-
tiations with the Price and Cartel Office, individual
firms sometimes enlisted the aid of representa-
tives for various trade interests. Thus, price control
policy reinforced incentives for cooperation and
coordination in Swedish industrial sectors where
price controls were imposed.is One example is
that firms often decided on a joint strategy in their
negotiations with the Price and Cartel Office and
the Ministry of Commerce and Industry. The Re-
strictive Trade Practices Commissioner, whose job
is to safeguard competition in the Swedish econ-
omy, has criticized the Price and Cartel Office on
several occasions and pointed out that extensive

price control policy constitutes a threat to compe-
tition.

" These aspects are described in Jonung (1980).

% One case where a price freeze contributed to a merger has been
documented. Husqvarna AB suffered a significant decrease in
profitability during a price freeze on electrical appliances. Owing
to a small export share, the company could not compensate do-
mestic losses on foreign markets. Electrolux, a competing firm,
occupied a relatively strong position on export markets and took
over Husqvarna in conjunction with the price freeze. See SOU
1981:42, Supplement 12.
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3. The Political Economy of Price Controls1®
Economic theory and empirical investigations sug-
gest that price controls are an inefficient and un-
suitable means of lowering the inflation rate. Why
is it then, that price controls have been used to
such a large extent in Sweden and internationally
during the 1970s? What processes prompt govern-
ments to impose price controls when such mea-
sures apparently do not have any long-run effects
on inflation? The answers to these questions
should be sought in the incentive structure of the
political system.

Political processes create a demand for con-
trols. Public opinion polls taken by the Swedish In-
stitute of Public Opinion Research (Sifo) in Octo-
ber 1980 and the spring of 1981 indicated that a ma-
jority of the respondents were in favour of a price
and wage freeze in order to curb inflation. Gallup
polls in the U.S.A. during the 1970s produced sim-
ilar results; the American public wanted price and
wage controls when such measures were not in ef-
fect and once implemented, controls should be
made more restrictive; see Blinder (1979, p. 110).

Given this demand for regulation, the imposition
of price controls is politically rewarding. Controls
have a number of attractive features in a political
perspective. They can go into effect immediately.
The government can create the impression that it is
doing something about an impopular phenome-
non, i.e. inflation. Controls convey a concrete and
comprehensible message to the public/voters: in-
flation will be halted, or at least limited by ren-
dering it unlawful.

Price control policy yields immediate political
rewards, whereas the political costs are not notice-
able in the short run. These costs are postponed
and are, in addition, difficult to observe and identi-
fy as effects of price controls alone. An economic
policy of restraining aggregate demand, aimed at
reducing the inflation rate, reverses the time order
of political expenditures and revenues. This type of

9 This section is a summary of SOU 1981:41, Supplement 2.




stabilization policy often results in rising unem-
ployment in the short run, followed by a drop in the
inflation rate later on. This tends to make price
controls relatively attractive, particularly in an
economy such as Sweden’s, with three-year elec-
tion periods.17

According to these arg uments, the degree of pri-
ce control in the Swedish economy could be ex-
pected to exhibit an election pattern, where the ex-
tent of price controls would be greatest during an
election year.® Diagram 2 shows that the degree
of price controt was higher during election years
than during the preceding year for three out of the
four elections held during the 1970s. However, the
increase in the degree of price control was rather
small from the year prior to an election to the elec-
tion year in 1972—73 and 1975—76. Moreover, the
degree of price control rose in the year after elec-
tions in three out of four instances, i.e. 1971, 1974
and 1977. Thus, the trend in the degree of price
control as illustrated in Diagram 2 lends little sup-
port to the concept of a clear election pattern in
Swedish price control policy.19)

The selective price control policy pursued in
Sweden during the 1970s also illustrates certain
political aspects of regulation. Table 1 lists the
goods and services subject to selective mea-
sures.2% The table is based on a classification into
five categories: 1) food products; 2) household
goods; 3) passenger cars and petroleum products;
4) paper, wood products and building materials;
and 5) miscellaneous. The most striking feature in
Table 1is the high frequency of price controls on

" There is also an appreciable risk that price controls are impo-
sed instead of a restrictive stabilization policy. Experience has
shown that price controls easily become a substitute for, rather
than a complement to, restrictive economic policy.

'8This is thus an aspect of the so-called election cycle,

¥ An election pattern with respect to price and wage controls is
discernible in several countries; see SOU 1981:42, Supplement 7.
20 Cox (1980) developed a theory for the selection of goods sub-
ject to price controls.

food products and building materials. This is to a
large extent explained by the predominating impor-
tance of food and housing costs in the political de-
bate. These are sizeable items in households’ ex-
penditures and are thus assigned large weights in
the consumer price index.

The motive for many of the controls described in
Table 1 were presented in press releases from the
Ministry of Commerce and Industry when the mea-
sures went into effect. These bulletins show that
distributional considerations have often predom-
inated. When price freezes on bread, flour, a num-
ber of building materials, newsprint, paper towels,
table napkins, toilet tissue and diapers were intro-
duced in March 1974, the Minister of Commerce
and Industry motivated these measures as a conti-
nuation of “our policy to limit households’ expen-
ditures for food and housing’’. When price controls
on potatoes went into effect in November 1975, the
Minister responsible for the measure stated that
recent sharp increases in the price of potatoes
meant that ”families with children and low-income
earners were especially hard hit. The Government
has therefore directed its immediate attention to
reducing the price of potatoes to a more reason-
able fevel through price controls”. A survey of the
motives underlying selective price controls indica-
ted that considerations concerning the distribu-
tion of income — and not stabilization policy —we-
re decisive factors; see SOU 1981:41, Supplement
2.

The view that price controls have been used to
promote political support for the ruling party has
been confirmed by the U.S. price and wage policy
in the early 1970s. Nixon’s memoirs clearly show
that although he had formerly been strongly
against price and wage controls, the political pro-
cess forced him to impose controls, despite the
fact that he remained ideologically opposed to
them. Political motivation for price controls is also
illustrated in the economic policy "memoirs” pub-
lished by two of Nixon's advisers, Herbert Stein
(1978) and George Schultz (1977). However, corres-
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Table 1. Goods and services subject to selective price controls under the Price Control Act, 1973—~1980; schematic
classification into five categories
The dates in parentheses refer to the duration of price controls. The measures include price freezes, price ceilings,
maximum price pledges and mandatory prior notification.

Food products

U

Households goods

@

Passenger cars,
petroleum products

®

Paper, wood products
building materials

4

Miscellaneous

(5)

Chicken

(Sept. 6, 1976 —
Dec. 31, 1980)
Canned and frozen
foods (Mar. 3, 1976—
Dec. 21, 1976)
Flour, bread

(Mar. 15, 1974—)
Margarine

(May 28, 1975—
June 24, 1976)
Potatoes

(Nov. 24, 1975—
June 24, 1976)
Coffee

(July 26, 1975—
Aug. 4, 1977)
Subsidized staple
foods (cheese, beef,
pork, cured meat
{(Jan. 1,1973—0ct. 21,
1980); milk (Jan. 1,-
1973—)

Toiletries and
cleaning products
(June 18, 1975—
Mar. 24, 1976)
Diapers and soft
paper products
(Mar. 15, 1974—Mar.
24, 1977; Oct. 24,
1978—Jan. 25, 1979)
Sanitary napkins
(July 24, 1974—Dec.
21, 1975; June 18,
1976—Mar. 24, 1977)
Electrical household
appliances

(Dec. 21, 1974—
Dec. 21, 1975)

Gasoline, fuel oil
(Oct. 19, 1973—June
30, 1975; Nov. 18,
1978—Sept. 12, 1980)
Passenger cars,
spare paris

(Aug. 4, 1976—

Dec. 21, 1976)

Auto batteries

(Nov. 18, 1978—
Jan. 25, 1979)

Building materials,
etc. (Mar. 15, 1974—
Dec. 21, 1975)

Wood and carpentry
products, etc. (Sept.
7, 1973—Dec. 21,
1974; June 16, 1976—)
Pulp, fine paper, kraft
& cardboard (Sept. 7,
1973—Mar. 24, 1977)
Pulp wood (Sept. 7,
1973—Dec. 21, 1975;
June 16, 1976—)
Mineral wool,
insulating panes &
cellular plastic

(Mar. 25, 1977—)
Cement roofing tiles
(Dec. 21, 1977—
Oct. 10, 1978)

Bricks (Jan. 27,
1978—May 3, 1978)
Plate glass (Aug. 4,
1878—0ct. 10, 1978)
Plastic flooring

(Oct. 24, 1978—

May 18, 1979)
Kitchen cupboard &
wardrobes (Mar, 28,
1979—May 16, 1880)
Plywood (June 28,
1980—0ct. 21, 1980)

Hides, skins, leather
goods (Mar, 3, 1976—
Oct. 10, 1978)
Agricultural
machinery (Sept. 11,
1974—Feb. 2, 1976)

Fertilizers (Sept. 11,
1974—O0ct. 2, 1975)
Trucking (Sept. 2,
1975—July 13, 1976;
Dec. 18, 1977—

Dec. 31, 1880)

Room rentals (May 19,
1979—Aug. 31, 1979)

Note: This table is not intended to be comprehensive; in many cases, the price control category was adjusted for certain goods. The
duration of price controls in the table covers all categories of measures according to the Price Control Act.
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pondingly frank policy confessions are not avail-
able for Sweden. But there is no reason to rule out
similar mechanisms at work in Sweden during the
1970s.

4. The Future of Price Control Policy

The price control policy of Sweden during the
1970s has had negative effects. Controls have not
had any noticeable impact on the long-run inflation
rate. Controls became a permanent feature of Swe-
dish economic policy throughout a decade in
which inflation increased more rapidly than at any
other time in Swedish peacetime history.2" Firms
have had to operate under changed conditions
brought about by controls. Uncertainty in regard to
the possibility of price increases and earnings on
future investments has increased. Negotiations
with the Price and Cartel Office have become an
important activity for many firms. Sharp and easily
observable price increases have become compara-
tively more expensive to effectuate since the risk
for intervention from the political system grows in
proportion to the size of a price increase.

In its main report, the Price Control Committee
recommends that the type of price control policy
pursued in Sweden during the 1970s should be ter-
minated. This applies to price controls under the
Price Control Act and price monitoring by the Price
and Cartel Office which has a direct impact on
price determination in individual firms. The Com-

20This applies at least after the first half of the 1700s; see Jonung
(1976).

2 0ne member of the Committee wanted to go one step further
and abolish the Price and Cartel Office in order to minimize the
risk of using price controls. He argued that "as long as the Price
and Cartel Office exists — even if the agency is occupled with
tasks other than price controls — there is an appreciable risk that
some future government will use the Price and Cartel Office to
control prices, despite the knowledge that price controls do not
reduce inflation™. If the authority which can administer price con-
trols — and also serve as a pressure group in favour of price con-
trols — is disbanded, it would be much more difficult to imple-
ment price controls in the future; see special comment by Jonung
in SOU 1981:40.

mittee advocates a return to the policy which pre-
vailed during the 1950s and 1960s, i.e. "aimed at
registering, providing consumer information and
promoting competition”.22 However, the fact that
price controls are popular with the pubtic, and thus
also with the political parties, implies that price
controls will be in demand as long as inflation
constitutes a serious problem. The political sys-
tem has a tendency to institute price controls as a
consequence of a high inflation rate.
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