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This study describes the anatomy of the boom, deep depression and recovery in the Finnish 
and Swedish economies in the period 1985-2000. These fifteen years are divided into three 
phases: (1) financial liberalization and the boom and the overheating of 1985-90, (2) the 
outbreak and spread of the crisis to all sectors of the economy in 1990-92, and (3) the 
recovery 1993-2000.  
 
The focus of the study is on the interaction between financial market liberalization and 
general economic activity. For the boom phase, the authors examine how financial 
deregulation set off a process of credit expansion, asset price inflation, rapid growth in 
consumption and investment, an inflow of foreign capital, loss of foreign competitiveness, 
and speculation against the pegged exchange rates in both countries. For the bust phase, they 
describe a vicious circle of rising real rates of interest, falling asset prices (asset price 
deflation), financial fragility, exploding budget deficits and rising unemployment. Here they 
stress the role of monetary and fiscal policies first in creating and then in alleviating the crisis. 
Finally, they examine the recovery phase. 
 
The comparative perspective adopted in this study reveals that Finland and Sweden followed 
a strikingly similar pattern of economic polices and macroeconomic performance. The two 
countries behaved as if they were “economic twins”. A new economic order emerged after the 
financial liberalization and the boom-bust cycle based on the free flow of capital across 
borders, stronger central bank independence, and a convergence to the EU institutional 
framework in both countries.  
 
 


