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 Households' sensitivity to 
interest rates 

The current very low repo rate is contributing to holding down 

households' interest expenditure and to stimulating consumption. 

But high indebtedness, combined with a large share of mortgages at 

variable interest rates, has at the same time made households more 

sensitive to future interest rate changes. The Riksbank's forecast 

implies that household consumption will continue to grow at a 

stable pace, even when the gradual increases in the repo rate begin. 

However, there are risks and one cannot rule out the possibility of a 

weaker development in consumption.  

There are considerable differences in the level of sensitivity to 

interest rates from household to household. Households with a high 

level of indebtedness will experience a large increase in interest 

expenditure over a few years, which could lead to extensive 

adjustments to consumption. The more households there are with a 

high level of indebtedness, the greater the risks to the 

macroeconomy. However, a high sensitivity to interest rates is not 

the only risk linked to high indebtedness. Sensitivity to a fall in 

housing prices, for instance, will also increase. There are thus 

several reasons to take macroprudential policy measures to try to 

dampen growth in household indebtedness. 

Low interest rates have pushed down households' interest 
expenditure. 

Changes in the repo rate affect the economy in several ways, for instance, 

via effects on households' interest expenditure with regard to mortgages. 

The size of the interest expenditure is determined by the level of the 

interest rate and the size of the debt: 

 

Interest	expenditure	 interest	rate  

 

Households' interest expenditure is included in the calculation of 

disposable incomes, which gives an approximate idea of how much 

scope for consumption the household has. Disposable income is defined 

roughly as follows: 

 

D 	 	 	capital	income	 	transfers 

taxes	 interest	expenditure 
 

The larger the interest expenditure, the less disposable income is left, all 

else being equal. The absolute level of interest expenditure does not say 

very much about households' ability to bear debt. Interest expenditure is 

therefore often calculated as a percentage of disposable income, in the 

form of the so-called interest ratio: 

 

Interest	ratio	 interes	rate
	

 

Figure A11. Households' interest ratio 
Per cent of disposable income 

 
Note. The interest ratio has been calculated as a 4-quarter 
moving average, where interest expenditure, excluding the FISIM 
adaptation, has been adjusted for tax deductions. 

Source: Statistics Sweden 

Figure A12. Repo rate and weighted mortgage rate 
Per cent, quarterly averages 

 
Note. Weighted mortgage rate refers to the mean of the major 
banks' list prices for maturities of 3 months, 1 year, 2 years, 3 
years and 5 years, weighted with their respective maturity's 
weight in the CPI. 

Sources: Statistics Sweden and the Riksbank 
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The historical development of the interest ratio is shown in Figure A11. 

We can see that the interest ratio has fallen since the beginning of the 

1990s. One factor that has contributed to pushing down the interest ratio 

is the falling interest rates (see Figure A12). As household debt consists 

to a large extent of mortgages, the mortgage rate is the interest rate that 

has greatest importance for households' interest expenditure. 

Households' mortgage rates usually follow the development of the repo 

rate fairly well (see Figure A12).28  

But at the same time as interest rates have fallen, household 

indebtedness has risen substantially. Household debt as a percentage of 

disposable income is currently twice as high as in the mid-1990s (see 

Figure A13).  

High indebtedness increases sensitivity to interest rate changes  

The high indebtedness contributes to making households more sensitive 

to changes in interest rates, as interest expenditure is greater for every 

given interest rate. A large and increasing share of Swedish households' 

mortgages are taken at variable interest rates (see Figure A14). This 

means that changes in the interest rate also have a more direct impact 

on households' interest expenditure.29 

All in all, it is clear that households' sensitivity to interest rates has 

increased over time, to the extent that interest expenditure is to a large 

degree influenced by changes in interest rates. The question is what 

significance this may have for household consumption in the future.  

Good conditions for continued strong growth in consumption in the 
coming years 

Figure A15 shows the Riksbank's forecast for the repo rate and 

households' interest ratio until the end of 2017. The repo rate needs to 

remain very low to support economic activity and make inflation rise 

towards the target. This means that the interest ratio will bottom out at 

around 2.7 per cent, which is very low in an historical perspective. 

However, when inflation is clearly higher and growth has picked up, it is 

considered suitable to begin raising the repo rate. At the end of the 

forecast period, the repo rate is expected to be 1.75 per cent. The interest 

ratio is then expected to be around 4.2 per cent.  

Even if an increasingly large share of households' incomes are spent 

on interest payments, the Riksbank assesses that household consumption 

in the economy as a whole will continue to develop in a stable manner in 

the coming years. There are two main reasons for this: one is the general 

development of disposable incomes and the other is households' saving 

behaviour.  

Figure A16 and Table A1 show different components of households' 

disposable incomes. The table shows levels in SEK billions in 2014 and 

                                                            
28 After the financial crisis, mortgage rates have not fallen quite as much as the repo rate, partly due to 
changes in competitive conditions, increased capital requirements and higher mortgage margins. See, for 
instance, the article "The relationship between the repo rate and interest rates for households and 
companies", Monetary Policy Report, February 2012, Sveriges Riksbank. 
29 See, for instance, J. Johansson, B. Lagerwall, and H. Lundvall, ”Larger share of variable mortgages 
– how does this affect the impact of monetary policy?”, The Riksbank’s inquiry into risks in the Swedish 
housing market, Sveriges Riksbank, 2011 and J. Alsterlind, U. Holmberg, K. Jönsson, B. Lagerwall and J. 
Winstrand, ”Risks to the macroeconomy and financial stability arising from the development of household 
debts and housing prices”, Memo 6 of the analysis group of the Macroprudential Policy Council, Sveriges 
Riksbank, 2013. 

Figure A13. Household debt ratio 
Per cent of disposable income 

Note. Households' total debts as a share of their disposable 
income. Summed over the past four quarters. 

Sources: Statistics Sweden and the Riksbank 

Figure A14. Percentage of variable-rate mortgages 
Per cent of existing mortgages 

Note. Variable-rate refers to mortgages with fixed periods of 
three months or less. 

Source: Statistics Sweden 

Figure A15. Households' interest ratio, repo rate 
and weighted mortgage rate 
Per cent of disposable income and per cent 

 
Note. Weighted mortgage rate refers to the mean of the major 
banks' list prices for maturities of 3 months, 1 year, 2 years, 3 
years and 5 years, weighted with their respective maturity's 
weight in the CPI. The interest ratio has been calculated as a 4-
quarter moving average, where interest expenditure, excluding 
the FISIM adaptation, has been adjusted for tax deductions. 

Sources: Statistics Sweden 
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2017, while the figure shows the contributions of different components 

to the change in disposable income.  

Table A1. Households' disposable incomes, consumption and saving  
SEK billion 

  2014 2017 Change 

Wages* 1,593 1,829 236 

Capital income 285 327 43 

Net sum of transfers, taxes, etc.  171 181 9 

Interest expenditure**  −43 −92 −49 

Disposable income 2,006 2,244 239 

Consumption 1,827 2,090 263 

Saving*** 179 154 −25 
*Refers to payroll expense. 
**Interest expenditure includes so called FISIM adjustment, which means that the relationship 
between interest expenditure and disposable income differs somewhat from the figures in the 
calculation of the interest ratio. 
***Refers to own total savings. 
Note. "Taxes, transfers, etc." is a collective item that includes taxes, transfers and entrepreneurial 
incomes. Due to rounding off, all items in the table do not exactly add up. 
Sources: Statistics Sweden and the Riksbank. 

 

Particular attention should be paid to the blue columns in Figure A16, 

which show how changes in households' interest expenditure contribute 

to the development of households' disposable incomes. Columns larger 

than zero contribute to increasing disposable income and vice versa. The 

contributions reflect the development of the repo rate. The gradual cuts 

to the repo rate since the end of 2011 have made a positive contribution 

to households' disposable incomes. The repo-rate increases at the end of 

the forecast period, on the other hand, contribute to lower disposable 

incomes.  

However, Figure A16 also shows that wages in the economy will 

increase faster in the coming years, as economic activity improves. This 

will contribute to disposable incomes in total continuing to grow at a 

good pace in the coming period. We see that columns above zero in the 

figure are far greater than those below zero during the forecast period.  

Moreover, household saving is high to start with. The weak 

economic activity in recent years has probably contributed to an increase 

in precautionary saving among households. As economic activity 

improves, households are expected to reduce their saving (see Figure 

A17). Saving will nevertheless be at a high level, in historical terms, even 

at the end of the forecast period.  

All in all, there are good conditions for consumption to continue to 

grow at a good pace, even if interest expenditure increases (see Figure 

A17). However, it should be emphasised that forecasts are always 

uncertain. It is not possible to rule out a weaker development in 

household consumption than in the Riksbank's main scenario. The 

general economic outlook can change. Developments abroad have been 

a major source of uncertainty in recent years. For instance, growth in the 

euro area could be lower than expected, which would probably dampen 

consumer confidence in Sweden, too. This could then lead to household 

Figure A16. Contributions to the households' 
disposable income development 
Percentage points 

Note. The figures refer to nominal data. Wages refers to payroll 
expenses. Disposable income is shown as annual percentage 
change, while contributions refer to percentage points. "Taxes, 
transfers, etc." is a collective item that includes taxes, transfers 
and entrepreneurial incomes. 

Sources: Statistics Sweden and the Riksbank 

Figure A17. Households' consumption and savings 
ratio 
Annual percentage change and per cent of disposable 
income 

Note. The savings ratio refers to own total savings. 

Sources: Statistics Sweden and the Riksbank 
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saving increasing further and to consumption developing more weakly 

than in the main scenario. 30 

A further factor that could entail risks to developments in 

consumption and the macroeconomy, particularly in the longer run, is 

the link between households' sensitivity to interest rates and how debts 

are distributed between households. 

The development of interest expenditure differs substantially from 
one household to another, depending on indebtedness 

The aggregate debt ratio of around 170 per cent of disposable income 

hides major differences between groups of households. Many 

households have no loans at all. For mortgage borrowers, the average 

debt ratio is more than 300 per cent.31 The 10 per cent mortgage 

borrowers with the highest debt have a debt ratio of more than 600 per 

cent (see Figure A18).32 

Table A2 shows a rough estimate of the interest ratio for the 

different groups of households. The first column shows the level of the 

interest rate today, at the end of the forecast period and according to an 

interval for the long term level.33 The columns on the right show the 

interest ratio for the different groups. The change in interest expenditure 

in relation to today's level is illustrated in Figure A19.34  

Table A2. Interest expenditure for different groups of households 
Percentage of disposable income 

 Interest rate*  Interest 
expenditure** 

 

  All, even 
those with 
no debts 

Only mortgage 
borrowers 

Ninetieth 
percentile among 

mortgage 
borrowers 

Q4, 2014 0.1 (2.3) 2.8 5.1 10.2 

Q4, 2017 1.8 (4.4) 5.3 9.6 19.3 

Long run 3.5–4.5 (5.5–6.5) 6.6–7.8 12.1–14.2 24.2–28.6 
*The figures show the repo rate and, in brackets, the weighted mortgage rate. The long-run interest 
rate level refers to the interval 3.5–4.5 per cent for the repo rate and an assumed difference of two 
percentage points between the repo rate and the weighted mortgage rate. 
**Percentage of disposable income including tax deduction for interest expenditure of 30 per cent, 
Note. The table shows an estimate of the interest expenditure after tax as a percentage of disposable 
income, at different interest rates. The interest ratio for the different groups has been calculated as 
the weighted mortgage rate after tax deductions, multiplied by the debt ratio for the different 
groups. The debt ratio is 313 per cent on average for mortgage borrowers, while the ninetieth 
percentile for the debt ratio among mortgage borrowers is 628 per cent. For all, including those with 
no debts, the aggregate debt ratio of 172 per cent has been used. See also the note to Figure A18. 
Sources: Statistics Sweden and the Riksbank.  

 

It is clear that a rise in interest rates could have significant effects on 

interest expenditure for households with a high level of indebtedness.35 

For example, the calculations indicate that an upturn in the interest rate 

from the current level to the level at the end of the forecast period will 

make the interest ratio for the 10 per cent of mortgage borrowers with 

                                                            
30 See Chapter 2 of this report. 
31 The average debt ratio among indebted households is around 250 per cent, but this includes both 
households with mortgages and those without mortgages but often with much smaller loans. These can be 
small credit card debts or loans for consumption. See J. Winstrand and D. Ölcer, ”How indebted are the 
Swedish households?" Economic Commentary no. 1, 2014. Sveriges Riksbank. 
32 The ninetieth percentile for the debt ratio among mortgage borrowers is 628 per cent. 
33 There is great uncertainty over the level of the long term interest rate; see the discussion in the box “Low 
global interest rates” in this report..  
34 It is assumed in the calculations that the debt ratio will remain unchanged throughout the forecast period. 
As a result of differences in methods of calculation, the levels of the interest ratio differ somewhat for all 
households in relation to Figure A15. 
35 An adjustment for tax deductions has been made when calculating the interest ratio. 

Figure A18. Debt ratio among different groups of 
households 
Per cent of disposable income 

Note. The debt ratio for mortgage borrowers is based on the 
Riksbank's credit data from July 2013. For all, including those 
with no debts, the aggregate debt ratio has been used, 
calculated using Statistics Sweden's data from Q2 2013 (non-
revised data) to facilitate comparison. 

Sources:  Statistics Sweden and the Riksbank 

Figure A19. Development of interest expenditure 
among different groups of households 
Change in interest expenditure compared with Q4, 
2014, percentage points compared to disposable 
income 

 
Note. The broken interval refers to interest expenditure at the 
interval for the long-term repo-rate of 3.5–4.5 per cent. For more 
details on the calculations, see the note to Table A2. 

Source: The Riksbank 

0

100

200

300

400

500

600

700

All, even
non-indebted

Only mortgage
borrowers

Ninetieth percentile
of mortgage
borrowers

0

3

6

9

12

15

18

All, even non-
indebted

Only mortgage
borrowers

Ninetieth
percentile of

mortgage
borrowers

Q4, 2017
Long run



 M O N E T A R Y  P O L I C Y  R E P O R T  O C T O B E R  2 0 1 4   51  

 
 
 
 
 
 

 

the highest debts rise to around 19 per cent or more.36 This corresponds 

to an upturn of around 8.5 percentage points of disposable income in 

relation to the current level, which can be compared with around 2.5 

percentage points for households as a whole (see Figure A19). 

The interest-rate sensitivity of those with high debts may pose risks 
not only to individual households but also to the macroeconomy as 
a whole 

The picture of the interest-rate sensitivity of highly-indebted households 

becomes even more tangible if one considers the interest ratio that 

would apply given a long-run normal repo rate of between 3.5 and 

4.5 per cent. This is shown in the lowest line of Table A2 and in the blue 

bars in Figure A19. One should also bear in mind that variations occur 

around the long-run level of the repo rate, both upwards and 

downwards. A general illustration of how the interest expenditure of the 

different groups varies with the repo rate is shown in Figure A20. The 

effects of rising interest rates in the long run can therefore be 

considerable for highly-indebted mortgage borrowers. Substantial 

adjustments in consumption may be required on the part of these 

households.37 This applies in particular if they have not made sufficient 

allowance for increasing interest rates but have based their loan 

decisions on interest rates being lower than proves to be the case.  

The high level of interest-rate sensitivity among highly-indebted 

mortgage holders does not necessarily entail risks for individual 

households alone. The more highly-indebted households there are, the 

more households who may be forced to drastically adjust their 

consumption when interest rates eventually rise, and the greater the risks 

to the macroeconomy.  

High sensitivity to interest rates is not the only risk linked to high 
indebtedness 

So, what conclusions can we draw from the increase in the households' 

sensitivity to interest rates? In the Riksbank's forecast for the years 

immediately ahead, the assessment is that household consumption will 

continue to develop favourably, even when repo-rate increases 

eventually begin. However, there will be major differences in interest 

expenditure between different groups of households and expenditure 

will increase much more among the highly-indebted households. These 

households may eventually be forced to make significant adjustments to 

their consumption, which ultimately may also pose risks to the stability of 

the macroeconomy.  

However, a high sensitivity to interest rates is not the only risk 

linked to high indebtedness. Sensitivity to other types of shock is also 

increasing. Several empirical studies from Denmark, the United Kingdom 

and the United States have shown that highly-indebted households 

                                                            
36 The calculations are based on the ninetieth percentile for the debt ratio among mortgage borrowers. 
37 As part of their credit assessments, the banks usually draw up so-called discretionary income calculations to 
assess a borrower's debt-servicing ability. The Riksbank's analysis indicates that a significant proportion of 
highly-indebted new mortgage borrowers risk deficits in their discretionary income calculations even at rather 
moderate interest-rate increases. In the event of a deficit, these households must then either reduce their 
saving or their consumption in order to be able to continue to meet their interest expenditure. Partly in light 
of this, the Riksbank has recommended Finansinspektionen to ensure that sound and realistic minimum levels 
are introduced for the banks' discretionary income calculations. See Financial Stability Report 2014:1, Sveriges 
Riksbank. 

Figure A20. Illustration of how interest expenditure 
varies with the repo rate among different groups of 
households 
Per cent of disposable income 

 
Note. The calculations have added a constant supplement of 2 
percentage points to the mortgage rate as compared to the repo 
rate. The calculations otherwise comply with Table A2. 

Source: The Riksbank 

0

10

20

30

40

50

60

0 1 2 3 4 5 6 7 8 9 10
Repo rate

All, even non-indebted
Only mortgage borrowers
Ninetieth percentile of mortgage borrowers



52 A R T I C L E  

 
 
 
 
 
 

 

adjust their consumption more when housing prices fall than households 

with low debts. This need not only be due to direct credit constraints, but 

may also be due to precautionary saving increasing more among highly-

indebted households. 38 In countries were housing prices have fallen, 

consumption has also shown very weak development. There are 

therefore several reasons for taking targeted macroprudential policy 

measures that aim to reduce household demand for loans and thus 

reduce the risks linked to household indebtedness. 

 

 

                                                            
38 See, for example, A. L. Andersen, C. Duus, and T. Lærkholm Jensen, (2014), “Household debt and 
consumption during the financial crisis: Evidence from Danish micro data”, Working Paper, Danmarks 
Nationalbank. 
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