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CHAPTER 1 – BOXRiksbank to publish its own 
forecast for the repo rate

The Riksbank’s decision to begin publishing its own forecasts for 

the repo rate is a further step towards greater openness and clarity 

in communication. This change will not affect how monetary policy 

is conducted, but will have certain consequences for the forecasting 

process. The background to the changes the Riksbank is now making 

in its monetary policy analysis and communications is described 

below.8

Why is the Riksbank to publish its own forecast for the repo rate?

Up to the autumn of 2005, the Riksbank based its forecasts in the main 

scenario on the assumption that the repo rate remained constant during 

the forecast period. This made it easy for the Riksbank to communicate, 

which was particularly important when establishing the new monetary 

policy regime and building up credibility for the infl ation target. At the 

same time, it was mostly an unrealistic assumption that made it diffi cult 

to make good forecasts. Moreover, it gave no clear guidance as to how 

the Riksbank viewed future interest rate developments. This was a 

disadvantage since the general public’s and the markets’ expectations of 

the future interest rate path are just as important for the way monetary 

policy infl uences the economy as the expectations regarding the decision 

on the current level of the interest rate. 

These problems diminished when the Riksbank began making 

forecasts based on market expectations, as refl ected in implied forward 

rates.9 In most cases, market expectations provide a much more realistic 

path for the future development of the repo rate than the assumption of 

a constant repo rate. At that time, the Riksbank also began talking more 

systematically about future interest rate developments by commenting on 

the plausibility of the interest rate path given by market expectations. By 

doing so, the Riksbank took a major step forwards towards greater clarity 

in terms of making known its view on the future development of the repo 

rate. 

The Riksbank’s decision to publish its own forecasts for the repo 

rate is a further step towards greater clarity. Market expectations do not 

necessarily refl ect the considerations that form the basis for monetary 

policy decisions. By making its own forecasts for the repo rate, the 

Riksbank can explain more clearly to the general public and the fi nancial 

markets how it envisages future interest rate developments and how 

it reasons when making monetary policy decisions. It is also natural in 

forecasting work to treat the repo rate as one forecast variable among 

others. 

Basing forecasts on market expectations can give rise to problems 

if the market’s view differs from the central bank’s view of a reasonable 

future development for the policy rate. The forecast regarding 

developments in the real economy and infl ation that is published will not 

8 A more detailed account with references can be found in Irma Rosenberg’s speech, “Riksbank to introduce 
own path for the repo rate”, 17 January 2007.

9 Between 1999 and 2003, the Riksbank published alternative infl ation forecasts based on repo rate expecta-
tions in market surveys.
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CHAPTER 1 – BOX

then be that which the central bank believes most likely. The value of the 

published forecast is therefore diminished.

An additional clarity offered by the Bank’s own interest rate forecast 

is also related to the fact that the interpretation of implied forward 

rates as the market’s expectations of the repo rate’s development is not 

clear-cut. The reason is that forward rates include premiums that can be 

regarded as compensation for differences between securities with regard 

to maturity, credit risk and degree of liquidity. Estimating the size of these 

premiums is complicated and can be done in different ways. This risks 

creating confusion in the Riksbank’s communication.

Potential problems with own forecasts for the repo rate

In order to make a forecast for the repo rate, the Executive Board of 

the Riksbank must together make an assessment of what would be a 

desirable path for the repo rate during the forecast period, even though 

the interest rate decisions only refer to the level of the repo rate applying 

until the next monetary policy meeting. The different members of the 

Executive Board may have differing opinions on, for instance, the current 

situation in the economy and at what rate infl ation should be brought 

back on target, giving consideration also to the real economy and various 

risks. It goes without saying that it is far from easy to summarise the view 

of the Executive Board in terms of an expected path for the repo rate. 

However, the Executive Board of the Riksbank has come to the conclusion 

that these problems should in practice not be so great as to prevent 

agreement being reached on a path that at least a majority of Executive 

Board members can support. The Executive Board has on previous 

occasions delivered interest rate messages with some information on how 

it views future interest rate developments.  

One of the arguments put forward against the idea of the central 

bank presenting its own interest rate forecast is that communication with 

the general public can be made more diffi cult rather than simplifi ed when 

the forecast is revised. If the central bank fi rst announces a particular 

interest rate path and then new information is received which leads to 

an interest rate decision that differs from the path published earlier, this 
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CHAPTER 1 – BOX

could be perceived as a failure on the part of the central bank and it 

could damage the bank’s credibility. The view of the Riksbank, however, 

is that this is not going to be a major problem. The Riksbank has always 

carefully emphasised that, regardless of what assumption for the repo rate 

has formed the basis for the forecasts, there is considerable uncertainty 

in the assessments and has also explained that there is a constant fl ow 

of new information coming in which can radically change the conditions 

for monetary policy assessments. The interest rate forecast, just like the 

infl ation forecast, is inherently uncertain and needs to be adjusted over 

time. The Riksbank’s forecast for the development of the repo rate is not 

therefore a commitment from the Riksbank that the repo rate will actually 

follow this path.

Consequences for the Riksbank’s way of working

The new assumption for the repo rate will not affect the Riksbank’s way 

of conducting monetary policy.  The principles that guide monetary policy 

decisions, described in the document “Monetary policy in Sweden” and 

summarised briefl y at the beginning of this report, still apply.10 However, 

the new approach does have some signifi cance for the internal forecasting 

work. It may sometimes be necessary to make major adjustments to the 

forecasts at a later stage in the forecasting process than previously. This 

is one of the reasons why the printing of the Monetary Policy Report 

has been put back to a later date and why it will initially be published 

in electronic format on the Riksbank’s website. The monetary policy 

meetings have also been scheduled for mornings. This provides scope 

to revise the report after the decision of the Executive Board. However, 

it should be emphasised that there have been previous occasions when 

relatively major revisions have been made to the forecast at a late stage 

owing to important new information coming in. As usual, the Executive 

Board makes its decision about the repo rate’s current level at the 

monetary policy meeting. As before, this is also when a decision is taken 

regarding the content of the monetary policy report, including the interest 

rate forecast.

10 See Monetary policy in Sweden, which can be downloaded from the Riksbank’s website, www.riksbank.se




