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Summary

Henrik Erikson, David Vestin!

We examine data on the Swedish policy rate and a wide range of interest rates paid in
a period spanning policy rate cuts into negative territory and hikes from negative ter-
ritory. The data shows that the pass-through from the policy rate has been close to
one-to-one.

1 The authors are deeply grateful to Daniel Hansson for his help and guidance into the field of statistical
data. We would also like to thank Lars EO Svensson, Stefan Laséen, Ulf Soderstrom, Bjorn Lagerwall, Jesper
Hansson, Jens Iversen, Meredith Beechey Osterholm and Mikael Apel for their valuable comments. All re-
maining errors are, of course, our own. The views expressed here are those of the authors, and are not nec-
essarily those of the Riksbank or its Executive Board.
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How strong is the pass-through from the
policy rate?

During the last couple of years, several central banks have lowered their policy rates
below zero. Overall, the measures seems to have been effective in reducing broader
measures of interest rates in the economy.? In the specific case of Sweden, however,
the extent to which the negative interest rate that the Riksbank’s counterparties meet
on central bank reserves has been passed through to other rates has been debated.
Eggertsson et al (2019) claimed that, when the policy rate turned sufficiently negative,
pass-through to lending rates collapsed. Indeed, based on data on listed mortgage
rates, Eggertsson et al. (2019) even found that there was an episode in Sweden with a
negative pass-through, i.e. lending rates increased when the policy rate was cut. In
Erikson and Vestin (2019), we argued that, when examining actual lending rates from
monetary financial institutions (MFIs), the pass-through had been rather good alt-
hough individual lending categories exhibited some variation and the exact timing of
changes of such rates may occur with a short lead or lag with respect to the change in
the policy rate.

The data in Eggertsson et al. (2019) and Erikson and Vestin (2019) consisted of lending
rates before and during the period that the policy rate was cut into negative territory
down to -0.50 percent. However, between 2019 and 2020, the Riksbank raised the
policy rate back to zero and has kept it at zero throughout the Covid crisis.® Hence, we
not only have more observations at hand now but also observations where the central
bank increased the policy rate from negative levels. This allows us to, more accu-
rately, assess whether there was a collapse in the pass-through to lending rates and
whether or not the pass-through, as suggested in Eggertsson et al. (2019) even was
negative at some point. If there was an episode where lending rates increased in re-
sponse to policy rate cuts, we should expect lower lending rates in the wake of revers-
ing policy rate hikes. Thus, the motive for this article is to provide an updated assess-
ment of the pass-through during a period with negative policy rates, in the light of
these new observations.

In Erikson and Vestin (2019), we examined disaggregated data from monetary finan-
cial institutions, e.g. lending rates to households for housing purposes or for con-
sumption and lending rates to non-financial companies.

In this commentary, we illustrate lending rates with an aggregate volume-weighted
interest rate paid by firms and households, regardless of the purpose of the loan. This
aggregated series is published by Statistics Sweden and based on the same data as the
disaggregated series. Thus, for the purpose of this brief update, we concluded that
this aggregated interest rate will suffice. Since the underlying data is the same, we
should reach the same conclusion when we look at this aggregated series as if we look

2 For a recent summary, see Tenreyro (2021).
3 The Riksbank hiked the policy rate from -0.50 to -0.25 percent in January 2019 and from -0.25 to 0.00 per-
cent in January 2020. The two hikes were announced in December 2018 and December 2019 respectively.
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at disaggregated data, although we will now not be able to observe the idiosyncratic
variation between the policy rate and the individual series.

Agents can borrow by issuing a financial market security or by borrowing from a mon-
etary financial institution. We will offer evidence on the pass-through from the policy
rate to interest rates from each of these two funding sources. We will show that inter-
est rates facing a wide set of agents seeking to borrow money seem to track the policy
rate well, even at negative levels of the policy rate. Consequently, we do not find any
evidence of an episode with a negative pass-through.

Pass-through to money-market rates

Since 2013, Statistics Sweden has published data on actual interest rates that institu-
tions pay when borrowing money by issuing securities directly in financial markets.*
Figure 1 below plots the average interest rate on newly issued money market instru-
ments, denominated in Swedish currency, for an array of non-financial issuing institu-
tions.> Although the data sample is short, it clearly indicates that interest rates have
followed the policy rate well, even at negative policy rates.

4 This provides a more accurate measure of interest rate expenses compared to the listed indicative prices,

provided by financial intermediaries, that were used in Erikson and Vestin (2019).

> Money-market instruments here refer to instruments with a remaining maturity of less than 12 months. In
general, these are zero-coupon securities. To be precise, Figure 1 plots the average, in market terminology,
‘vield to maturity” of money market instruments issued in a specific month. In this section, we use ‘interest

rate’ as a synonym for ‘yield to maturity’.



Figure 1. Money-market rates co-move closely with the policy rate®
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Source: Statistics Sweden, Macrobond.
Note. The scale steps on the left and right hand axis are the same.

The issued securities in Figure 1 refer to a volume-weighted average of securities, denominated in
Swedish currency, with an original time to maturity less than one year, issued by non-financial com-
panies, municipalities and the government.

The simple correlation between market rates and the policy rate is striking with mar-
ket rates tracking movements in the policy rate very closely, both on the journey
down to negative rates and on the way back up to zero percent. However, for Swedish
non-financial companies, total market-based funding constitutes less than 25 percent
of the total funding denominated in the Swedish currency. The corresponding share
for households is close to zero. Instead, the lion’s share of the funding in local cur-
rency for non-financial companies and households comes from monetary financial in-
stitutions. Thus, how lending rates from these institutions move with the policy rate is
decisive for the overall pass-through and we now proceed to examine this evidence.

Pass-through to MFI lending rates

Statistics Sweden collects data on actual lending rates for new agreements from mon-
etary financial institutions, MFI, a set of financial institutions including banks and

6 The figures in this Economic Commentary plot the data at its published frequency, i.e. the policy rate at a
daily frequency and money market rates and lending rates at a monthly frequency.



other credit-giving institutions. The data can be partitioned into the three groups de-
scribed in Table 1.

Table 1. New agreements partitioned into sub groups
Klicka har for att ange enhet/underrubrik.

Average
Group | Fixation period Description volume
weight
A >3 months This group c_on5|s_ts of e.g. household mort- 15%
gages with fixed interest rates
This group consists of e.g. household mort-
B <3 months gages, car loans and other private loans with 32%

a repayment schedule and with a variable in-
terest linked to a reference rate

This group consists of a wide set of loans,
e.g. credit card debt and other revolving
loans, and for households, consumption
C Not specified loans with a short repayment/maturity pe- 53%
riod. The fixation period of these loans is, in
general, very short, normally shorter than 3
months.”

Note. Volume weights are the arithmetic average weight between June 2010 and March 2021.

Source: Statistics Sweden, the Riksbank.

On a monthly basis, Statistics Sweden publishes actual volume-weighted lending rates
for new agreements aggregated over all households as well as non-financial compa-
nies. 8 Since the fixation period is short in both group B and group C, these lending
rates should be comparable to the policy rate. Statistics Sweden provides a lending
rate series for group B. However, group B is a relatively narrow subset of new agree-
ments and excludes important loans, e.g. the consumption loans included in group C.
Statistics Sweden does not publish lending rates for group C loans but for a grand to-
tal group called “all accounts”, i.e. an aggregate of all three groups A, B and C. Since
the share of new agreements with a fixation period over 3 months is limited, the aver-
age fixation period for the “all account” group is also relatively short and thus, we be-
lieve, comparable to the policy rate. Since we do not want to exclude large group of
loans, we will use the grand total “all accounts” group. This series is plotted in Figure 2
below. In the appendix, we will show how the more narrow category, up to 3 months,
has developed over time.

7 For these, in general, short loans, the total outstanding amount is considered as a new agreement.
8 The lending rate data can be found in table 8.3.1 in the Financial Market Statistics from Statistics Sweden.
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Figure 2. Average lending rates track the policy rate, more or less, one-to-one
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Note. The scale steps on the left and right hand axis are the same.

A visual inspection of the data reveals a close link between the policy rate and the av-
erage lending rate facing households and non-financial companies. This link is also evi-
dent in periods of policy rate cuts and policy rate hikes in negative territory. If we
scrutinize the data in Figure 2, we find that average lending rates to households and
non-financial companies were slightly more than 50 basis points lower during the pe-
riod when the policy rate was -0.50 percent compared to the short period from Octo-
ber 2014 to February 2015, when the policy rate was zero. After the policy rate was
raised to zero, lending rates followed suit and have, on average, been approximately
50 basis points higher compared to the period when the policy rate was -0.50 percent.
Thus, during the period with a negative policy rate, pass-through to lending rates was,
more or less, one-to-one.

This result is somewhat surprising, since several events took place during the exam-
ined period that has the potential to influence interest rate levels. New regulatory
measures have been added that could affect the cost financial institutions face when
granting loans.’ Furthermore, the Riksbank has made adjustments to the monetary
policy steering-system that could affect short-term money market rates. ° Finally,

9 For example, new liquidity regulations have been introduced and a floor for risk-weights applied to mort-
gages.

10 Swedish banks can choose to hold central bank reserves in the form of Riksbank certificates at an interest
rate corresponding to the policy rate or in the form of a deposit at an account at the Riksbank at an interest
rate corresponding to the policy rate minus 10 bp. In 2020, the Riksbank restricted the volume Riksbank
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new players have entered the lending market which have affected the degree of com-
petition and have also lead Statistics Sweden to expand the number of reporting fi-
nancial institutions.! In light of these structural changes, we should take care not to
over-interpret the pass-through of individual policy rate changes. It is hard to estab-
lish exactly how strong the pass-through has been, in particular during the period with
negative interest rates, but our interpretation of Figure 2 is that it is reasonable to as-
sume that the policy rate continues to be an effective monetary policy tool also when
the policy rate is slightly negative.

Conclusions

In this commentary, we have examined data on the Swedish policy rate and a wide
range of interest rates paid, in a period spanning both policy rate cuts into negative
territory and hikes from negative territory. The data shows a close correspondence
between the policy rate and these interest rates, e.g. between the policy rate and
lending rates to households and non-financial companies, even at negative levels of
the policy rate. Also, regardless of the level of the policy rate, policy rate cuts seem to
be associated with lower lending rates and policy rate hikes with higher lending rates.
Hence, from the perspective of monetary policy transmission, we find that the policy
rate has been effective in steering lending rates, even at mildly negative levels.

certificates offered and thus, the average interest rate offered on central bank reserves are now a few basis
points below the policy rate.

11 During the last few years, new financial institutions have entered the market, not least in the segment
that provides consumption loans, decreasing the market shares of traditional banks. To reflect this develop-
ment, Statistics Sweden expanded the number of reporting institutions in April 2019. This may have caused
a break in the series.
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APPENDIX — An alternative lending rate
series

In this appendix, we will illustrate the pass-through from the policy rate
to an alternative MFI lending rate series.

Lending rates with a fixation period up to 3 months

In this Economic Commentary, we have illustrated the pass-through from the policy
rate to MFI lending rates to households and companies. We chose the widest possible
measure to include all sorts of loans, i.e. the “all accounts” lending rate series. Below
is a graph plotting an alternative, narrower, measure consisting of new agreements
with a fixation period up to 3 months, i.e. group B in Table 1.

Figure A. Policy rate versus the lending rate with a fixation up to 3 months
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Source: Statistics Sweden, Macrobond.

Note. The scale steps on the left and right hand axis are the same.
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