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Staff Memo 

A Staff Memo provides members of the Riksbank’s staff with the opportunity to pub-

lish advanced analyses of relevant issues. It is a publication for civil servants that is 

free of policy conclusions and individual standpoints on current policy issues. Publica-

tion is approved by the appropriate Head of Department. The opinions expressed in 

Staff Memos are those of the authors and are not to be seen as the Riksbank’s stand-

point. 
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Summary 

Amanda Nordström and Anders Vredin1 

The authors work in the Riksbank’s Monetary Policy Department. 

The question of whether a central bank's financial results and equity 

matter for the formulation of monetary policy is not new but has been 

discussed from time to time. This report summarises some of the litera-

ture in this area. Both theoretical arguments and practical experience 

suggest that neither financial results nor equity limit the scope of mone-

tary policy, at least not in the short term. Central banks, unlike private 

banks and other commercial activities, are not at risk of bankruptcy and 

can normally generate the resources they need to meet their obligations.  

However, if the central bank is unable to cover its costs and maintain suf-

ficient financial buffers in the longer term, it may find itself in a situation 

where it needs capital injections from the national budget. This could af-

fect the independence and credibility of monetary policy. A high degree 

of financial independence is important to maintain confidence in an inde-

pendent monetary policy that is not subject to political pressures. 

A comparison of a few central banks shows that the Riksbank's situation 

is not unique in terms of the size of the losses in relation to the size of 

the balance sheet or economy. 

Do a central bank's financial results and equity matter for its ability to conduct mone-

tary policy? This is not a new question but one that has been discussed from time to 

time. However, it has taken on new relevance because several central banks are now 

making financial losses on their asset holdings as interest rates rise. This report sum-

marises some of the literature in this area. 

Both theoretical arguments and practical experience suggest that financial results or 

equity do not limit the scope of monetary policy, at least not in the short term. In par-

ticular, this is based on the fact that central banks, due to their ability to issue money, 

can generate the resources they need to meet their obligations. We will review the ar-

guments usually put forward to support this conclusion in Section 1. At the same time, 

there are both economic and political mechanisms that limit independence. For exam-

ple, a central bank cannot create unlimited amounts of resources because an exces-

sive supply of liquidity affects interest rates and inflation in a way that may be incom-

patible with the central bank's objectives and mandate. In a small, open economy, the 

                                                             
1 The authors would like to thank Mikael Apel, Mattias Erlandsson, Jesper Hansson, Caroline Jungner, Åsa 
Olli Segendorf and David Vestin for valuable comments. The opinions expressed in this Staff Memo are the 
authors' own and should not be construed as the Riksbank's views in these issues. 
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central bank's room for manoeuvre and need for buffers are also affected by the level 

of financial integration with other countries. To maintain sufficient confidence in 

monetary policy and central bank independence, a certain degree of financial inde-

pendence needs to be maintained over time. These arguments are presented in Sec-

tion 2. In Section 3, we present some arguments as to why the level of equity might 

affect monetary policy; arguments that add nuance to the view presented in Section 

1. It is a question both of a weak financial position influencing the central bank’s deci-

sions, for example its risk tolerance, and of trust in the central bank being affected. 

However, how the credibility of the central bank is affected by its financial position 

also depends on how stable the economic policy regime is perceived to be in other re-

spects, for example regarding fiscal policy. 

While the first three sections provide a broad literature review, the fourth section fo-

cuses on the more concrete policy issue of whether central banks, given the losses 

now expected, are sufficiently financially independent. More precisely, it is a question 

of whether their earning capacity is sufficient to provide a low probability that they 

will need a capital injection from the national budget. The Riksbank's situation is com-

pared with that of other central banks.2 

 

                                                             
2 More questions about the central bank's need for equity, how earning capacity depends on the composi-
tion of the balance sheet and how the Riksbank's situation compares with that of other central banks are 
addressed in detail by Kjellberg and Vestin (2019), who also provide a literature review. In this Staff Memo, 
we focus on the issue of the importance of equity for monetary policy.    
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1 Why monetary policy is not constrained 
by the central bank's financial results or 
capital 
Central banks do not have a profit motive but instead have other objectives and man-

dates. Those objectives and mandates are more important than the financial results, 

and therefore the bank's decisions should ideally not be influenced by the financial 

position. Neither is this normally the case, since central banks, unlike private banks 

and other commercial activities, do not have to risk bankruptcy. They can normally 

generate the resources they need to meet their obligations as they have a monopoly 

on issuing a "base money", i.e. central bank money for the public (cash) or for the 

banking system (so-called reserves); see, for example, Buiter (2008).3 

Broadly speaking, the central bank's objective can be said to be to contribute to a 

well-functioning economy that leads to benefits for citizens. This objective has usually 

been operationalised by legislators as the central bank maintaining price stability, fi-

nancial stability and a high and stable utilisation of resources, which it does by con-

trolling the supply of "money" to society, i.e. means of payment in the broad sense; 

the liquidity supply.4 This work also involves the central bank taking on financial risks. 

This may include, for example, interest rate or credit risk in connection with lending to 

banks, as part of normal monetary policy or in special crisis situations, or currency risk 

through the holding of foreign exchange reserves. The fact that taking on risk is part 

of the task of central banks became particularly clear in the context of the 2008 finan-

cial crisis (see again Buiter's contribution from 2008). In a recent review published by 

the central bank of the Netherlands, Wessels and Broeders (2022) stress that central 

banks have to manage both calculable risks, which the balance sheet is associated 

with at any given moment, and latent risks, which are associated with drastic 

measures that may have to be taken in the future.5 

Making losses may be perfectly compatible with a central bank’s remit of ensuring the 

smooth functioning of the economy. It contributes to a well-functioning economy by 

maintaining confidence in the financial system and by stabilising inflation and eco-

nomic activity. The relevant "profit" against which the central bank is to be evaluated 

is its contribution to the public good in terms of the efficient use of resources. In con-

                                                             
3 However, this traditional argument is affected by the fact that financial innovations create competing 
means of payment, which affects the value of the " base money" monopoly. The effects can be expected to 
be greater for small countries than for larger countries whose currencies are also in demand internationally 
(such as USD and EUR). 
4 See Bertsch and Molin (2016), Bindseil (2016) and Wessels and Broeders (2022). 
5 Their descriptions of the risks are consistent with the structure of the risk reports to the Executive Board 
of the Riksbank, as an example. Wessels and Broeders argue that the latent risks can be estimated by exam-
ining longer historical data (e.g. 50 years back) for several countries, as well as through scenario analyses 
(stress tests), preferably linked to the central banks’ financial stability reports. However, Archer and Moser-
Boehm (2013, p. 45, p. 54) argue that developments from the 2008 financial crisis onwards have involved 
so many highly improbable events that they were hardly possible to capture in stress tests in advance. 



Why monetary policy is not constrained by the central bank's financial results or capital 

6 

trast, a positive financial result is not a target for the central bank and, on the con-

trary, losses may be a natural consequence of its operations and therefore not a sign 

that it needs to change. 

With its ability to issue money, the central bank has no liquidity problems in the short 

term.6 However, even if the central bank, unlike private commercial activities, cannot 

go bankrupt, the financial position of the central bank is not completely irrelevant to 

its ability to carry out its tasks. It should have its own sufficiently large earning capac-

ity to cover its costs in the long term. The central bank should be able to act inde-

pendently and not have to request funds from the national budget - something that 

has also been very unusual in a historical and international perspective. Financial in-

dependence is created by the central bank's access to funding (balance sheet liability 

items) that is largely cost-free. It consists not only of banknotes and coins, but also de-

posits from the banking system at (partly) zero interest, equity and buffers in the form 

of retained earnings or revaluation accounts.7 Normally, the central bank's operations 

generate a surplus which results in the transfer of funds to the national budget. Alt-

hough temporary losses may occur, the expected present value of the return on cost-

free capital, mainly the surplus from the monopoly of issuing money (so-called sei-

gniorage), is usually greater than the expected financial losses.  

However, the objective of stable and low inflation has contributed to lower interest 

rates and to lower seigniorage for central banks (Klüh and Stella, 2008).8 In Sweden, 

moreover, the amount of banknotes and coins in circulation has declined as cash has 

been replaced by other means of payment, and this has happened at a quicker pace 

than in other countries (see, for example, Kjellberg and Vestin, 2019). This raises the 

question of whether earning capacity will continue to provide sufficient financial inde-

pendence in the future.  

  

                                                             
6 As Buiter (2008) points out, this concerns the liquidity in the domestic currency. However, a central bank 
may have problems with a lack of liquidity in foreign currency, for example if it tries to control the exchange 
rate to a certain value, or if private banks need liquidity support in foreign currency. 
7 Moreover, a central bank, as part of the state, can be said to have an implicit state guarantee. However, 
Wessels and Broeders (2022) do not consider that state guarantees provide as effective an independence 
as equity. 
8 See also Del Negro and Sims (2015) and Wessels and Broeders (2022) for discussions of how seigniorage 
depends on the design of monetary policy. The converse may also be true. Too low seigniorage and earning 
capacity can put pressure on the central bank to pursue policies that lead to higher inflation than desired. 
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2 Why central bank independence may 
require a certain level of equity 
Although the financial position of the central bank has no immediate impact on its 

ability to pursue the policies it deems appropriate, its equity and its earning capacity 

should be high enough over time to ensure that it is sufficiently financially independ-

ent. This may mean, for example, that there shall be a low probability of it requiring 

any funding from the national budget, at least in the near future. In this section we 

will present arguments for this. 

It is generally accepted that central banks should have a high degree of independence, 

mainly to design monetary policy with the aim of maintaining low and stable infla-

tion.9 Experience shows that inflation is lower and more stable in countries and peri-

ods where the central bank has a relatively high degree of independence. While there 

may be many factors behind such a correlation (Klüh and Stella, 2008), one theoretical 

explanation that has been offered is that a central bank with high independence may 

reduce the credibility problem (time inconsistency) that economic policy otherwise 

has and that may lead to undesirably high inflation (Rogoff, 1985). 

Wessels and Broeders (2022) specify the implications of the central bank needing to 

make a profit on average and have a certain amount of capital to be permanently in-

dependent and credible: 10 

 The central bank needs to be independent, including financially independent, 

in order to have the credibility to take on necessary risk in financial crises (as 

lender of last resort, through quantitative easing, etc.) 

 The central bank needs income to cover its costs, as well as buffers to absorb 

losses, in order to be financially independent 

Archer and Moser-Boehm (2013) point out that the central bank should have an earn-

ing capacity large enough to cover not only its normal running costs, but also for when 

it needs to act in a crisis. This means that the earning capacity shall be sufficient to 

cope with a latent risk in the terms of Wessels and Broeders (2022). However, Archer 

and Moser-Boehm note that it may be difficult to gain acceptance in normal times for 

the need for sufficient buffers to cover such latent risks.  

The central bank always having sufficient financial independence is not a given. One 

reason is that the central bank’s financial position needs to be strengthened over time 

as the financial system grows and the scope of the central bank’s operations and bal-

ance sheet grows with it.11 This may mean that financial risks and hence buffers also 

grow over time. Consequently, a level of equity and other cost-free funding deemed 

                                                             
9 See Dincer and Eichengreen (2014), who also show how the degree of independence differs across coun-
tries. 
10 See also Kjellberg and Vestin (2019) for similar reasoning and further references to relevant literature.  
11 Note that the central bank's balance sheet may need to grow faster than GDP if the financial system is 
growing faster than GDP. 
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sufficient in one situation may not be sufficient in another.12 However, the earning ca-

pacity from the amount of banknotes and coins (which contributes to the seigniorage) 

does not obviously grow over time, but rather may shrink as a result of financial inno-

vations and the undermining of the rule of central bank money as legal tender.13 In 

some countries, but not in Sweden, there are rules requiring banks to have interest-

free reserves placed with the central bank, which may contribute to the earning ca-

pacity.  

It is something of an irony that the safety net created by central banks and other gov-

ernment measures around the financial system can contribute to greater risk-taking 

by financial market participants. This, in turn, can affect both the central bank's need 

for financial resources and its measures. Bindseil (2016, p. 192) articulates that a les-

son from the 2008 financial crisis is that "The design of the OF [operational frame-

work] would ideally be supportive to the banking system's ability to provide maturity 

and liquidity transformation at the service of society, while not going as far as facili-

tating excessive leverage and moral hazard". However, even with the best possible cri-

sis prevention, financial crises cannot be avoided entirely. Once such crises occur, it 

may be difficult for the central bank to obtain capital injections in this situation, as the 

national budget tends to be burdened in other ways at the same time. This is another 

reason why the central bank needs to have a certain level of equity and a good earn-

ing capacity of its own. 

In principle, the central bank's equity can also be too high. The return on equity and 

other buffers, once cost-free funding has reached a certain level, could provide 

greater social benefit elsewhere. In this case, politicians may decide on discretionary 

capital transfers from the central bank to the national budget, which are not governed 

by a predetermined rule. In such a process, it is not implausible that other policy deci-

sions will also be taken that may affect the central bank's independence (Berriel and 

Bhattarai, 2009). For this reason, among others, many central banks have predeter-

mined rules on the share of central bank profits to be delivered to the national 

budget. 

It is important to understand that central banks can never be fully independent. Inde-

pendence is not a matter of zero or one, but a matter of degree. It also has different 

dimensions, both economic and political. On the one hand, there are several eco-

nomic mechanisms that restrict independence. Reis (2013), for example, stresses that 

the central bank cannot create an infinite amount of financial resources, despite its 

monopoly, because there is a limit to how high demand for liquidity can be. An exces-

sive supply of liquidity affects interest rates and inflation in a way that may be incom-

patible with the objectives and mandate of the central bank. Financial flows between 

                                                             
12 For example, Ernhagen, Vesterlund and Viotti (2002) estimated that the Riksbank needed equity of SEK 
35-55 billion. At this point, equity amounted to EUR 71 billion and banknotes and coins to EUR 107 billion, 
which together accounted for 75 per cent of total funding (balance sheet total). In 2000 and 2001, extra 
dividends were paid from the Riksbank to the national budget totalling SEK 40 billion. At the turn of the year 
2021/22, equity amounted to EUR 66.5 billion and banknotes and coins to EUR 61.5 billion, which together 
corresponded to only 8 per cent of total funding. 
13 Del Negro and Sims (2015) emphasise that the central bank’s need for capital depends on how demand 
for money develops. 
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countries also affect the central bank’s ability to design an independent monetary pol-

icy in an open economy. Traditionally, the view, based on the so-called Mundell-Flem-

ing model, has been that as long as the exchange rate is flexible, monetary policy is 

not constrained by free capital movement. Rey (2015) states, however, that because 

of the development towards today’s global financial markets, a flexible exchange rate 

no longer gives the same high degree of independence as the traditional Mundell-

Fleming model implied. There is also a large literature on how the design of fiscal pol-

icy can affect the central bank's ability to achieve the objectives of monetary policy. It 

is not only about the experience that unsustainable public finances can lead to hyper-

inflation, but also about how more normal fiscal policy rules can affect the central 

bank's prerequisites (see Leeper and Leith, 2016, for a review). If the situation regard-

ing public finances is difficult, it may also limit the ability of the central bank to retain 

any profits or to obtain a capital injection if needed. 

In addition to such economic mechanisms that may limit monetary policy’s room for 

manoeuvre, and also affect the need for financial buffers, there are obviously political 

mechanisms that restrict central bank independence. The legislation defining the ob-

jectives and mandate of the central bank is determined through political decisions. 

Wessels and Broeders (2022) stress that no central bank can be considered fully inde-

pendent in the longer run, especially because politicians can influence the basic legis-

lation that regulates and defines the central bank's operations. However, even if a 

certain degree of dependence cannot be avoided in the longer term, central banks 

should be sufficiently independent not to be affected by political control in the short 

term. Wessel and Broeders argue that financial independence needs to be sufficiently 

high for a period longer than the current government’s term of office; suggesting five 

to ten years. Equity that is temporarily below the target level need not be a problem 

in this case, as long as there is a low probability of having to request capital injections 

earlier than five to ten years ahead.14 

The conclusion of the above reasoning is that the central bank's equity and its earning 

capacity should be high enough in the long run to ensure that the bank is sufficiently 

financially independent and should not need any funding from the national budget, at 

least not in the near future.  

The principled reasoning above does not provide more precise guidance on when, or 

under what circumstances, a central bank may need to request capital injections from 

the national budget. If the central bank is incurring losses that are unlikely to be cov-

ered by future profits, and if its equity is expected to shrink, the level of cost-free cap-

ital may be so low that the probability of needing a capital injection becomes too 

high. However, precise critical levels of equity or probability are difficult to establish. 

At the same time, political decisions on whether to actually inject capital obviously 

need to be based on some notion of how large the equity should be. For example, the 

                                                             
14 Kjellberg and Vestin (2019) present a similar idea, that financial independence can be measured by the 
probability that a capital injection will be needed in 10-20 years. In the Riksbank's decision on profit distri-
bution in 2021, an ambition was expressed that capital and earning capacity should be large enough to re-
cover a loss of SEK 10bn within five years (Sveriges Riksbank, 2022). 
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new Sveriges Riksbank Act sets a limit on how large, or how small, the Riksbank's eq-

uity shall be. It also specifies the conditions under which the Riksbank's equity is so 

small that it must apply for a capital injection from the Swedish parliament, the Riks-

dag. In the Riksbank's consultation response to the proposal for a new Sveriges Riks-

bank Act, the Executive Board of the Riksbank stated: “Moreover, the Riksbank con-

siders that the adopted target level of SEK 60 billion jeopardises the Riksbank's possi-

bilities for self-financing over a longer perspective. It does not ensure the Riksbank’s 

long-term earning capacity and does not take enough account of variations in the size 

of the balance sheet and the financial risks entailed by the Riksbank’s operations.”15 In 

connection with the decision on profit distribution in January 2022, it was further 

stated that "the risk buffer needs to be increased by SEK 15 to 40 billion in order for 

the Riksbank to be able to maintain its financial independence in the long term" (Sve-

riges Riksbank, 2022). 

The next section looks at why and how a weak financial position could affect mone-

tary policy, both via policy expectations and through actual central bank decisions.  

                                                             
15 Sveriges Riksbank (2020). See Kjellberg and Vestin (2019) for a discussion of principle concerning the Riks-
bank's balance sheet and capital requirements and Ernhagen, Vesterlund and Viotti (2002) for an earlier 
assessment. 



Why monetary policy could be affected by the financial position of the central bank 

11 

3 Why monetary policy could be affected 
by the financial position of the central 
bank 
This section presents arguments that lead to the conclusion that there is a risk that a 

weak financial position of a central bank may have consequences for monetary policy, 

although these need not arise in the short run. 

The independence of the central bank is a matter of degree and is not constant over 

time. For example, political decisions on the appointment of central bank manage-

ment or changes in legislation could be influenced by the central bank's financial re-

sults. This in turn could have implications for monetary policy. 

In principle, if a central bank incurs large financial losses, this can affect both public 

confidence in the central bank's operations in the short term and legislation in the 

longer term, depending on the reasons for the losses and how well the central bank 

manages to explain them. Partly, the losses may affect the central bank's reputation 

and confidence in its operations in general. Also, it may be perceived as becoming less 

independent if it has to negotiate with the government and parliament.  

The financial position may also affect financial market confidence in central bank pol-

icy and thus have an impact on the functioning of financial markets. This, in turn, af-

fects the impact of monetary policy on inflation and the real economy - even if the 

lack of confidence on the part of financial market participants is not well-founded.16 

There is an extensive literature on how expectations can make it easier for the central 

bank to achieve its monetary policy objectives, i.e. on how good confidence increases 

the central bank's ability to achieve its objectives. Thus, if the central bank experi-

ences financial problems that affect the level of confidence in it, this may have impli-

cations for its ability to achieve its monetary policy objectives.  

Although the above arguments seem intuitively plausible, one also needs to explain 

why a lack of confidence in the central bank could be well-founded. That is, why a 

weak financial position could actually affect the central bank's monetary policy deci-

sions and its risk tolerance, for example as lender of last resort or through quantita-

tive easing. Theoretical analyses point in slightly different directions here. Del Negro 

and Sims (2015) provide some examples of how a central bank may be forced to aban-

don a policy of low inflation if its equity becomes too low, making it difficult for it to 

finance its operations without capital injections. Thus, there is a risk that the central 

bank would pursue an overly expansionary monetary policy leading to high inflation if 

it needs to generate more revenue and own profits. Klüh and Stella (2008) have pre-

                                                             
16 Archer and Moser-Boehm (2013, p. 48) cite experiences in Japan and the euro area as examples of this. 
Del Negro and Sims (2015) present theoretical arguments concerning how expectations regarding the cen-
tral bank can become self-fulfilling. 
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sented empirical studies, based on a large number of countries, which show a link be-

tween high inflation and a weak financial position of the central bank.17 Both Del Ne-

gro-Sims, who focus on the Federal Reserve, and Klüh-Stella argue that the central 

bank's position needs to be significantly weakened in practice for such a conflict to 

arise. 

However, the risk that equity may become too low could affect monetary policy even 

before such a situation arises. For example, in contrast to Klüh-Stella and Del Negro-

Sims, Berriel and Bhattarai (2009) argue that the central bank's consideration of its 

budget constraint and its equity may lead it to act more forcefully against increases in 

inflation than it otherwise would, so that inflation rises less and does not erode real 

capital.18  

How the credibility of the central bank is affected by its financial position may depend 

on how stable the economic policy regime, in a broad sense, is perceived to be in 

other respects (Archer and Moser-Boehm, 2013). This applies not only to the degree 

of independence of the central bank, but also to issues such as the overall success of 

stabilisation policy, the (perceived) sustainability of fiscal policy, the rules governing 

profit distribution and capital injections into the central bank, etc. The stronger the 

support for central bank independence provided by the institutional framework and 

not least fiscal policy, the lower the need for equity. Archer and Moser-Boehm cite 

Chile, the Czech Republic, Israel and Mexico as examples of this. In these countries, 

central banks have operated with negative equity.19 

Although financial losses and low equity do not affect the technical ability of central 

banks to conduct monetary policy, at least not in the short run, it may affect how they 

need to communicate about their monetary policy and financial results in order to 

maintain the confidence of their principals (politicians), market participants and the 

public at large (English and Kohn, 2022). Recently, several central banks have ex-

plained that they will incur financial losses and why, including: the US Federal Reserve 

(Bonis et al., 2018, and Anderson et al., 2022a and 2022b), the Reserve Bank of Aus-

tralia (Bullock, 2022), the Reserve Bank of New Zealand (2022), De Nederlandsche 

Bank (Knot, 2022) and Sveriges Riksbank (Kjellberg and Åhl, 2022). 

In conclusion, this literature review shows that it is certainly not desirable for the cen-

tral bank to need to request a capital injection from the state, as such dependence 

could affect monetary policy. At the same time, there are also risks associated with 

                                                             
17 Adler, Castro and Tovar (2012) also find that observations of unusually expansionary policies are associ-
ated with the central bank having a relatively weak financial position. This relationship is significant for 
emerging market economies but not for developed economies. The authors interpret this as reflecting 
weaker institutions in the former group but also that central banks in emerging market economies have 
greater exposure to currency risk. Goncharov, Ioannidou and Schmalz (2021), examining different issues 
and using different methods and data, come to a different conclusion. Interest rates are lower and inflation 
higher when central banks make small profits, because the central bank is able to choose whether to recog-
nise a loss or a profit and, in difficult situations (with high inflation and low interest rates), the central bank 
becomes reluctant to recognise a loss.  
18 Del Negro and Sims (2015) also point to this possibility. 
19 Archer and Moser-Boehm also point out that accounting rules can affect the need for equity and possibly 
also the behaviour of the central bank. Chaboud and Leahy (2013) also discuss the experiences of Chile and 
the Czech Republic, as well as some other countries. 
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operating with a permanently low level of capital, such as that it could, in the worst 

case, influence the central bank's decisions, making it more risk-averse, for example. 

Another risk is that it affects market participants' expectations about future policy de-

cisions.  

A weak financial position of a central bank can thus have implications for monetary 

policy, even when there is no need for capital injections in the near term. Therefore, if 

earnings capacity is low, so that the probability of needing a capital injection at some 

point in the foreseeable future is high, it may be better to request a capital injection 

at an early stage. This could reduce uncertainty about the independence of monetary 

policy, which could affect market participants' confidence in the central bank's ability 

to meet its objectives. The central bank is normally well placed to finance its day-to-

day operations and cannot go bankrupt. Still, its ability to cover its costs and, in addi-

tion, to maintain financial buffers over the longer term is nevertheless important for 

independence and policy credibility.20  

                                                             
20 The emphasis on own earnings means that legislation, or agreements with the government, on more or 
less automatic capital injections in the event of losses or low equity does not obviously provide sufficient 
financial independence. This conclusion is in line with Wessels and Broeders’ (2022) conclusion on guaran-
tees (see footnote 7). However, whether this theoretical reasoning is consistent with practical experience is 
something that would be worth exploring further. 
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4 Are central banks sufficiently financially 
independent?  
According to Wessels and Broeders (2022, p. 20), the financial independence of the 

central bank should extend beyond the term of the current government, so that no 

capital injection needs to be requested for five to ten years at the earliest. This sec-

tion presents data from a few different central banks to illustrate how well this crite-

rion is met.  

Comparisons of financial losses and equity for different central banks are difficult to 

make, partly because of different accounting principles. Officially available infor-

mation on financial losses also differs in terms of the periods referred to, for example 

whether they are losses incurred to date or expected losses in the future. The figures 

presented in this section should therefore be interpreted with great caution and be 

seen as illustrative examples. Nevertheless, we believe that they provide a sufficiently 

accurate picture to serve as a basis for a discussion of similarities and differences be-

tween countries. 

Current forecasts suggest that the Riksbank's reported financial losses in 2022 may 

well mean that the Riksbank's reported equity will be negative after closing of the 

2022 annual accounts.21 Forecasts of future profits and losses are of course uncertain, 

but if the Riksbank's results over the past five years can be taken as a measure of a 

normal level of profit, averaging around SEK 6 billion per year, it would take around 

ten years to recoup the losses that are being made now. 

However, it can be argued that the Riksbank's financial results over the past five years 

are not a good benchmark, partly because developments in the financial markets can 

hardly be considered normal in a longer perspective (see Kjellberg and Åhl, 2022). 

Over the previous ten years, 2007-2016, profits averaged SEK 4.6 billion per year.22 

The expectation that equity could be restored in around ten years may therefore be 

an overly optimistic calculation.  

The Riksbank's situation is not unusual, in terms of the size of losses, in an interna-

tional perspective - see Table 1.23 The losses have essentially the same cause: central 

banks have purchased assets at a lower long-term interest rate than the cost of fund-

ing, which is at short-term rates and has risen sharply. Table 1 is based on officially 

                                                             
21 The Riksbank's reported results include unrealised losses in the asset portfolio, as bonds are reported at 
market value. If the market value of a bond is less than its acquisition value at the end of a financial year, 
the difference in value is recognised as a loss in the year’s results and the acquisition cost is written down 
to current market value. However, if the market value of an asset exceeds its adjusted acquisition value, the 
year’s reported results are not affected, i.e. unrealised profits do not affect the reported results. Instead, 
the assets are still marked to market on the balance sheet but a corresponding entry is made on the liability 
side in the form of a so-called revaluation account. There is thus an asymmetry in how changes in market 
values affect the Riksbank's financial results. See Kjellberg and Åhl (2022) for more details. 
22 For the twenty-five years from 1997 to 2021, the profit averaged SEK 6 billion per year. All of these fig-
ures are affected by rules on how various unrealised profits and losses are treated using revaluation ac-
counts.  
23 The selection of countries in Table 1 has been guided mainly by where it has been possible to find offi-
cially available information on actual or expected losses. 
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available sources, but it should be stressed that the data on expected losses are not 

fully comparable, as central banks have presented losses according to different defini-

tions. Nevertheless, our assessment is that Table 1 gives a fair picture of the Riks-

bank's expected financial losses being somewhat smaller, relative to the size of the 

bank's balance sheet and the country's GDP, than those of the central banks of the 

United States, New Zealand and Australia. Compared to the situation in the Nether-

lands, the Riksbank's expected losses are smaller in relation to GDP, but larger in rela-

tion to the size of its balance sheet because the central bank in the Netherlands (DNB) 

has a larger balance sheet. It should also be noted that the projected losses for the 

Dutch central bank relate to a longer period than the figures for the other central 

banks. 

There are large differences across countries, both in terms of the level of the central 

bank's equity, the rules for recapitalisation (see Chaboud and Leahy, 2013) and long-

term earning capacity. Earning capacity relates to the levels of equity, banknotes and 

coins and other cost-free funding (see Kjellberg and Vestin, 2019). In Sweden, the 

Riksbank has so far delivered 80 per cent of a five-year moving average of profits to 

the national budget.24 According to the new act that will enter into force on 1 January 

2023, the target level for the Riksbank's equity is SEK 60 billion. The target level will 

be adjusted for inflation and if the equity is higher than the target level, the surplus 

will be delivered to the national budget. If equity falls below one third of the target 

level (that is SEK 20 billion in the initial situation), the Riksbank shall request a capital 

injection. The level of the Riksbank's equity at the end of 2021/22 was approximately 

the same, in relation to the size of the balance sheet and if revaluation accounts are 

included, as for DNB. This was also true for the euro area average.25 

In New Zealand, the central bank and the government agree every five years how 

much of the bank’s income will be used to cover the bank’s costs and how much will 

be remitted to the government. The level of equity is relatively low by international 

standards. When the Reserve Bank of New Zealand (RBNZ) decided to stimulate the 

economy through asset purchases during the pandemic, it had agreed with the gov-

ernment that any losses associated with this would entitle the central bank to an in-

demnity from the national budget. 

The Federal Reserve in the US also has low equity and transfers virtually all profits to 

the national budget. Instead, when the Federal Reserve makes losses, these are rec-

orded as a deferred asset, which means that the bank does not have to make any 

profit transfers to the federal state until the losses have been recovered through new 

profits. If one does the same calculation for the Federal Reserve as for the Riksbank 

and uses the profits of the last five years as a measure of normal profits (on average 

USD 79 billion per year), it will take just over nine years for the Federal Reserve to re-

coup its losses. Unlike the Riksbank, this calculation does not change if the average 

profits from 2007 to 2016 are used instead. The Federal Reserve also has a greater 

                                                             
24 Since 2002, the Dutch central bank has delivered an average of 72 per cent of its profits to the national 
budget (see Wessels and Broeders, 2022).  
25 However, the levels of central bank equity in different countries are difficult to compare, for example be-
cause they follow different accounting rules and different principles for financial provisions. 
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chance of recovering losses, as the volume of banknotes and coins represents a much 

more important source of income than for the Riksbank.  

For DNB, the ratio of losses to average profits five or fifteen years back looks similar 

to that of the Federal Reserve, i.e. the outlook is better than for the Riksbank. For the 

Reserve Bank of Australia (RBA), the reverse is true; the ratio of current losses to his-

torical profits is much higher than for the Riksbank.  

What, then, can be said about how well the central banks in Table 1 meet Wessels 

and Broeders’ (2022) criterion of sufficient financial independence? If future profits 

are at historically normal levels, the Federal Reserve and DNB can be expected to re-

cover losses in slightly less than ten years. This could be interpreted as a low probabil-

ity that they will need a capital injection within the next ten years. For the Riksbank 

and the RBA, it is likely to take longer to restore the level of equity through operating 

surpluses. Instead, the RBNZ has a previously established guarantee from the state, 

which according to Wessels and Broeders does not provide as effective financial inde-

pendence as a sufficiently large equity does. 

The ability of central banks to cover their own operating costs and also to generate 

surpluses to create buffers also depends on the availability of cost-free funding other 

than equity, such as banknotes and coins and various buffers in the form of revalua-

tion accounts and the like. As shown in Table 1, the sum of banknotes and coins and 

total capital (equity plus provisions and revaluation accounts) is at a similar level in re-

lation to the balance sheet total at the Riksbank as at the RBA and the RBNZ. How-

ever, this level is about half of the levels of the Federal Reserve and DNB, which in 

particular have larger volumes of outstanding banknotes and coins. 

In the case of the Riksbank, the probability of a need for a capital injection is thus in-

creased by the fact that the monopoly on banknote issuance generates relatively low 

income - a relatively low volume of banknotes and coins is currently used and the out-

standing volume is expected to develop weakly in the future as well. Kjellberg and 

Vestin (2019) point out that the Riksbank has a level of interest-free capital that is low 

from both a historical and international perspective, mainly because the amount of 

banknotes and coins has not grown in line with the rest of the economy but rather 

shrunk. The Riksbank's own conclusion has also earlier been that its equity has been 

too low (see Sveriges Riksbank, 2020, and Sveriges Riksbank, 2022). 

Taken together, these figures suggest that the Riksbank's financial losses are not re-

markably large from an international perspective. However, the probability of a need 

for a capital injection is greater in Sweden than in the United States and the Nether-

lands, countries where the central bank's earning power through banknotes and coins 

is considerably greater.  

According to the reasoning in this report, a weak financial position does not impose 

any constraints on monetary policy in the short term, while a high degree of financial 

independence in the longer term is needed to maintain the credibility of an independ-

ent monetary policy. Finally, we would also like to repeat the arguments (see for ex-

ample Archer and Moser-Boehm, 2013, and Leeper and Leith, 2016) that the credibil-
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ity of the central bank is affected not only by its own independence and financial posi-

tion, but also by the stability of the broader economic policy regime, including fiscal 

policy. Thus, what constitutes a sufficient degree of financial independence cannot be 

determined solely on the basis of such discussions of central banks' balance sheets 

and profit and loss accounts as presented in this paper. The question of whether cen-

tral banks are sufficiently financially independent therefore has no clear-cut answer. 

However, the Riksbank is more likely to need to seek a capital injection than some of 

the other central banks in this sample, mainly due to the relatively low level of bank-

notes and coins outstanding and hence weaker earning power. 

Tabell 1. Comparison with foreign central banks, a sample 
In local currency 

 
The Riks-

bank 
RBA Fed RBNZ DNB* 

Estimated loss, bn 65 45 720 9 9 

Total capital, bn 161 -12.4 59 3 43 

Banknotes and coins 61 102 2,232 9 83 

Balance sheet total, bn 1,564 626 8,890 94 510 

GDP, bn 5,457 2,309 22,996 360 856 

Estimated loss/GDP (%) 1 2 3 2 11 

Estimated loss/balance sheet total (%) 4 7 8 6 2 

Total capital/balance sheet total (%) 10 -2 1 3 8 

Banknotes and coins/balance sheet to-
tal (%) 

4 16 25 10 16 

Note. *DNB reports its expected loss over a long period of time. Other central banks report esti-
mated loss at present.  
Measurements, measurement methods, time of measurement and intended period all differ in this 
comparison and should therefore be interpreted with great caution.  
Estimated loss is based on the latest available estimate published by the respective central bank. To-
tal capital refers to equity plus provisions and revaluation accounts. Total capital, banknotes and 
coins and balance sheet total are based on the central banks' annual accounts for 2021 (for RBA and 
RBNZ annual accounts 2021/2022). GDP refers to GDP in current local currency for 2021 (for Aus-
tralia and New Zealand 2021/2022). For details, see appendix.  

Source: Source: national central banks and national statistical databases  
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APPENDIX - Sources for comparison of 
central banks 

Sources, Table 1 

Estimated loss 

The Riksbank: Kjellberg, David and Magnus Åhl (2022), "The Riksbank's financial re-

sults and capital are affected by higher interest rates", Economic Commentary, No 8 

2022, 4 July. 

Reserve Bank of Australia (RBA): Bullock, Michele (2022), "Review of the Bond Pur-

chase Program", Reserve Bank of Australia, 21 September 2022. 

Federal Reserve (Fed): Federal Reserve System. (2022). Federal Reserve Banks Com-

bined Quarterly Financial Report. Board of Governors. Retrieved from 

https://www.federalreserve.gov/aboutthefed/files/quarterly-report-20220830.pdf 

(SOMA portfolio holdings, cumulative unrealized losses, net) 

Reserve Bank of New Zealand (RBNZ): Reserve Bank of New Zealand. (2022). Annual 

Report 2021-2022. Retrieved from https://www.rbnz.govt.nz/-/me-

dia/dbb5c0a0e32c46a2bdf4633fab625662.ashx  

(“The best estimate of the overall expected net implementation cost of the LSAP pro-

gramme is the sum of the unrealised mark-to-market valuation on the Reserve Bank’s 

balance sheet (30 June 2022: $8.7 billion) together with any realised benefits/costs to 

date (30 June 2022: net benefit $274 million).”) 

De Nederlandsche Bank (DNB): Knot, Klaas (2022), "DNB's capital position", letter to 

the Ministry of Finance, De Nederlandsche Bank, ref T045-1095693089-2814, 9 Sept 

2022. 

GDP 

Sweden: Statistics Sweden 

Australia: Australian Bureau of Statistics  

United States: U.S. Bureau of Economic Analysis 

New Zealand: Stats NZ Tatauranga Aotearoa  

The Netherlands: Centraal Bureau voor de Statistiek 
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Total capital, Balance sheet total and Banknotes and coins 

The Riksbank: Sveriges Riksbank. (2022). Annual Report for Sveriges Riksbank 2021 Re-

trieved from https://www.riksbank.se/globalassets/media/rapporter/ars-

redovisning/engelska/annual-report-2021.pdf 

RBA: Reserve Bank of Australia. (2022). Reserve Bank of Australia Annual Report – 

2022. Retrieved from https://www.rba.gov.au/publications/annual-re-

ports/rba/2022/financial-statements/  

Fed: Federal Reserve System. (2022). Combined Financial Statements. Board of Gover-

nors. Retrieved from https://www.federalreserve.gov/aboutthefed/files/combined-

finstmt2021.pdf 

RBNZ: Reserve Bank of New Zealand (RBNZ): Reserve Bank of New Zealand. (2022). 

Annual Report 2021-2022. Retrieved from https://www.rbnz.govt.nz/-/me-

dia/dbb5c0a0e32c46a2bdf4633fab625662.ashx 

DNB: De Nederlandsche Bank (2022). De Nederlandsche Bank N.V. 2021 Annual Re-

port. Retrieved from https://www.dnb.nl/media/4kobi4vf/dnb-annual-report-

2021.pdf
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