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High inflation and a rising repo rate —
what happens to the Riksbank's balance
sheet?!

As you know, inflation in Sweden is now at the highest levels in several decades.
We have entered a period in which the repo rate needs to be raised —and much
more than we expected earlier. ‘The inflation map has been redrawn’, and this is a
situation we share with many other central banks worldwide (see Figure 1).

However, as you also know, the Riksbank implemented strong monetary policy
measures during the coronavirus crisis, where an important element was asset
purchases. The question then arises: Now that we are starting to raise interest
rates — what happens to the assets on our balance sheet?

When | answer that question, | would first like to go back in time a little and ex-
plain how the assets originally got there.

Background — why we purchased debt securities for
SEK 700 billion.

In my speech a year ago, | said that one of the great lessons of the global financial
crisis in 2008 and, not least, the coronavirus crisis in 2020, was that the repo rate,
our policy rate, is not sufficient as a monetary policy tool to stabilise inflation at
around 2 per cent.?

The global financial crisis in 2008 and the years thereafter showed that the so-
called lower bound for the policy rate was not only an interesting fact, but also

11 would like to thank Bjoérn Lagerwall for his help with writing this speech, Johan Almenberg, Meredith Beechey
Osterholm, Emma Bylund, Charlotta Edler, Dag Edvardsson, Jesper Hansson, Stefan Ingves, Marianne Nessén,
Emelie Nilsson, Asa Olli Segendorf, Ulf Stejmar, Marianne Sterner, Anders Vredin and Magnus Ahl for their help
and valuable comments, and Elizabeth Nilsson for translation of the speech into English.

2 See Skingsley (2021).
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real constraint on monetary policy. A further lesson from the crisis was that the
turbulence on the financial markets could entail the monetary policy steering
rate quite simply not having an impact on the interest rates charged to companies
and households.

Asset purchases can address both of these issues. They can contribute to further
stimulus when it is not possible to cut the policy rate. And they can reduce the dif-
ference between the policy rate and the interest rate charged to households and
companies when there is financial turbulence.

The outbreak of the coronavirus crisis in the spring of 2020 caused enormous fi-
nancial turbulence, including the biggest stock market fall in one day so far in
Sweden.? All bond rates rose to a varying extent. The new motto for investors was
‘dash for cash’, as they abandoned unsafe assets in favour of safer ones with high
liquidity.*

During the crisis, the Riksbank's monetary policy focused as far as possible on
maintaining interest rates at a low level and maintaining the supply of credit so
that the real economy could function.

A key element in our response to the crisis was extensive purchases of bonds (see
Figure 2).> The very fact that all bond yields rose to varying degrees made a broad
palette of asset purchases necessary to hold interest rates at a low level. The Riks-
bank purchased government bonds, covered bonds, municipal bonds and corpo-
rate bonds. ® We took framework decisions for the total asset purchases, which
we then distributed over the different asset classes through regular decisions at
the monetary policy meetings held. Initially, the framework was set at SEK 300 bil-
lion in March 2020 and then expanded to SEK 500 billion in June and to SEK 700
billion in November of the same year. In connection with the decisions in June and
November 2020, we extended the purchases from the end of 2020 to first the
middle, and then the end, of 2021. And at our meeting in June last year we de-
cided to use the full framework, which meant that our asset purchases ended at
SEK 700 billion. Our plan was then to merely maintain the holding, by compensat-
ing for principal payments. | will return to our most recent decision later on.

Broadly speaking, the Riksbank's monetary policy response followed the same
pattern as the major central banks, the ECB and the Federal Reserve, as is illus-
trated in Table 1. This is not so strange, given that the crisis affected many coun-
tries roughly at the same time and in the same way. Figure 2 shows our holdings
of securities, while Figure 3 shows how much of the outstanding stock we have
purchased in each respective market. On the whole, we now own roughly the
same nominal amount of government bonds as covered bonds. Nevertheless, we
have bought a considerably smaller share of the outstanding stock of covered
bonds compared to government securities. This says something about the size of
the market for covered bonds.

3 0n 12 March 2020, the index on the Stockholm Stock Exchange fell by 11 per cent.

4 See, for example, Sveriges Riksbank (2021), Cunliffe (2022) and the Federal Reserve Bank of New York (2022).

5> There have also been purchases of smaller amounts of securities with shorter maturities, in the form of treas-
ury bills and commercial paper.

6 The Riksbank also implemented a number of other measures as a result of the crisis. See, for example, Sveriges
Riksbank (2020) and Gustafsson and von Brémsen (2021).
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We have described the motives for the purchases in many different contexts.’ But
it is still relevant to ask: Why such a focus on covered bonds?

And the answer is: To ensure the interest rates charged to households and com-
panies would remain low throughout the crisis. As the major Swedish banks fund
a large part of their lending by issuing covered bonds, the Riksbank's purchases
have had a direct effect on the banks’ funding costs and, ultimately, also on inter-
est rates charged to households and companies.

| believe that our measures during the crisis have essentially functioned as in-
tended: keeping interest rates low and maintaining the supply of credit. The finan-
cial system was in this way able to assist in absorbing the macroeconomic shock,
rather than posing a further problem — a financial crisis - on top of the health crisis
and the economic shock that ensued. As | see it, these measures were entirely
necessary to attain our monetary policy objectives: to attain an inflation rate of 2
per cent and to support the development of the economy.

But we now find ourselves in a new situation.

Current monetary policy — how do we manage the as-
set portfolio when the repo rate is raised?

Inflation is now very high in many places, including Sweden (see Figure 1). Tight-
ening of monetary policy is on the agenda for most central banks around the
world, and, as you know, for the Riksbank as well (see Figure 4). There is also a
consensus among central banks that policy rate increases are the most appropri-
ate tool for dealing with unexpectedly high inflation.

However, it is far from clear how assets are to be managed. In the international
discussion about the holdings of securities, there are a lot of concepts that may
appear mysterious and which | would therefore like to try to explain and put into
context before | begin to discuss how we at the Riksbank have thought about the
management of our assets in the future.

From “QE” to “tapering”, reinvestments and “QT”

Figure 5 shows a simple outline of how central banks' monetary policy has looked
in recent years. As | mentioned earlier, the crisis has affected many countries in
the same way. And, as you are probably aware, many central banks are currently
struggling with inflation far above the targets. In this way, the illustration can be
said to be quite general.

We can imagine that the figure starts at the outbreak of the coronavirus pan-
demic. At that time, many central banks bought assets so that their holdings grew
— this is usually referred to as quantitative easing or QE. Purchases were made at
a predetermined pace, usually with the aim of achieving a certain level of holding.
The logic behind calling this easing is that one assumes that as long as the holding

7 A description of the reasons for the purchases and the Riksbank's assessment of the effects are provided, for
instance, by Sveriges Riksbank (2020), Sveriges Riksbank (2022) and Gustafsson and von Bromsen (2021).
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grows, monetary policy becomes more expansionary. One can compare it with
cutting the policy rate.

Gradually, the pace of purchases is reduced so that the assets grow more slowly,
which is commonly referred to as tapering.® But monetary policy then remains
more expansionary. This can be compared with lowering the policy rate, but at a
slower pace.

Once the central bank has reached the desired holding, it maintains it by reinvest-
ing maturing bonds. Not surprisingly, this phase — which the Riksbank is now in —
is known as the reinvestment phase. Monetary policy will then be more or less as
expansionary as before.

But if one can talk about buzzwords in the world of central banking right now, QT
is one of them. It stands for quantitative tightening and means that the holding is
reduced by the cessation of reinvestment. It is also possible to consider that the
holding declines by selling the securities before they mature. However, the need
for this is partly determined by the maturity of the securities, something | will
come back to later.

A reader with a good memory may recall, however, that this is not the first time
that quantitative tightening, or QT, has been discussed. In the years before the
coronavirus crisis, there were also some discussions, especially with regard to the
Federal Reserve, which also raised its policy rate substantially in the years before
the crisis.’ The Federal Reserve is the only major central bank that, following the
financial crisis, has practical experience of QT to any great extent.

The relationship between the policy rate and the asset holdings: “Rein-
vestment-rate increase-QT”

In Figure 5 the policy rate is also illustrated. In the international discussion there
has emerged a consensus that it is appropriate to start raising the policy rate at
some point during the reinvestment phase, that is, before the holding starts to de-
crease. The monetary policy tightening will thus begin with interest rate increases,
followed by a reduction in the asset holdings. A summary of the strategy is “rein-
vestment-rate increase-QT”. If you think this sounds abstract, | can give you a
practical example of how we ourselves reasoned a few years ago, before describ-
ing how we are thinking now.

"A traditional exit"

Let's go back in time a little once again. During 2014-2015, inflation was so low
that there was a risk that confidence in the inflation target would be undermined.
At the same time, the ECB reoriented its monetary policy in a more expansionary
direction, which risked strengthening the krona exchange rate at a time when in-
flation was already too low.

8 For a description of tapering in an American context, see Brookings (2021).
9 See Federal Reserve Bank of St Louis (2019).
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We then expanded our monetary policy measures: On the one hand, we lowered
the repo rate below what was previously considered the lower bound of zero, and
on the other hand we purchased government bonds (thus using quantitative eas-
ing). As the financial markets were functioning normally, the measures had the
desired impact on the interest rates charged to households and companies. After
some time, inflation began to rise toward the target.

Toward the end of 2017, we envisaged policy rate increases and a gradual normal-
isation of monetary policy.*

The strategy followed the "reinvestment-rate increase-QT" approach, which
meant that the Riksbank would first start a reinvestment phase — keeping the
holding at a constant level by reinvesting maturing bonds. After that, when mone-
tary policy was to gradually become less expansionary, the repo rate would be
raised slowly, while the reinvestment phase would continue. When the repo rate
had been raised to a level at an acceptable distance from the lower bound, the re-
investments would be tapered or terminated, so that the holding would decrease
when the bonds matured, i.e. what we call QT today.

As you can see, the 'exit strategy' in Figure 5 follows this pattern very well. But, as
you know, we did not get very far in the process of normalisation. The repo rate
was raised twice in December 2018 and December 2019 to zero per cent, and the
holding of government bonds remained in principle at the same level as before.

Then the crisis struck, and we decided on the measures that have given us today's
portfolio.

Time to rethink in the current situation?

There are several reasons why one might think differently now in relation to the
way we reasoned at the end of 2017.

Greater element of private securities

A major difference compared with before is that the Riksbank has purchased large
amounts of private securities during the coronavirus crisis, like many other central
banks.

This measure should be regarded in the light of the fact that monetary policy is
about influencing the financial situation in such a way that inflation stabilises. In
countries where credit is granted via the banks, the central bank naturally aims its
measures at them. However, in countries such as Sweden, where credit is also
market-based, that is, credit is also provided through debt securities, a broader
toolbox is needed for the central bank to be successful in its monetary policy and
to stabilise inflation around the target. My conclusion is therefore that QE will be
needed from time to time. It is also interesting to note that the monetary policy
toolbox, when regarded over a longer period of time has to some extent been cy-
clical. The fact that the Riksbank owns Swedish securities is nothing new, as my

10 See Sveriges Riksbank (2017).
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colleague, Governor Stefan Ingves, has observed.'! Further back in time, the Riks-
bank had a large portfolio of Swedish securities, which eventually was sold off
around the turn of the millennium, since it was not considered necessary for con-
ducting monetary policy.'?

As shown in Figure 6, the Riksbank's assets currently represent a large proportion
of GDP in an historical perspective. However, as a percentage of the total financial
assets in the Swedish economy, the proportion is barely visible.

Kristin Forbes is professor at MIT and was a member of the Bank of England Mon-
etary Policy Committee 2014-2017. In her speech at Jackson Hole last year, she
pointed out, among other things, that the purchase of private assets was largely
motivated in terms of 'credit easing', i.e. measures aimed at alleviating turbulence
in financial markets.’® Therefore, she believes that an 'exit' should not be deter-
mined by how well the central bank's inflation target is met, but by the problems
that the measures were aimed at, namely frictions and concerns on the financial
markets.

| think she has some good points, but, as | have mentioned, | do not think it is easy
to make the division into normal quantitative easing and credit easing. There is a
simple reason for this. Both the level of the policy rate and different types of risk
premiums in the market determine the interest rates that ‘customers’, i.e. house-
holds and companies in Sweden, meet. When the financial markets are function-
ing normally, there is a good correlation between the policy rate and the interest
rates charged to customers. But this is not the case in times of financial turbu-
lence. The central bank must then both be active and show long-term commit-
ment. Otherwise, if market participants suspect that the central bank’s commit-
ment is not long-term, there is a risk that the transmission mechanism will remain
damaged, and the operation will have failed, so to speak.

However, | do not think there is any reason why the central bank should have
large holdings of private assets when the financial markets are functioning nor-
mally.2* | will return to this issue later on.

We are not in a normalisation phase but a tightening phase...

The 'exit plan' at the end of 2017 was based on normalisation, where inflation and
the real economy would approach long-term levels in a calm and orderly manner.

If we move forward to today, a significant difference is that we are now trying to
halt very high inflation that is way above the target (see Figure 1). It also means
that we need to think again — it is not an ‘exit’ to normalisation, but a monetary
policy tightening. A direct consequence of this is that the pace of the process is ac-

11 See Ingves (2020).

12 see Sellin (2018), which provides an overview of the Riksbank's operational framework for the implementation
of monetary policy in a long-term perspective.

13 See Forbes (2021). See also Forbes (2022) for further reasoning.

14 See also Hauser (2021).
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celerated. However, this does not necessarily mean that the order of the in-
creases in the policy rate and QT changes. This is also reflected in the way that
many central banks around the world are reasoning.®®

... Which means “reinvestment-rate increase-QT” but at a faster pace

The consensus that can be seen internationally is for central banks to manage the
tightening phase by following the principle of "reinvestment-rate increase-QT"
but at a much faster pace than was seen before. Let me give some examples.

The Federal Reserve has now raised its policy rate twice by a total of 0.75 percent-
age points and plans to start reducing its asset holdings on 1 June, making the 're-
investment phase', which started in March, very short compared to the period of
almost two years preceding the previous QT period prior to the coronavirus cri-
sis.1®

The Bank of England specified its plan at the beginning of the autumn. This in-
volved QT beginning when the policy rate had reached 0.5 per cent, which it did in
February this year. As they concluded the QE phase in December, when they
raised their policy rate for the first time after the crisis, it also means in this case
that the 'reinvestment phase' has become very short. The plan from the beginning
of the autumn also meant that consideration would be given to selling securities
before maturity, once the policy rate had reached 1 per cent, which it did in con-
nection with the most recent monetary policy announcement on 5 May. At that
time it was also announced that the bank was planning to follow the previously
presented plan and start considering selling securities.*®

The Bank of Canada began QT in connection with the most recent monetary policy
decision on 13 April, when it also raised the policy rate by 0.5 percentage points.
The reinvestment phase began in November last year and the policy rate was also
raised in March this year. %

This brings me to our latest monetary policy decision in April and how it fits into
this discussion.

Our plan

In our decision in April, we judged that the repo rate and the repo-rate path are
the most effective tools for dealing with the high inflation (see Figures 7 and 8).
The repo rate was raised much earlier than we were expecting in February, while
the repo-rate path was substantially revised up. As far as assets are concerned,
we also want to adjust our holdings down, but to a less dramatic extent. Our plan

15 An article in the Monetary Policy Report last September gives an overview of the international discussion as it
was at the time; see Sveriges Riksbank (2021). But a lot has happened since then, which has accelerated the pro-
cess of both rate increases and QT in many places.

16 See the Federal Reserve (2022a) for information on the latest statement and the Federal Reserve Bank of St
Louis (2019) for a description of monetary policy in the years prior to the coronavirus crisis.

17 See Bank of England (2021).

18 See Bank of England (2022).

19 The ECB has not yet raised its policy rate, but has announced that it intends to start the reinvestment phase of
its general asset programme, known as the APP, in the third quarter of this year The policy rate can be raised
some time later and reinvestments are planned to continue for a long period after the first increase in the policy
rate. See ECB (2022).
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is that the holding will gradually decline in the future, and we decided the pur-
chase sum for bonds would be half as much during the second half of the year as
the first half of the year. Depending on the Executive Board's future decisions, the
holding is expected to decline as securities mature. This means that our reinvest-
ment phase lasts about six months, and that we raised the policy rate approxi-
mately in the middle of that phase.

Table 2 compares the effects on the economy of raising the policy rate compared
to using QT. Increases in policy rates have more direct effects on the economy
and dampen inflation more. | see before me that the securities portfolio will be
able to decline in the coming years, provided that the current inflation and eco-
nomic assessment hold. The table indicates that one could envisage further fine
tuning of the portfolio holding to affect different parts of the fixed income mar-
ket. However, | think that such an approach works primarily in crisis situations, in
other words in the introduction of the QE phase, when problems in certain mar-
kets need to be dealt with using particular tools. This was particularly clear in the
spring of 2020.

Should we sell securities?

Let me now come back to the question of how we reduce our holdings when mon-
etary policy is made less expansionary. Why do we not sell bonds before they ma-
ture instead of reducing the holding 'passively' through maturities? For example,
the Bank of England has announced that it is considering actively selling certain
securities before maturity when the policy rate has reached 1 per cent.?

An important difference in relation to the Bank of England is in the maturity of our
bond holdings. The UK government bond has a long maturity term of on average
around 15 years.?! This means that it will take a very long time before the holding
decreases to any great extent if a representative sample of the bond stock has
been purchased, as the Bank of England has done. The Bank of Canada, on the
other hand, has a short maturity on its holdings, which means that selling them
has not been judged to be appropriate.?? The Federal Reserve has a very long ma-
turity on its holdings of mortgage bonds, which has led the Monetary Policy Com-
mittee to begin discussing active sales of those assets in the future, to achieve the
long-term goal of primarily owning government bonds.%

Figure 9 shows how our aggregate holdings of securities would develop if no fur-
ther purchases are made after 2022. Please note that this should be seen as a sim-
ple projection and not a forecast. As early as the forecast period up to the second
quarter of 2025, the holding may well have been halved through maturities. This
means that we do not have to consider active sales in the same way as, for exam-
ple, the Bank of England to reduce the holding at a relatively rapid rate.

| mentioned earlier that there are no reasons for the Riksbank to have any major
holdings of private assets as the financial markets are functioning normally. Figure

20 See Bank of England (2021, 2022).

21 see Office for Budget Responsibility (2021). In addition to government bonds, the Bank of England has pur-
chased corporate bonds for a small amount, with sales of these starting in the second quarter of this year.

22 See Bank of Canada (2022).

2 See Federal Reserve (2022b).
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10 shows the distribution of the securities held by the Riksbank. It is clear, for in-
stance, that the maturity of the covered bonds is considerably shorter than that of
the government bonds, which means that most of the holding will have declined
within five years through maturities, should the Executive Board decide not to
make any reinvestments after 2022.

Thoughts regarding the future

In conclusion, | would like to talk about the lessons we can learn for the future.
During the coronavirus crisis we made extensive purchases that we are now plan-
ning to phase out in a predictable manner. We believe that the purchases have
worked well. But as you know, no two crises are the same. What strategies are
available in the future?

Go big and fast, buy a little at a time or take a middle way?

One alternative is what Andy Bailey and others at the Bank of England have dis-
cussed, namely to 'go big and fast' and then fairly quickly dismantle the holding as
soon as the situation improves, to have your ammunition ready for the next crisis
or economic downturn.?* | think that the holding should be phased out when it is
politically motivated and | am not keen on dismantling it to increase our purchas-
ing scope. This is a variation on the theme of raising the policy rate just to be able
to lower it later.

Another option is to buy a limited amount of assets when the need arises, com-
bined with a commitment to buy more if the situation deteriorates. | am very
sceptical about this strategy, as it could turn into an indirect yield curve control,
which is not the intention.? There is a considerable risk of misunderstanding be-
tween the central bank and market participants.

| think that the experiences of the coronavirus crisis clearly indicate a middle way.
During the initial phase of the crisis, economic uncertainty was monumental. We
decided to go big and fast, as illustrated, for instance, by the fact that most of the
measures were decided within a week of the WHO declaring a pandemic on 11
March 2020. The rest of the measures were adjustments or additions to an exist-
ing plan. As decision-makers, we did not have the luxury of awaiting detailed re-
search results on what would be the best response, but acted to avoid the real
economic crisis developing into a financial crisis. Both the Swedish Coronavirus
Commission and the external assessment of monetary policy by Flug and Honohan
concluded that such an approach was favourable to economic developments in
Sweden.?®

So much for big and fast. However, | am very doubtful about the rapid phasing out
of assets on our balance sheet through active sales. One reason | have already
mentioned is that the maturity of our assets is relatively short. But another reason
is that the aggregate international experience with QT is very limited, and there
are very few data points for estimating the effects. The precautionary principle

24 See Bailey (2020).
25 My colleague Anna Breman discussed yield curve control in her speech last spring. See Breman (2021).
2 See The Swedish Parliament (2022) and SOU 2022:10.
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also applies here pending further research results. And here | think there will be a
lot to learn in the future.

In recent years, we have made a considerable analysis of the effects of asset pur-
chases.?” Looking ahead, | am convinced that research can help the central banks
with new results, which can more accurately estimate the effects of both QE and
QT on the economy. | shall be very interested to see the results. After all, mone-
tary policy needs to develop in pace with the times. A historical parallel to the
phase we are in now is when the inflation target regime was established in 1993.
The first pioneers had rather limited experience of practical inflation-targeting
policy to rely on, and a limited knowledge of which indicators could guide mone-
tary policy.?®

The communication challenge

One very important issue that we must develop before the next economic down-
turn is communication regarding asset purchases. | discussed this in my speech a
year ago.?® How can we clearly link asset purchases to the capacity to attain the
inflation target? Here there is a lesson to be learned for many central banks, in-
cluding the Riksbank.

| believe that the repo-rate path will remain by far the most important tool when
we communicate with the public about future monetary policy. An ideal scenario
would be if decisions on the asset portfolio could be converted into policy rate
changes and added to the existing repo-rate path. However, while we are still
learning more about the effects of changes in the asset holding on interest rate-
setting, my aim is to ensure that the public continues to have confidence in our
monetary policy. One of the main elements of our monetary policy throughout
the period of inflation targeting has been our desire for transparency and clarity:
What we are doing and what we achieve with our measures. By continuing along
this path, the public should be able to rely on us at the Riksbank doing our job and
maintaining price stability, that is, keeping inflation so stable that you do not re-
ally have to think about it.

Thank you for listening!

27 See, for example, Di Casola (2021), Melander (2021) and Gustafsson (2022).

28 At that time, a few countries had introduced an inflation target: New Zealand was the first in 1990, followed by
Canada in 1991 and the United Kingdom in 1992. See also Jonung (2003).

2 See Skingsley (2021).
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Figures

Diagram 1. Inflation in various countries and regions
Annual percentage change
10 1

2014 2016 2018 2020 2022 2024

= Sweden == Euro area = United States == United Kingdom

Note. Consumer prices refer to the CPIF for Sweden, the CPI for the United States and the
United Kingdom and the HICP for the euro area.

Sources: Eurostat, Statistics Sweden, UK Office for National Statistics, U.S. Bureau of Labor Sta-
tistics and the Riksbank.

Diagram 2. Riksbank's asset holdings
Nominal amounts, SEK billion
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Note. The bars refer to executed and decided purchases.
Source: The Riksbank.
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Tabell 1. Purchases of securities by ECB, Federal Reserve and the Riksbank

Government  Commercial  Regional and Covered MBS & ABS
securities paper municipal bonds
bonds
ECB* v v v v
Federal Re- v v v v
serve
The Riksbank v v v v

Note. Mortgage Backed Securities (MSB) and Asset Backed Securities (ABS) are similar to covered
bonds in that there is an underlying collateral for the bonds in the form of a loan portfolio. The dif-
ference lies, among other things, in different regulatory requirements and in which party has the un-
derlying collateral on its balance sheet. *The ECB has also purchased bonds by supranational bodies.

Source: Hansson and Birging (2021).

Diagram 3. Riksbank's asset holdings compared with the outstanding stock on the
market

SEK billion
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— Outstanding stock on the market [Jll Riksbank's holdings

Note. The figure shows the Riksbank’s holdings in government bonds, covered bonds, munici-
pal bonds, treasury bills (SSVX) and corporate bonds issued in SEK, compared with the total
outstanding stock for each type of security in the Swedish market of as at 31/12/2021. The
holding as a share of the outstanding stock has been rounded to the nearest percentage point.

Sources: Statistics Sweden and the Riksbank.
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Diagram 4. Policy rates and expectations according to forward pricing
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Note. Forward rates describe market-based expectations of the overnight rate, which do not
always correspond to the policy rate. Broken lines represent forward rates 5 May 2022. For the
euro area, the EONIA overnight rate was replaced by ESTR as the underlying rate in forward
contracts on 1 January 2022. The figure therefore shows forward contracts with ESTR as under-
lying rate.

Sources: Sveriges Riksbank.

Diagram 5. Sequence of measures to make monetary policy less expansionary
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Diagram 6. Perspectives on the Riksbank’s balance sheet
Per cent
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Note. The Riksbank's balance sheet as a percentage of GDP and financial assets respectively in
Sweden.

Sources: Statistics Sweden and the Riksbank.

Diagram 7. CPIF inflation in Sweden
Annual percentage change
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Note. Unbroken line refers to outcome, broken line represents the Riksbank’s forecast.

Sources: Statistics Sweden and the Riksbank.
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Diagram 8. The Riksbank’s repo rate
Per cent
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Note. Unbroken line refers to outcome, broken line represents the Riksbank’s forecast. Out-
comes are daily rates and forecasts are quarterly averages.

Source: The Riksbank.

Tabell 2. Overview of the effects of policy rate raises and QT, respectively

Interest rates Demand Exchange rate
Raises in the Higher short-term rates Higher financing costs for Stronger
policy rate households and companies

with variable loan rates

Lower demand for
consumption via

e higher savings

e cash flow effects

Lower investment demand

Broader impact

QT Somewhat higher long-term Higher financing costs for Stronger
rates some companies

Moderate rise in spreads for Higher financing costs for
corporate and mortgage banks’ mortgage loans
bonds
Moderate reduction in con-
sumption and investment

Narrower impact

Source: The Riksbank.

18 [19]



SVERIGES
RIKSBANK

Diagram 9. Riksbank's asset holdings declining through maturities from 2023 - no
purchases beyond 2022
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Note. Quarterly data. The figure shows a technical projection of the Riksbank's total asset hold-
ings if no reinvestments are made after 2022.

Source: The Riksbank.

Diagram 10. Riksbank's asset holdings — no purchases beyond 2022
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Note. Quarterly data. The figure shows a technical projection of the Riksbank's asset holdings if

no reinvestments are made after 2022.

Source: The Riksbank.
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