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THE CENTRAL BANK
• Sole clearing house for banks, issuer of reserves 

• Sole provider of legal tender, issuer of currency.

• They exchange one-for-one at all dates, providing 
the economy with a unit of account.

Point of this talk:
These three properties make the central bank have a 
natural responsibility for price and macro stability.
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Reserves and control of the 
price level
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RESERVES AND SOLVENCY
• Banks can stop using the CB as a clearing house. 

• Definition of central bank insolvency: if creditors 
(banks) stop wanting to hold the CBs liabilities, 
reserves become a Ponzi scheme.
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CENTRAL BANK INSOLVENCY
• Real value of reserves shoots to zero = price level 

shoots to infinity.

• All the time, currency reforms, hyperinflation, in 
spite of accounting capital or printing money.

• Central bank’s key role: stay solvent.

• First responsibility: maximal care against losses 
in asset management. Explicit fiscal backing. 
Clarification of divided / net income rules.
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CB LIABILITIES AND PRICE LEVEL
1. Pay nominal interest on reserves, even negative.

2. Set short rates following feedback rules.

3. Use forward guidance, even term deposits.

4. Use quantitative easing, volume of reserves.

5. Back to the past: exchange rate interventions.

6. Into the future: indexed reserves.

But with use of liabilities, even more care with assets.
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Legal tender and the nominal 
anchor
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PRICE LEVEL VERSUS INFLATION
• Price level targeting (blue) and inflation targeting 

(orange) after a shock (light blue), on the dynamics 
of the price level and inflation

• Both consistent with “2% inflation target”, but very 
different in response to a shock.
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PRICE LEVEL VERSUS INFLATION
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VIRTUES OF PRICE LEVEL GOAL
1. Ease planning, as does not propagate deviations

2. If sticky prices, moderate price increases after shock

3. Form of commitment to achieve time consistency

4. Reduce desire to index prices, more flexible economy

5. Lowers real cost of capital

6. Way to commit to higher inflation out of liquidity trap
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CHOOSING THE GOAL
• First issue: the number.
• Second issue: measurement. Ultimately can control 

unit of account, the homogenous components of 
all prices that is orthogonal to rate-price changes. 
Pure inflation
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The unit of account and 
macroeconomic stabilization
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REAL ACTIVITY AS A GOAL

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.
3. Not perfectly controlled: based on Phillips curve.

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.
3. Not perfectly controlled: based on Phillips curve.
4. Tradeoffs between goals will arise: weigh 

deviations.

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.
3. Not perfectly controlled: based on Phillips curve.
4. Tradeoffs between goals will arise: weigh 

deviations.
5. Avoid policy activism: rules, transparency

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.
3. Not perfectly controlled: based on Phillips curve.
4. Tradeoffs between goals will arise: weigh 

deviations.
5. Avoid policy activism: rules, transparency

Flexible price-level targeting

13



REAL ACTIVITY AS A GOAL
1. Long-run neutrality: focus on gaps.
2. Measurement is imperfect: reassess gap often.
3. Not perfectly controlled: based on Phillips curve.
4. Tradeoffs between goals will arise: weigh 

deviations.
5. Avoid policy activism: rules, transparency

Flexible price-level targeting

13

pt = p⇤t,0 + ↵(ut � un
t )



The recent experience
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EXPLICIT FISCAL BACKING
• Old (standard) risk: exchange rate fluctuation. 

New (common) risk: if yield curve steepens

• Background: seignorage declining
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Riksbank also worked on practical preparations ahead of the changeover 
and consulted with cash market agents on the changeover. 

Development in value of cash in circulation
The Riksbank is following the development of the amount of cash in circu-
lation and assesses that it will continue to decrease in the years to come. 
This is because the Swedish people are changing their payment habits and 
using other methods of payment than cash. All older banknotes and coins 
except the 10-krona coin will become invalid in 2016 and 2017. It is also 
likely that this will influence the amount of cash in circulation, as some of 
the banknotes and coins will not be replaced by new ones. For example, it 
is likely that some of the cash currently saved by the general public will 
not be replaced by new cash.

The total value of cash in circulation was SEK 73 billion at year-end 2015. The 
value is governed by the demand for banknotes and coins, which varies over 
the course of a year. Another way of describing the amount of cash in circu-
lation over a year is to calculate an average for the value on the final day of 
the month over the twelve months of the year. This average value amounted 
to SEK 77 billion in 2015, of which the value of banknotes amounted to SEK 
71 billion (see Chart 18) and the value of coins amounted to SEK 5 billion  
(see Chart 19). At the end of 2015, the value of banknotes amounted to  
SEK 68 billion and the value of coins to SEK 5 billion (see Table 3).

Table 3 
Average value of banknotes and coins in circulation, SEK billion

2011 2012 2013 2014 2015
Total value on 31 December 100 96 86 83 73

Banknotes 95 91 80 78 68
Coins 5 5 5 5 5

Total value, average during the year 99 94 88 80 77
Banknotes 94 89 83 75 71
Coins (excluding commemorative coins) 5 5 5 5 5

Note: The data in the table have been rounded off.

Source: The Riksbank.

Sweden gets new banknotes and coins
In October 2015, the Riksbank started to issue new 20, 50 and 1,000-krona 
banknotes, together with banknotes in the new 200-krona denomination. For 
a time, it will be possible to pay with both the older and the new banknotes. 
The Riksbank’s assessment, after contacts with cash market agents, is that the 
introduction of the new banknotes went smoothly. Among other things, the 
distribution and adjustment of equipment for handling banknotes worked 
well. At the end of 2015, there were new banknotes in a value of SEK 3 billion 
and older banknotes in a value of SEK 63 billion (see Table 4).

Source: The Riksbank.

Chart 18
Average value of banknotes in circulation, SEK billion 
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Source: The Riksbank.

Chart 19
Average value of coins in circulation, SEK billion 
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COMPOSITION OF THE BALANCE SHEET
Many of the measures taken by the Riksbank influence its balance sheet. 
This means that the size and composition of the balance sheet varies over 
time. Over the year, the balance sheet total increased by SEK 161.0 billion 
to SEK 663.4 billion, mainly due to the Riksbank’s purchases of Swedish 
government bonds. The Riksbank’s equity (including the financial result 
for the year and the revaluation accounts) decreased by SEK 11,884 million 
to SEK 97,524 million, primarily as a result of the value of the gold and for-
eign exchange reserves decreasing. Chart 28 shows the composition of 
the balance sheet at the end of 2014 and 2015.

The vast majority of the Riksbank’s assets (74 per cent) was made up of 
the gold and foreign exchange reserves (5 per cent of which were receiva-
bles from the IMF), while 25 per cent consisted of holdings of Swedish 
securities. The largest part of the balance sheet’s liabilities side (the 
Riksbank’s liabilities and equity), 36 per cent, was made up of borrowing 
from the Swedish National Debt Office for the foreign exchange reserve, 
while 34 per cent consisted of Swedish liabilities, mainly to the Riksbank’s 
counterparties in the form of deposits (deposit facility, fine-tuning opera-
tions and issued Riksbank Certificates). These assets and liabilities are pre-
sented in more detail in the section “Financial assets and liabilities”.

Banknotes and coins made up 11 per cent of the balance sheet’s liabilities 
side, while the revaluation accounts and equity formed 15 per cent. The 
item “Banknotes and coins” is described in more detail in the section 
“Cash provision”. Other assets and liabilities are reported in more detail in 
the section “Balance sheet and profit and loss account”.

Over the year, the Riksbank continued to analyse the potential develop-
ment of its result over the next few years in light of the effects that the 
development of exchange rates and international interest rates may have 
on the Riksbank’s assets. Recent years’ low interest rates have meant that 
the direct yield from the Riksbank’s foreign securities is low. If interest 
rates remain low, the direct yield will also remain low. If interest rates 
instead start to rise, the direct yield will gradually rise, although the value 
of the securities will simultaneously fall, impairing the total return from 
asset management. The analysis thus shows that, over the next five-year 
period, the Riksbank is expected to achieve a result that is significantly 
lower than was the case over the previous five-year period, regardless of 
whether interest rates remain low or rise. In the latter case, the Riksbank 
may show significant losses. If this occurs, the Riksbank’s ability to make 
dividend payments to the government will decrease.

The purchases of Swedish government bonds that the Riksbank executed 
in 2015 will also have a negative impact on its result in the period ahead 
and will further restrict the possibility of making dividend payments to the 
government. As the bonds were purchased at rates close to 0 per cent, 
the yield on these securities will be low. The factor that will be of greatest 
significance to the result in the long term is therefore the cost of funding 
the holding of bonds and the manner in which this cost develops. The 
holding of bonds is funded through increased deposits from the banks. 
The cost for this is determined by the interest rate on the Riksbank’s 
deposits in the form of Riksbank Certificates (the repo rate), fine-tuning 

Chart 28
The Riksbank’s balance sheet at the end of 2014 and 
2015, SEK billion

 Assets  Liabilities Assets Liabilities
 2014-12-31 2015-12-31

  Gold and foreign exchange 
reserve in general and bor-
rowing in foreign currencies

  Swedish assets and liabilities

  Equity and revaluation 
accounts

 Banknotes and coins

  IMF-related assets and 
liabilities

  Other assets and liabilities

Source: The Riksbank.
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Composition of the balance sheet, result and seigniorage

The Riksbank’s financial result depends on the return on the Bank’s 
assets, the costs of its liabilities and its operating costs. However, 
“result” is not a clear-cut concept. There are several ways to calculate 
the result of the Riksbank’s operations and different measures are used 
in different contexts.

The broadest measure of the result can be termed total result and 
describes how the Riksbank’s equity (including the revaluation 
accounts) has changed over the year. In 2015, equity decreased by 
SEK 11,884 million. In that equity fell by SEK 4,100 million when the 
Riksbank made dividend payments to the government over the year, 
the total result for 2015 amounted to SEK –11,884 million + SEK 
4,100 million = SEK –7,784 million.

The total result can be divided up into different components. For exam-
ple, a distinction can be made between realised and unrealised results. 
Realised results arise, for example, when the Riksbank earns interest on 
its bank balances and securities, when it sells previously purchased 
securities or when it pays wages. Unrealised results arise when the 
value of assets that the Riksbank still owns changes, for example if the 
price of gold changes. Another way of dividing up the Riksbank’s result 
is to separate items relating to interest rates and securities holdings 
from items relating to gold and currency holdings.

In Table 8, the total result for 2015, that is SEK –7,784 million, has been 
divided into four parts. The realised result from interest rates and secu-
rities amounted to SEK 1,132 million. This includes the Riksbank’s inter-
est income and interest expenditure and the net result of all transac-
tions and write-downs relating to securities. It also includes the item 
“Other income”, which largely consists of dividends on the Riksbank’s 
shares in the BIS and fees from users of the RIX payment system, and 
costs for personnel, administration and write-downs. The realised 
result from gold and currency transactions, including write-downs, 
amounted to SEK 822 million. The unrealised result as a result of rising 
interest rates amounted to SEK –2,720 million, while the result relating 
to falling gold prices and exchange rates was SEK –7,018 million.

Table 8 
Result matrix, SEK million

Interest and securities Gold and currency
Realised result 1 132 822
Unrealised result –2 720 –7 018

Source: The Riksbank.

operations (the repo rate minus 0.10 percentage points) and deposit facili-
ties (the repo rate minus 0.75 percentage points). The repo rate is cur-
rently negative, meaning that deposits from the banks are making a posi-
tive contribution to the Riksbank’s result. When the repo rate starts to be 
increased, the funding cost for the holding of government bonds will 
increase, which will impact the result negatively.

The buffers, in the form of unrealised profits, that have been built up in 
the revaluation accounts in recent years may prove to be important for 
protecting the Riksbank’s equity if market rates rise in the next few years. 
However, it is important that the Riksbank has sufficient resources to be 
able to carry out its tasks independently, in all situations. The current 
amount of equity is deemed to be sufficient to carry out the complemen-
tary monetary policy measures already decided upon and also to adopt 
further measures without jeopardising the Riksbank’s financial 
independence.

Deputy Governor Per Jansson together with 
Gitte Lindström­Harmark, managing director  
of the Birgit Nilsson Museum, and Margareta 
Dellefors, childhood friend of Birgit Nilsson,  
at the inauguration on 10 August.



MISSING PRICE LEVEL TARGET

More room for NIR+QE+FG (and exchange rate) policies, 
without falling into bad and dangerous ideas (helicopter drops or 
manipulating exchange rate between currency and reserves).

16



SYMMETRY AND TOUGHNESS
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Growth in the Swedish economy was relatively high in 2015. According 
to the Riksbank’s assessment in December, GDP grew by around 3.7 per 
cent on an annual basis. Unemployment fell during the year and aver-
aged 7.4 per cent according to the assessment made in December. The 
employment rate rose slightly over the year, while the labour force par-
ticipation rate was largely unchanged. Inflation continued to be low, 
despite increasing gradually. The annual average of CPI inflation was 0.0 
per cent and for CPIF inflation it was 0.9 per cent. In addition, if inflation 
is adjusted for the volatile energy prices, inflation amounted to 1.4 per 
cent (CPIF excluding energy).

Monetary policy became increasingly expansionary over the year to sup-
port the rise in inflation. The repo rate was cut from 0 per cent at the 
start of the year to −0.35 per cent by the end of the year. In addition, the 
Riksbank purchased Swedish nominal government bonds to make mone-
tary policy even more expansionary.

MONETARY POLICY DECISIONS 
The Executive Board of the Riksbank normally holds six ordinary monetary 
policy meetings per year, at which it decides on the repo rate and other 
monetary policy measures. On these occasions, a Monetary Policy Report 
(MPR) is also published, which includes forecasts for the repo rate, infla-
tion and other economic variables. A decision was also taken in 2015 to 
cut the repo rate at a meeting that was not included in the ordinary mon-
etary policy meetings. Repo rate decisions are summarised in the article 
“Monetary policy decisions 2015”.

The most important factor behind the increasingly expansionary monetary 
policy in 2015 was the low level of inflation. If inflation continued to be 
low for even longer, it was deemed that a risk would arise that long-term 
inflation expectations would fall. The inflation target’s role as guideline for 
price and wage formation would thus also be weakened. The low interest 
rates also contributed towards rising housing prices and increasing indebt-
edness among households. The Riksbank therefore emphasised the 
importance of adopting measures to reduce the risks inherent in house-
hold indebtedness in particular. However, responsibility for implementing 
such measures lies with the Government and other public authorities.

The remaining part of this section presents a more detailed description of 
the development of the economy over the year and the background to 
the monetary policy decisions.

More expansionary monetary policy in February so that inflation  
will rise towards the target
At the start of 2015, the Riksbank judged that the international recovery 
would continue at a slow rate in line with previous forecasts, but that the 
risks for a less favourable development had increased. This was for reasons 
including differences in economic development from region to region, which 

Maintaining the value of money – price stability

 Five years ahead
 Two years ahead
 One year ahead

Note: Participants surveyed are labour market parties, purchasing 
managers and money market participants.

Source: TNS Sifo Prospera.

Chart 2
Inflation expectations among all participants 
 surveyed, per cent 

 Outcome 
 PPR December
 PPR October
 PPR September 

 PPR July
 PPR April
 PPR February

Note: The CPIF is the CPI with a fixed mortgage rate. The broken lines 
represent the Riksbank’s forecasts.

Sources: Statistics Sweden and the Riksbank.

Chart 1
CPIF and CPIF forecasts in 2015, annual percentage 
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The Riksbank’s inflation target

Since 1999, the Sveriges Riksbank Act has 
stated that the objective of the Riksbank’s 
operations is to maintain price stability. 
Keeping inflation low and stable is the primary 
way in which monetary policy can contribute 
towards a good development of the economy. 
When inflation is high it also tends to fluctuate 
substantially. High and fluctuating inflation has 
harmful effects. It impairs the economy’s ability 
to distribute resources efficiently and it 
becomes more difficult for households and 
companies to make the right decisions. High 
and fluctuating inflation also leads to arbitrary 
and unfair redistribution of income and wealth.

The Riksbank has chosen to set the inflation 
target at 2 per cent. This is because a certain 
amount of inflation can facilitate necessary 
adjustments of relative prices and wages. For 
instance, it may be difficult to cut nominal 
wages in cases where lower real wages would 
be justified to achieve good growth in employ-
ment. Another reason is that the real interest 
rate, that is, the nominal interest rate minus 
expected inflation, may in some cases need to 
be negative to stimulate demand in the econ-
omy. As there are limits as to how far the nom-
inal interest rate can be cut, a certain level of 
inflation creates additional scope for action. 

Countries with an inflation target have often 
chosen to formulate targets that entail an 
inflation rate of around 2 per cent. In other 
words, consensus has become established 
among many central banks that a suitable level 
of inflation is about 2 per cent.

The Riksdag has supported the inflation target 
on repeated occasions, most recently in the 
Riksdag Committee on Finance’s report 
2014/15:FiU24, the present wording of which 
emphasises the importance of the Riksbank 
conducting a monetary policy that ensures 
that inflation rises toward the target.

The Riksbank also calculates its own measure of resource utilisation, 
known as the RU indicator. This is a measure that summarises information 
from surveys and labour market data. One advantage of this measure is 
that it has been revised very little, in historical terms, when new informa-
tion has been received. This indicator also shows that resource utilisation 
was slightly lower than normal in 2015 (see Chart 10). 

The Riksdag Committee on Finance’s assessment of monetary policy
In June 2014, the Riksdag Committee on Finance decided to commission a 
third external evaluation of the Riksbank’s monetary policy. This evaluation is 
a complement to the Committee’s own annual evaluations of monetary pol-
icy and the open hearings with the Governor and Deputy Governors of the 
Riksbank. The evaluation of monetary policy 2010–2015 was made by Marvin 
Goodfriend, professor at Carnegie Mellon University in Pittsburgh, USA, and 
Mervyn King, formerly Governor of the Bank of England. On 19 January 2016, 
the Committee on Finance published the report “An assessment of Swedish 
monetary policy 2010–2015”. The Riksbank announced that the evaluation 
was an important contribution to the Riksdag’s work on examining monetary 
policy. Openness and evaluation are important parts of the effort to generate 
confidence in the Riksbank’s work. The Executive Board will present its com-
ments on the evaluation at the coming consultation procedure.

Chart 10
GDP gap, hours gap and RU indicator, per cent and 
standard deviation
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Conclusion
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FOR A NEW ORTHODOXY
Adaptation of central bank’s mandate:

1. Maintain solvency: more explicit dividend rules; 
fiscal backing; limits on asset risk and transparency.

2. Choose price level path goal: From inflation to the 
price level; more thought on price index; full arsenal 
of interest rates, forward guidance, quantitative easing.  

3. Implement flexible price level target: more 
explicit about tradeoff, rule that discusses 
unemployment more explicitly.
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