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Abstract 
This study is among the first to provide insight into the assessment of the Swedish central 

bank’s (Riksbank) three unconventional monetary policies (UMPs) and their influence on 

Swedish commercial banks. The three UMPs include forward guidance (FG), quantitative 

easing (QE) and negative interest rate policy (repo rate). Riksbank introduced the UMPs 

in order to revive inflation and support Sweden’s economic recovery. The banks’ ability 

to certainly forecast their operations is highly dependent on the communication availed 

by the Riksbank on its expected future monetary policies through FG. QE is paramount 

because this is when commercial banks sell government bonds to the Riksbank. Repo rate 

determines interest rates set by banks. Four indicators (uncertainty, government bond 

yields, bank interest rates, borrowing and lending) were used in this study to investigate 

the perception of the commercial banks on the three UMPs. There are limited studies on 

Swedish banks’ perception of the UMPs which leaves a research gap in this area. 

 

Previous studies indicate that dominant banks in terms of asset shares and deposits are 

more sensitive to monetary policy shocks. The four dominant commercial banks studied 

include: Nordea, Handelsbanken, Swedbank and Skandinaviska Enskilda Banken. This 

thesis considers the evidence of the results from previous empirical studies. Empirical 

material for this study was collected through semi-structured interviews from respondents 

by the Riksbank and the four commercial banks. A deductive approach was used to 

interpret the information collected. 

 

Our results presents various perceptions of the dominant commercial banks on the three 

UMPs in relation to the four indicators. Some commercial banks perceived the increased 

transparency and clarity during the increased FG to have reduced their uncertainty. Other 

banks perceived that FG had increased their uncertainty. They questioned the credibility 

of the FG since they could not predict Riksbank’s monetary policies with the FG availed. 

In regards to the perception of QE on uncertainty, an increased signalling channel during 

QE implementation had resulted in a decline of their uncertainty since they were 

experiencing a surplus of liquidity in the banking sector. However, they stated other 

factors that increased market volatility during QE. The increased market volatility during 

QE increased their uncertainty. The four commercial banks agreed that the demand for 

government bonds increased while the yields of the government bonds declined. They 

perceived these changes to have been influenced by QE. The commercial banks’ lending, 

deposit and interbank interest rates have declined systematically correlating the trend of 

the declining repo rate. The four banks experienced a decline in their average net interest 

income, an improved flow of credit through higher lending volumes and stable lending 

margins to households and firms. Commercial banks perceived these changes to have 

resulted from the declining market interest rates because of the negative repo rate. 

Riksbank can use this study to assess the effectiveness of its UMPs on commercial banks 

based on the perception of the employees from these respective banks. This study 

discusses implications of the findings for commercial banks and the Riksbank, as well as 

academics in the realm of implementations and influences of UMPs. 

 

Keywords: Swedish commercial bank, Riksbank, perception, UMP, FG, QE, repo rate, 

uncertainty, government bond yields, borrowing, lending, interest rate   
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1 Introduction 
In this chapter, the authors intend to present why the thesis investigates the perception of 

dominant commercial banks on the three unconventional monetary policies; forward 

guidance, quantitative easing and the negative repurchase agreement rate. The 

investigation will consider the UMPs and four indicators; uncertainty, government bond 

yields, bank interest rates, borrowing and lending. This chapter consists of a background, 

research gap, the research question, the purpose and a structure of the thesis for the 

upcoming chapters. 

 

1.1 Background 
One of the main challenges before the financial crisis was the ability for the central banks 

to use conventional monetary policy to prevent and get rid of the financial crisis to spark 

the economy into a sustainable recovery (Joyce et al., 2012, p. 272). This resulted in the 

conclusion that conventional monetary policies were ineffective. Conventional monetary 

policies functions mainly by affecting short-term interest rates through open market 

operations. This can occur through buying or selling of securities from the banking system. 

This trade influences the level of reserves that banks hold in the system (Joyce et al., 2012, 

p. 274). The use of short term interest rates did not have the same expected impact on the 

market rates and problems were arising in financial intermediations. This meant that the 

conventional monetary transmission mechanisms by the central banks were not working. 

(Joyce et al., 2012, p. 272)  

The transmission mechanism describes how changes in monetary policy such as the 

nominal money stock or the short-term nominal interest rate can impact real variables 

such as aggregate output and employment (Ireland, 2005, p. 1). Another real variable is 

inflation targeting (Riksbank, 2011c).  

 

Recently, there has been a growing interest in central banks implementing unconventional 

monetary policies (UMPs) to tackle deflation (Joyce et al., 2012, p. 272). Caruana (2009) 

defines UMPs as “the elevation of liquidity management operations from a passive role 

in the background, undertaken simply to ensure the attainment of the interest rate target 

in normal times, to an active role to influence broader financial conditions”. UMPs take 

varying forms that include the use of a negative policy rate, central banks’ issuing forward 

guidance (FG) through communication that signals their intention with its monetary 

policy over a longer period of time and more commonly the expansion of a central bank's 

balance sheets through quantitative easing (QE). (Joyce et al., 2012, p. 272 and Dobbs et 

al., 2013, p. 7) 

 

Policy interest rate are defined as changes in interest rates set by central banks to influence 

economic activity. The changes in the policy interest rate are then transmitted to changes 

unto banks’ interest rates. An example of such may be banks’ increasing their loans since 

their reserves at the central bank has increased or is less costly.  Another example is that 

they may also cut back on their loans and investments when their reserves decreases or 

becomes more costly. The costs of their reserves are determined by the value of the central 

bank’s policy interest rate. (Friedman and Kuttner, 2010, p. 4)   

 

A number of central banks refer to their policy interest rate as the repo rate. Repo is an 

abbreviated form of “Repurchase Agreement” which is a form of lending and borrowing 

mechanism used by central banks, banks and banking institutions all over the world to 



 

2 

 

manage liquidity. Repos are used by an institution in order to manage short-term liquidity 

fluctuations. (Nath, 2013, p. 2) 

 

FG is defined as a communication instrument that is aimed at overcoming the 

inconsistency in time of a monetary policy by transparently signalling the likely future 

course of a central bank action. The inconsistency in time of monetary policy is related 

to the common problem that central banks face, where they have an incentive to promise 

future action but do not then live up to their pledge when the time comes. As a 

consequence of that, other economic agents such as market participants might doubt that 

promise completely. (Allianz, 2013, p. 4)  

QE is defined as a UMP where the central bank expands on its balance sheet through the 

purchases of assets which is financed through central bank money (Joyce et al., 2011b, p. 

200).  

 

Several studies have investigated and found out that when monetary policies are 

introduced, banks are used as the transmission mechanism when central banks wants more 

liquidity into its economy (Kashyap and Stein, 1997, p. 3). The objective of a monetary 

policy is to achieve low and stable inflation. The framework is inflation targeting. The 

instrument to achieve such inflation is through changes in short-term interest rate where 

the central bank provides funds to banks or the interbank market. The impact of the 

changes of this official short-term interest rate will affect market rates and the wider 

economy. (Joyce et al., 2012, p. 271) 

 

That way, central banks can control the level of reserves that the banks hold in the banking 

system. An example is when the Bank of England (BoE) purchased British government 

bonds to reduce the supply of gilts while at the same time increasing the central bank's 

reserves that are held by commercial banks. (Joyce et al., 2012, p. 278)  

This is accomplished by providing banks with more currency which they can then use as 

reserves, trading its reserves for bank securities. The banks increase these reserves by 

lending and crediting the accounts of borrowers who receives these funds. (Kashyap and 

Stein, 1997, p. 3)  

However, the banks may rationally decide to hold the obtained liquidity in bank reserves 

which are not lent out. There is a possibility that their unwillingness is due to the banks 

being risk averse because of the unpredictability of the financial cycle or because they 

want to avoid over indebtedness of borrowers. (Carney, 2012) 

 

The author Hele (2013, pp. 9-10) mentions the bank-centric theory which focuses on two 

vital propositions: Firstly, that monetary interventions affect banks in a unique way, once 

the banks are affected their firms and consumers are also affected. The researcher 

identified that the theory affirmed that the banking sector has a key role in the 

transmission of monetary policies and how the policies function. The two key factors that 

determine how the monetary policies function includes “the extent to which banks rely 

on reversible deposit financing and adjust their loan supply schedules following changes 

in bank reserves; and second, the extent to which certain borrowers are bank-dependent 

and cannot easily offset shifts in bank loan supply” (ibid.). The main factors in 

establishing the importance of the lending channel is the degree of a particular bank’s 

dependence on the economy and secondly the extent to which a central bank's’ action 

affect the loan supply. The European Central Banks’ (ECB) QE policy and key interest 

rate had an effect on banks across Europe. (ibid.)  
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The ECB announced QE on the 22nd January 2015. It was intended to fulfil the mandate 

of price stability within Europe but also to tackle the risks of being in a longer period of 

low inflation (ECB, 2015). The ECB’s QE put downward pressure on interest rates and 

helped banks by reducing their funding costs and also increasing the value of the amount 

of sovereign bonds that they held. This also translated into increased bank lending. 

However, it could also shrink the bank's net interest margins, which is the difference 

between the rate they pay for deposits or bonds and what they earn from their lending 

operations. The results from such policies were declining profits. (Arnold, 2015)  

Common monetary policies by the Riksbank should therefore affect banks throughout 

Sweden. 

 

Riksbank which is the central bank of Sweden reacted to the recession from the global 

financial crisis by aggressively cutting down its repo rate. The repo rate was reduced 

from 4.75 percent to 0.25 percent by mid-2009. This was the lowest value ever hit by 

Riksbank since the mandate of inflation targeting in the mid-1990s. (OECD, 2011, p. 

40)  

The Riksbanks policy rate is referred to as the repo rate. Riksbank defines the repo rate 

as the interest rate at which banks can either borrow or deposit funds at the Riksbank 

for a period of seven days (Riksbank, 2011a). 

Riksbank has since introduced other UMPs including FG, QE and negative repo rate 

after having exhausted the repo rate to its effective floor into the zero lower bound 

territory in 2015. The phenomenon of the zero lower bound is defined as the situation 

when a monetary authority can no longer pursue a policy of monetary easing by 

lowering nominal interest rates (Ullersma, 2001, p. 2). 

 

Riksbank introduced a programme of asset purchases. It purchased government bonds 

from Swedish banks since February of 2015 (Riksbank, 2015b, Riksbank, 2015e). FG 

was also introduced with QE. FG was presented in the form of statements that clearly 

state the reason for keeping interest rates low for a long period or setting targets for key 

variables (Dobbs, 2013, p. 7). An example of target setting is the inflation targeting of 

two percent by the Riksbank (Riksbank, 2015e).  FG has been applied by the Riksbank 

because of the need to increase the communication towards the public about their future 

short-term interest rate policy and QE policy (Woodford, 2013, p. 81). 

 

Riksbank has made four QE announcements, which also included repo rate cuts into the 

negative. QE1 on the 12th of February 2015 with the repo rate cut to -0.10 percent 

(Riksbank, 2015e), QE2 in March 18th of 2015 with the repo rate cut to -0.25 percent 

(Riksbank, 2015b), QE3 on the 29th of April with a repo rate maintained at -0.25 percent 

(Riksbank, 2015c) and QE4 on the 2nd of July with the repo cut to -0.35 percent 

(Riksbank, 2015f). By August 2015, Riksbank had completed 135 billion SEK of asset 

purchases as part of its QE policy comprising of government bonds. These purchases were 

done through Swedish banks (ibid.). Riksbank’s recent UMPs as of now include FG, QE 

and the negative repo rate. 

 

1.2 Research Gap 
The main focus of this study is on the perception that the commercial banks have on the 

Riksbank’s FG, QE and negative repo rate. It is important to look at the contexts in which 

the topic has been researched before. We investigate whether previous studies have 

considered the influences of the UMPs when they are announced simultaneously or 

separately. For FG, there were quite a number of articles generated authored by Riksbank 
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employees. The paper by Graeve et al (2014) focused on the description of FG, its 

models and how Riksbank uses FG. There was no research that had focused on the 

perception of commercial banks on FG.  

 

For QE, the only available literature was from either past speeches or discussions by 

Riksbank employee by Svensson (Riksbank, 2009) before QE was introduced. There 

was only one result of an academic article on QE in Sweden generated from the Umea 

university Library databases and Google scholar. The very low result was the initial 

indication of a research gap in the area. Upon reading the article by Anderson (2012), 

the authors of this paper established a difference in the description of QE in the article 

and the recently announced QE of 2015. The article describes QE as an act of the 

Riksbank increasing money supply in the economy by auctioning fixed-rate loans to 

banks at a specified interest rate in the early 2007 to the late 2009 (Anderson, 2012, p. 

1). However, as earlier mentioned, the QE of 2015 is described as an act of the Riksbank 

increasing money supply in the economy by purchasing government bonds from banks. 

That way the authors of this paper concluded after an extensive search in different 

databases that there were limited studies available on QE and on the perception of the 

commercial banks on QE in Sweden. For negative repo rate, there was no literature 

generated other than the press statements from Riksbank when this UMP was introduced. 

 

The authors of this paper then searched on available literature on the three UMPs from 

other regions and their effects on banks of those regions. We found out that the work of 

Knütter et al (2011) studied the relationship between FG and uncertainty. They found 

out that their empirical evidence indicated that central bank communication has a 

profound effect on financial market variables (Knütter et al., 2011, p. 15). The variables 

that they had considered were real interest rate, inflation and the risk premium. 

Fluctuations from these variables indicated the level of uncertainty in the financial 

market (Knütter et al., 2011, p. 5).  Another research article by Joyce et al (2011b) 

explored the relationship between QE and uncertainty. Their results suggested that QE 

had eliminated uncertainty and increased confidence for households and firms (Joyce et 

al., 2011b, pp. 208-209). Meaning and Zhu (2011) was an article that studied the effects 

of QE on government bond yields. Their empirical evidence found out that the impact 

of implementing QE was that the government bond yields declined after every 

consecutive announcement of QE implementation (Meaning and Zhu, 2011, pp. 81-82). 

However, the perception of Swedish commercial banks on the Riksbank’s UMPs, FG 

and QE in relation to uncertainty has received limited attention. 

  

When a central bank introduces a negative interest rate, it is expected that banks would 

probably pass the negative interest rate to customers. The banks may not out rightly 

charge a negative interest rate but they may pay no interest and charge a fee to maintain 

customers’ accounts. When the Danish central bank imposed a -0.2 percent rate on bank 

deposits in 2012, there was no substantial effect reported by the Danish banks. There 

was neither a significant boom in their lending activities nor remarkable withdrawals of 

deposits from the banking system of Denmark. (Irwin, 2014)  

German banks’ lending activities were affected by negative interest rates (-0.10 percent 

and -0.20 percent consecutively) introduced by the ECB in June 2014. The most affected 

banks were the German saving banks which did not have a diversified pool of funding 

which included interbank lending and deposits. The very low interest rates that resulted 

from the negative ECB policy interest rate could cause deposit flight by the customers 

who save with them. (GBN, 2015)  
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These articles highlight the influence of a central bank's negative interest rate on banks’ 

interest rates, borrowing and lending.   

 

This thesis will build on and extend the approach of those prior studies presented above 

from Europe, UK, USA and Japan and how their central banks have applied the theoretical 

concepts of FG, QE, and negative interest rates (repo rate). However, this thesis will study 

these concepts from a Swedish context. This study will act as a link that addresses the 

existing research gap between the research that has been conducted with those monetary 

policies abroad and that will be applied for Sweden. These studies have not addressed the 

perceptions that the banks have on the UMPs in Sweden. Additionally, the Riksbank can 

use this study to gain an insight into how its UMPs have influenced the banks. These 

studies will lay out the foundation and inspiration for the framework of the research 

question and purpose of our thesis.  

 

1.3 Research Question and Purpose 
This dissertation presents the following research question as a way to investigate the 

perception among Swedish commercial banks of the three Riksbank’s UMPs. These are 

complemented by four indicators (uncertainty, government bond yields, bank interest 

rates, borrowing and lending):  

 

What are the perceptions of the four dominant Swedish commercial banks towards 

Riksbanks' Forward Guidance, Quantitative Easing and Negative Repo Rate? 
 

The purpose of this thesis is to investigate the relationship between FG and QE on 

uncertainty, QE on government bond yields and negative repo rate on borrowing, lending 

and interest rates of the dominant commercial banks. The reason for studying dominant 

commercial banks is based on the findings from studies by Kashyap and Stein (1997) and 

Hele (2013). Kashyap and Stein (1997, p. 6) states that the reaction of banks to monetary 

policies depends on the sizes of the banks. Banks with more cash and securities at the 

beginning of a monetary contraction respond contrarily from those banks with less 

liquidity. The more liquid banks are, the more liable they are to reducing their lending in 

the times when a monetary policy is tightened.  

 

Hele (2013) describes that the key factors in determining the importance of a lending 

channel is the extent of a particular bank's dependence on the economy and the extent to 

which a bank's loan supply is affected by the actions of the central bank (Hele, 2013, pp 

9-10). The clearing of a commercial bank's balance sheet is carried out through the central 

bank. It is assumed that the clearing has a negative settlement balance after a particular 

accounting period with the same central bank. As a result, the commercial bank must pay 

an interest rate that is determined by the central bank, the interest rate is the policy rate of 

the central bank. (Kam and Smithin, 2012, p. 548)   

This motivated us to study the Riksbank in order to have an idea of their intentions and 

expectations from the commercial banks with their implementation of UMPs. 

  

The four dominant commercial banks that were included are; Nordea bank, 

Handelsbanken (SHB), Swedbank and Skandinaviska Enskilda Banken (SEB). These 

commercial banks are important, influential players in most segments of the Swedish 

financial market. Together, the four commercial banks have a 63 per cent market share in 

the deposit market. (Banks in Sweden, 2014, p. 8)  
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The four commercial banks also dominate Sweden's financial sector as they hold more 

than 74.9 percent of the total assets in Sweden giving them a large market power (Hele, 

2013, p. 31). The motivation for studying the four dominant commercial banks was based 

on the large deposit and asset share that they hold as complemented by the two mentioned 

studies by Kashyap and Stein (1997) and Hele (2013). The perception of the three UMPs 

should be observed from these large banking institutions. In summary, this paper 

addresses the concern in the academic literature regarding the perceptions of the Swedish 

commercial banks of the Riksbank’s UMPs. The purpose is to explore the perceptions of 

respondents from the Riksbank and the four dominant commercial banks on the UMPs in 

relation to the four indicators. 

 

1.4 Structure of the thesis 
The structure of the thesis will be presented below, in order to provide the reader with a 

general overview and understanding of this thesis for the upcoming chapters. The paper 

is organized as follows: 

 
 

Figure 1. Chapter guide.   
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2 Research Methodology 
This section examines what this thesis sees as reliable sources of knowledge and from 

what reality the data being collected from will be viewed and interpreted as. The type of 

data that is being collected and from whom it is collected from will be addressed as well. 

 

2.1 Methodological points of departure 
There are two research philosophical standpoints, ontology and epistemology. Ontology 

considers the nature of reality, while epistemology concerns with what is deemed as 

acceptable knowledge (Mills et al., 2010, p. 331; cf. Saunders et al., 2009, pp. 110, 112) 

 

2.1.1 Ontology 
The ontological position subjectivism sees reality as being dependent on the perceptions 

and actions conducted by social entities (Alvesson & Kärreman, 2011, pp. 57-58; cf. 

Saunders et al, 2009, p. 110). Subjectivism demonstrates the relevance towards the 

theoretical link between a social and practical phenomenon (Alvesson & Kärreman, 

2011, p. 57). It can be argued that the work of this study is mainly theoretically based 

and aims to understand how the three UMPs is being interpreted by social phenomena. 

Ideally, this is conducted by investigating the interpretation of the social actors while 

considering their own position and perception. This thesis has the agenda to examine 

information subjectively that is gained from social actors, which are the interviewees 

from Riksbank and the four Swedish commercial banks. This study is therefore in line 

with the ontological view of subjectivism. 

 

2.1.2 Epistemology 
An epistemological position is interpretivism. Interpretivism is a position where the 

researcher attempts to comprehend individual’s social interactions which has been 

created in their environment (Bryman & Bell, 2011, p. 17). These individuals can be 

seen as social actors who has an important role in their position because interpretivism 

lays focus on people instead of objects (Saunders et al., 2012, p. 137).  

 

Based on this consideration, interpretivism has been chosen as our epistemology. This 

is because the authors will get an in depth understanding about the four commercial 

bank participants’ perception of the three UMPs on their own banks through interviews. 

The research will interpret the results through their point of view in order to understand 

the perception of these UMPs from the bank respondents.   

 

In summary, subjectivism and interpretivism supports the qualitative nature of this 

research. These two positions enables room for interpretation of the responses from the 

interviews outside of the context of what the interviewees will express. 

 

2.2 Method Choice 
The authors ascertain that the deductive approach is suitable for this paper since the 

theory that will be generated is a replication of previous established research (Bryman 

& Bell, 2011, p. 13). The motivation for choosing a deductive approach is to investigate 

the perception of the respondents from the four dominant commercial banks on the three 

UMPs. This is accomplished by complementing the study through the four indicators 

including uncertainty, government bond yields, bank interest rates, borrowing and 

lending. The UMPs and the four indicators are already existing theories in which we 

gain insight into by assessing a certain phenomenon. It is therefore suitable to choose 
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deduction as our research approach, which is the assessment of phenomena from which 

its insight of specific existing theory can be collected from (Spens & Kovács, 2006, p. 

374). 

 

When classifying the research purpose there are three categorical study methods that are 

applicable, which are exploratory, descriptive or explanatory study (Saunders et al., 2009, 

p. 139). The exploratory study enables the researcher to gain insight into understanding a 

certain phenomenon or problem which is then characterized by asking open ended 

questions regarding the topic. Exploratory research provides flexibility and is capable of 

changing throughout one's research by switching between open and close ended questions 

when you have interviews. (Saunders et al., 2012, p. 171)  

 

This paper’s research design is a qualitative case study of FG, QE and negative repo rate 

based on the perception of Nordea, Handelsbanken, Swedbank and SEB respondents. 

The concept of a case study is defined as a way to investigate a contemporary 

phenomenon in its real life context (Robson, 2002, p. 178). The authors have chosen the 

method of interviews in order to collect in-depth information (Saunders et al., 2009, p. 

482) pertaining to how these UMPs have affected the four dominant commercial banks 

based on the perception of the representatives from the Riksbank and the commercial 

banks themselves.  

 

The authors of this paper settled for an exploratory case study for this thesis. This is 

because our research question intends to find out how certain commercial banks are 

affected by UMPs in Sweden for the first time. 

 

2.3 Scientific Approach 
Considering the epistemological and ontological positions described above, the authors 

of this paper have decided that the effective way to fulfil the purpose of the research is to 

prepare a qualitative study based on a deductive approach. A majority of the previous 

research in the study of the effects of the UMPs have been carried out using a quantitative 

approach. However, we settled for a qualitative approach for this thesis. The reason for 

choosing a qualitative approach are based on the considerations presented by Hoepfl 

(1997). The author mentions that a qualitative research methodology can be adopted when 

a researcher wants to have a better understanding of a phenomenon when little is presently 

known about it (Hoepfl, 1997, p. 1). This motivated us to choose a qualitative approach 

since the UMPs are recently introduced in Sweden and as mentioned in the research gap, 

there are limited previous studies on the same. Moreover, the author mentions that the 

qualitative approach can also be used to obtain in-depth information that may be difficult 

to present quantitatively (ibid). We intend to study the perception of the influence of FG 

and QE on uncertainty. This may be difficult to sufficiently explore using quantitative 

measures and therefore a qualitative approach will be more adequate for this thesis. 

 

2.4 Data Collection 
Primary and secondary sources of data were used for this exploratory case study. The 

primary data will be obtained from interviews with representatives from Riksbank and 

the four commercial banks. The qualitative data is collected through semi-structured 

interviews. For both interviews with the Riksbank and the four commercial banks, two 

questionnaires were constructed as a guideline for the interviewees as presented in 

Appendix 1 and 2.  
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The secondary data that was used for our thesis consists of scientific, peer-reviewed 

articles, speeches and research articles from the Riksbank and course literature.  

 

An advantage of using primary data sources (semi-structured interviews) is the fact that 

the data collected by us of this paper is first-hand. The responses are legitimate and 

directly fulfil the purpose of the investigation of the study since the respondents have 

the required knowledge on the phenomena of the three UMPs. A disadvantage would be 

that gathering primary data is time consuming as the respondents have to be contacted, 

interviews needs to be scheduled and the responses need to be transcript. 

 

The preference for secondary data is the ease of its accessibility since the vast amount 

of data is available for all students through the library of Umeå University. The 

disadvantage of using secondary data is the need to gauge its relevance to the authors of 

this paper's study. (Saunders, 2009, pp. 269-272)  

To clarify, the scholarly articles investigate the same phenomenon but under different 

objectives, environments and regions since the data were collected to answer different 

research questions. Umeå University Library databases will be used to find scholarly 

articles. These included Business Source Premier, EBSCOHost and Google Scholar. 

Key words were used to limit the search in the database included; Quantitative 

easing/QE, Forward Guidance, commercial banks, Sweden, banking sector, 

government bond yields, uncertainty and confidence, interest rates, negative interest 

rates, negative policy rates, depositors, borrowing, lending, net interest income/margin 

 

2.4.1 Semi-Structured Interviews  
Interviews are the most common method used to collect information in qualitative 

research (Bryman & Bell, 2011, p. 465). Unstructured and semi-structured approaches 

are mainly used for qualitative research while the structured approach is commonly used 

in quantitative research. The authors of this paper settled for semi-structured interviews 

as the approach is relevant for our chosen exploratory case study. Semi-structured 

interviews are flexible in nature and there may be instances where the concentration of 

the study may have to shift based on the significant issues raised during the interviews. 

(Bryman & Bell, 2011, p. 467)  

Semi-structured interviews with open-ended questions is suitable because the purpose of 

this paper is to discover the perception that the four commercial banks interviewees have 

on the three UMPs. Therefore, it is important that they have the freedom to respond 

widely without any boundaries that would limit whatever they have to say. The interviews 

will follow the outline of the interview guide in appendix 1 and 2 in chronological order. 

However, the order may be interrupted to ask follow up questions based on issues raised 

while responding to the questions in the interview guide. 

 

2.4.2 Information Collecting Process 
The selection for banks and interviewees were carefully assessed in regards to the sample 

process which was based on the principle of convenience. Convenience sampling is 

defined as research that is available by the virtue of accessibility (Bryman & Bell, 2011, 

p. 190). Moreover, since convenience sampling is a non-probability sampling method, it 

is not possible to generalize the results of the sample from the four commercial banks 

towards the whole population, the banking sector (Bryman & Bell, 2011, p. 442). 

However, we can generalize the results from this thesis to other Swedish commercial 

banks. When it comes to semi-structured interviews an appropriate sample size to fulfil 
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would be between the numbers 5 to 25 (Saunders et al., 2012, p. 283).  For this qualitative 

study, we aim to fulfil this sample size by interviewing at least five respondents.  

 

We intended to identify appropriate respondents based on our research question and 

theoretical perspective. The evidence that we intend to collect should be in line with our 

deductive approach. This is fulfilled by interpreting the perception that bank respondents 

have to previously existing theories and also confirming whether the bank respondents’ 

perception aligns with previous theories or distinguishes from it based on our chosen 

positions, subjectivism and interpretivism. Therefore, the respondents had to be currently 

employed by the Riksbank and the commercial banks. Secondly, they should have been 

employed before the UMPs were concurrently introduced. Thirdly, we hoped that they 

were to be from planning and strategy, retail banking, cash and asset management and 

customer service departments. 

 

We believe that these respondents would be able to inform us on the important facets and 

perspectives related to the phenomena of our study. The respondents would be considered 

by role (faculty), perspective (both those who approve and disapprove the implementation 

of the UMPs), experience level (both junior and senior since these UMPs are new and 

unconventional, hence disregarding any experience level) and diversity (gender and 

background were not considered).  

 

We did not predetermine the number of respondents from each of the banks. However, 

we believed that one respondent was enough to inform us fully on all the important 

elements of the phenomenon of the UMPs that we were studying. This was necessitated 

by the fact that we sent in the questionnaire prior to the interview and that gave them 

enough time to research and avail sufficient information and knowledge on our study. If 

additional interviews or focus groups were added, there would be no new concepts 

identified as the data would have already been saturated. 

 

We sent an email to the banks email addresses on their website where we attached an 

interview guide which included a brief description of our background, our interests in the 

study, the purpose of the study and ethical issues that will be considered such as issues 

with anonymity. That way we expected the email to be forwarded to the appropriate 

respondent (s) with sufficient knowledge on our study.  

 

The interview guide for Riksbank was written in English. However for the commercial 

banks, our introductory message was in Swedish and the questionnaire in English. The 

reason for the difference in the introductory message being in different languages was 

based on the fact that Riksbank had an English and a Swedish homepage while some of 

the commercial banks only had their home pages in Swedish. Based on past experience 

from one of us on a previous study on Swedish banks, the author found out that there was 

a higher response rate when the initial contact with the Swedish commercial banks were 

done in Swedish. The email also informed the recipients that a questionnaire had been 

attached and will be used as an interview guide during the interview. The interview guide 

is presented in Appendix 1 for Riksbank and Appendix 2 for the commercial banks. The 

reason behind attaching the questionnaire was so that the person that accepts to have the 

interview with us is certain that they have the relevant knowledge and information that 

we needed. The questionnaire for the banks was kept in English to avoid 

misinterpretations which may arise from translating the questions from English to 

Swedish since we expected to carry out the interviews in English.  
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An interview guide is considered as an aid to preparing and conducting semi-structured 

interviews more effectively. An interview guide helps researchers to systematically order 

their thoughts, structure their topics and formulate comprehensible, non-leading and 

relevant questions for their study. (Bryman & Bell, 2011, p. 475) 

Five open ended questions and one follow up question were formulated for the Riksbank. 

Ten open ended questions and five follow up questions were formulated for Nordea 

during the first and second interview attempts. Fifteen open ended questions were 

formulated for the three commercial banks for their interviews which were carried out in 

the second round as presented in Appendix 2. The study intends to explore the 

respondents’ perception of FG, QE and negative repo rate on their commercial banks 

complemented by the four indicators. Therefore, it will be appropriate to formulate a large 

number questions which should provide rich and detailed responses that will fulfil the 

purpose of the study and answer our research question.  

 

Open ended questions permit unique responses to be obtained from the respondents. This 

may lead to responses that the researcher may have not have thought about (Bryman & 

Bell, 2011, pp. 249). Other than that, open ended questions do not lead interviewees to 

answer in a particular way or with a yes or no answer. The researcher can easily tap into 

the knowledge and understanding of the respondents. They are also helpful in exploring 

new areas and those that the researchers had limited knowledge on. (Bryman & Bell, 2011, 

pp. 249-250) 

These advantages support the purpose of this study as the focus is majorly on the 

perception of the Riksbank and the commercial banks. We highly rely on the knowledge 

and understanding from Riksbank and the commercial bank respondents and prior 

literature.  

The main disadvantage of open ended questions would be the fact that they are time 

consuming to administer. There is a chance that the interviewees may talk longer than 

compared to when the question would have been closed ended. Besides that, the answers 

have to be coded and finally there is a possibility in variability between the respondents 

in the recording of the responses. This is because of the complexity of transcribing what 

interviewees said. (Bryman & Bell, 2011, pp. 249-250) 

On the first round to get respondents, out of the four commercial banks contacted, three 

replied. SEB did not respond. Swedbank replied but asked us to contact their local bank 

in Umeå. Nordea and Handelsbanken scheduled a time to conduct telephone interviews. 

The authors of this paper decided to physically make contact with SEB and Swedbank in 

Umea. The receptionist at SEB informed the authors that none of the employees could 

conduct an interview with us due to a lack of knowledge in the topic. The receptionist 

suggested that the authors of this thesis can gather the information through SEB 

Homepage. The receptionist at Swedbank informed the authors that none of the 

employees was available for an interview as they were busy documenting their tax returns 

before the deadline at the end of the week. He also mentioned that some of our questions 

were sensitive and employees were not allowed to disclose such information to the public. 

He asked us to obtain the information from their website. The potential interviewee from 

Handelsbanken cancelled the interview at the last minute (a day before the scheduled 

time). He said that he would inform us of a new scheduled time. He did not contact us 

again. Riksbank and Nordea responded and scheduled a time for a telephone interview in 

the next week.  
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On our second round to get respondents from Swedbank, Handelsbanken and SEB, one 

of us physically approached the commercial banks at their headquarters offices in 

Stockholm. The receptionists at the banks agreed to forward our interview request to the 

right respondents who would then contact us through email or telephone. Swedbank and 

SEB respondents sent emails to inform us of their availability and that they would call 

the author that approached their bank. The Handelsbanken respondent called back and 

scheduled a time. Thereafter all the three interviews were conducted over the phone on 

the scheduled dates between the respondents and one of us. The telephone interviews 

were recorded. The main disadvantage of only one of us conducting the interviews is the 

fact that it may limit the amount of questions we would have asked since we used an open 

ended questionnaire. However, at that stage of the study, each of us had acquired 

sufficient knowledge on our topic. The knowledge was enough to know exactly the 

information and knowledge we intended to collect from the interviews and hence an 

interview could be conducted by just one of us. The recordings were then replayed and 

listened to and transcript by both authors. We will also request the respondents if we could 

contact and request them for a follow up interview if necessary. 

 

We do not know how the banks selected the respondents for our interviews. We 

approached the banks through two different ways. Firstly, by sending them the interview 

guide and questionnaire through their emails. Secondly, one of us physically approached 

them at their headquarters offices and handed the interview guide and questionnaire to 

the receptionist, who promised to forward it to the relevant respondents. Through both 

approaches, it is the respondents who contacted us to schedule an interview with us. After 

conducting the interviews, all the respondents fulfilled our criteria for the selection of 

respondents based on their role, perspective, and experience level. 

 

The interviews with the four commercial bank representatives and the Riksbank 

representative were conducted in English over the phone. The respondents mentioned that 

they were conversant in both English and Swedish and therefore conducting the interview 

in English was not a problem and they were comfortable with it. Additionally, since the 

thesis was to be written in English, conducting the interviews in English meant that there 

would be no need to translate the responses and that would help in avoiding errors that 

arise from translations such as from linguistics where interviewees use words that cannot 

be equally translated to English (Bryman & Bell, 2011, p. 488). 

It should be noted that each of the banks interviewed only availed one respondent for the 

interviews. An advantage of having one respondent is the fact that it is obvious to know 

who is speaking at a given time during a telephone interview and accordingly eases the 

transcription of the interview. Other than that, having one respondent eliminates the need 

for moderating the discussion during the interview since it is only one respondent. 

(Mansell, 2004, p. 84)  

 

The disadvantage of having one respondent is that the chances of collecting information 

about a variety of ideas and feelings that more than one respondent have about the 

research are reduced. Apart from that, it should be noted that the differences in perception 

between the respondents is also reduced when it is also one respondent. (Rabiee, 2004, p. 

656) 

 

The author Novick (2008) reviews the findings of telephone interviewing in qualitative 

research. He mentions the advantages which include the respondent being more relaxed 
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on the telephone and more willing to talk and disclose confidential information. The 

qualitative data collected via the phone is considered as rich, detailed, vivid and of high 

quality. The author mentions the disadvantages which includes absence of visual cues, 

potential for distractions of participants by activities in their surroundings and the lack of 

coverage for respondents, compared to face to face, telephone interviews have to be kept 

short which limits in-depth discussion (Novick, 2008, p. 393). The author presents 

suggestions on how to conduct telephone interviews which include establishing contact 

or a rapport before conducting the interview and also using a ready script to introduce the 

study at the start of the first interview (Novick, 2008, p. 394). We sent the respondents an 

interview guide comprising of an introductory message and a questionnaire as presented 

in the Appendix 1 and 2. 

 

The purpose for conducting a second round of interviews was mainly to gather data from 

Swedbank, SEB and Handelsbanken. We had not succeeded to get interviews with these 

banks during our first round of interviews. The empirical material gathered from the 

interviews with the Riksbank and Nordea on our first round was insufficient. The material 

was very limited to form relevant and reliable conclusions with regard to the research 

question. Furthermore, follow up questions were sent to Nordea and Riksbank based on 

new theoretical material that were added to the thesis after the interviews with their 

respondents had already taken place. 

 

The information and knowledge that we aimed to gather for the second round of 

interviews at Riksbank and Nordea was majorly on whether there were any noticeable 

influences of the UMPs on the commercial banks since their introduction. Five months 

had already passed by since the first implementations of the UMPs and at this time the 

banks had already released their second quarterly annual reports. We also wanted to know 

if the banks had noticed a relationship between the three UMPs. Overall, the second round 

of interviews was to gather sufficient data and knowledge that enabled us to fulfil the 

purpose of the study and answer the research question. This was to be fulfilled based on 

the perception of the respondents on the influence of QE on the government bonds traded 

by the commercial banks. Secondly, the influence of FG and QE on the banks’ level of 

uncertainty based on their perceptions. They were also to consider the observed influences 

of the UMPs as experienced by their banks. Lastly, the consequence of the negative repo 

rate on the banks’ day to day operations on borrowing, lending and profitability was also 

to be considered through their financial reports. The inspiration for considering the 

commercial bank respondents perception of these factors were drawn from two previously 

mentioned articles. The two articles by Irwin (2014) and GBN (2015) had depicted a 

relationship between the effect of a central bank's negative interest rate on banks’ interest 

rates, borrowing and lending 

 

The recorded interviews were transcribed. The advantages of transcribing recorded 

interviews is that it permits extensive examination of what was said, it allows repeated 

examination of the responses, it enhances the correction of natural limitations of 

memories and the data may also be reused in other theoretical ideas or analytic strategies 

apart from those they were mainly recorded for. The main disadvantage of transcription 

is that the process is time-consuming. (Bryman & Bell, 2011, p. 481). 
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2.4.3 Presentation and Analysis of data 
The collected empirical data will be presented in the results based on their relevance to 

the research question. This will be based on the key concepts of the three UMPs; FG, QE 

and negative repo rate and the four indicators; uncertainty, government bond yields, banks’ 

interest rates borrowing and lending.  

Based on previous studies on UMPs abroad, any information regarding FG, QE and 

central banks negative interest rates are valuable and affects expectations for the banking 

sector. As a result the authors of this paper consider the information collected as data for 

this study sensitive especially those collected from the Riksbank.  

There can be negative implications on the financial market if a message is misunderstood 

if one applies the wrong thematic or coding process. It is next to impossible to generate 

coding manuals that do not include some interoperation on the part of the coders. Coders 

use their pre-existing knowledge as participants in a normal culture to code the data they 

have been confronted with. (Bryman & Bell, 2011, p. 308) 

It was established during the interviews that both the Riksbank and the four commercial 

banks were keen on the information availed during QE and the repo rate announcements. 

They were also keen on the specific words used. Hence, it was important not to code but 

to either quote the exact words or mention what was actually said. 

 

2.5 Ethical Perspective 
There are four criteria to ethically consider according to Bryman and Bell (2011, p. 128). 

These criteria are (1) harm to participants, (2) informed consent, (3) invasion of privacy 

and lastly (4) form of deception. The first and the third criteria will be avoided by 

contacting the interviewees through general email applications of the four commercial 

banks and the Riksbank. Furthermore, the interviewees will be anonymous in order to 

protect their integrity. Criterion (2) is fulfilled by informing the interviewees of the 

purpose and scope of the study. This allows them to make an informative decision to 

participate in the study or not. The authors will ask for the interviews to be audio recorded 

for transcription, which will be requested at the start of the interview. In order to address 

the last criterion, the audio recorder will be placed in front of the interviewee during the 

face-to-face interview and will also be addressed during the telephone interviews. This 

should eliminate the interviewees from suspecting any form of deception. Moreover, the 

interviewees will be informed that the records will be deleted after they have been 

transcript. The transcripts will be available to the interviewees upon request. 
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3 Theoretical Framework 
The chapter begins with a literature review and then an overview of the theoretical 

concepts of FG, QE and negative repo rate which is then followed by the theoretical 

framework of the four indicators; uncertainty, government bond yields, bank interest rates, 

borrowing and lending. To clarify, these indicators have been linked to their relevant 

theoretical concepts in subsequent sections. 

 

3.1 Literature Review 
There were five research articles that were considered for this thesis. They were written 

by Filardo and Hofmann (2014), Knütter et al (2011), Joyce et al (2011b), Joyce et al 

(2012) and Whelan (2015). The theoretical models used within these articles motivated 

the authors into choosing the three UMPs and the four indicators to carry out the study in 

a Swedish context.  

 

The existing literature on the perception of Riksbank’s FG, QE and negative repo rate 

on commercial banks in Sweden are limited. The reason for this is because of the 

recentness of the UMPs’ implementation by the Riksbank. The intellectual engagement 

in Sweden over its effects are still insufficient and concerns of its usefulness have not 

been raised in scholarly articles. Our focus is therefore to address this research gap, by 

raising the important question about the perception of dominant commercial banks on 

Riksbank’s UMPs. The scope of the existing literature indicated that the concepts of 

UMPs and their relation to the four indicators were a global theoretical phenomenon. 

This is because existing research articles were based on the effects of the UMPs on 

economies and banks in USA, UK, Europe and Japan. 

 

The first article by Filardo and Hofmann (2014, p. 37) is a study which examines the 

impact and approaches of how four major central banks introduced new methods of FG 

on their policy interest rates to improve the effectiveness of its monetary policies when 

the interest rates are at the zero lower bound. The authors found out that FG had resulted 

in lowering the volatility of near-term expectations of the future path of policy interest 

rates and this has helped to shape market expectations. However, the impact on the degree 

of interest rates expectations and the response from financial markets to news were less 

evident. (ibid.) 

They found evidence that FG on policy rates had an impact through the expectations of 

future short term rates and on long term bond yields. The evidence was found by looking 

at the reactions of the three month EURIBOR and LIBOR futures rates and 10Y 

government bond yields at the announcements of FG on policy interest rates. (Filardo and 

Hofmann, 2014, pp. 42-43)  

 

The second research article by Knütter et al (2011) investigates on whether there is a 

role for a central bank communication and their responsibility to maintaining and 

improving the resilience in the financial system. They argue that central banks can 

reduce uncertainty by communicating relevant information about the conditions of the 

financial institutions, the financial sector as a whole, the macroeconomy and the way 

they conduct their monetary policy. (Knütter et al., 2011, p. 1) 

Their empirical evidence indicates that central bank communication has a profound 

effect on financial market variables (Knütter et al., 2011, p. 15). These variables were 

real interest rate and inflation (Knütter et al., 2011, p. 5). The statements and the press 

conferences made by the central bank have been seen as the most efficient way of 
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communication to influencing the financial markets. Furthermore, they found out that 

written reports by the central banks tends to influence asset prices across multiple 

markets. (Knütter et al., 2011, p. 15) 

These two research articles made major contributions to the effects of FG on uncertainty 

which motivated us to examine this relationship based on the perception of respondents 

from the four Swedish commercial banks. 

 

The third article by Joyce et al (2011b) is a study which examines uncertainty and 

confidence of QE in the U.K. Confidence for firms and households had significantly 

improved following QE in U.K. The authors present this growth in confidence in the chart 

below. 

 
Figure 2. Survey-based measures of consumer and business confidence. 

Source: Joyce et al (2011b, p. 209). 

 

The chart in figure 2 shows that the level of confidence for firms and consumers fell in 

2008 but the decline is almost fully reversed in 2009 as QE was being implemented. 

Consumer confidence can be seen in line (a) and business confidence can be seen in line 

(d). The movements in the chart corresponds to QE having caused a reduction in the 

perceptions of great downside risks and uncertainties in the financial markets and the 

general economy during 2009. (Joyce et al., 2011b, pp. 208-209) 

 

We also acknowledge the difficulty in disentangling the effects of QE from other factors 

that also affect confidence. Confidence level among firms and households had improved 

during the period that QE was being implemented. The authors suggest that QE policy 

should cause wider confidence effects than the effects generated from higher asset prices. 

As long as the QE announcements improve the economic outlook then the firms and 
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households confidence will be enhanced and therefore they will be willing to borrow and 

the banks will be willing to lend. The scale and speed of the QE program in U.K. was 

intended to reverse the declining confidence in the financial sector as the scheme targeted 

the purchases of medium to long term government bonds from both the non-bank and 

banking sector. (Joyce et al., 2011b, pp. 203, 208-211)  

As Joyce et al (2011b) has stated, QE had eliminated uncertainty and increased 

confidence for households and firms. The authors of this paper were motivated to 

investigate the QE effects on uncertainty on banks based on their perception. This 

research article found a link between uncertainty and QE through the indicator of 

confidence. Hence, the indicator uncertainty will also be considered in the theoretical, 

empirical and analysis sections of this study based on the level of confidence whereby an 

increased level of confidence is a pointer for reduced uncertainty among commercial 

banks.  

 

The landmark research article by Joyce et al (2012, p. 271) drew our attention and elated 

our interests. Of particular interest was how the authors introduced QE and its role as a 

UMP and the bank's role in their transmission mechanism. These authors looked into 

the impact of QE implementation by the central banks by considering the theoretical 

models of asset purchases and the evidence from different empirical studies from the 

US, Euro area, U.K and Japan. One of their statements with QE is that when central 

banks purchases or sells securities from the banking system, they can control the level 

of reserves that banks hold in the system (Joyce et al., 2012, p. 274). They observed that 

government bond yields and longer term interest rates declined due to the 

implementation of QE. The authors were concerned with the costs of implementing 

UMPs. One of their concerns is that high levels of bank reserves may reduce the level 

of interbank lending which can lead to dysfunction in the money market. (Joyce et al., 

2012, p. 286)  

This research article motivated us to choose the indicator of Swedish government bond 

yields because of its relationship to QE and its effects on banks. It is therefore interesting 

to highlight the respondents’ perception of the relationship and the effects that they have 

observed in their banks. In this paper we consider uncertainty in terms of its effects on 

borrowing, lending and the trade of government bonds by the commercial banks.  

 

According to Whelan (2015) banks gain an advantage from a steeper yield curve and 

low short-term interest rates by the central bank. This is because bank’s assets usually 

have a longer duration in comparison to their liabilities, so if interest rates are reduced, 

liabilities will be reset to lower interest rates than it is for assets, which will result in an 

increased profit. The general implication of a low interest rate environment however is 

likely to reduce banks profitability when the yield curve is steeper. (Whelan, 2015, p. 9)  

 

This study summarizes the effects of having low interest rates environment on banks 

based on profitability, net interest income, borrowing and lending. This article motivated 

us to choose the two indicators; interest rates set by banks, borrowing and lending 

activities. These will be used as indicators to study the commercial banks’ perceptions 

on the influences of the negative repo rate on their banks. 

 

In summary, there has been very limited information on the perceptions of commercial 

banks on UMPs in Sweden that has been explored in prior research. Most of the studies 

focused merely upon the effects of the UMPs in other regions. However, these studies 

have made major contributions which motivated us into studying the three UMPs in 
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relation to the four indicators. These three UMPs and these specific indicators should 

extend the evidence from previous research but within a Swedish research context. 

 

3.2 Forward Guidance: theoretical concept 
Forward guidance is defined as a scenario whereby a central bank avails direct statements 

about its future path of its policy tools. To some extent, the central bank through 

discussions also provides its view on the prevailing conditions of the economy. (Basetto, 

2015, p. 1) 

According to the BoE, FG is a term that is used to describe the methods of central banks 

announcing mostly through verbal statements, its path of future interest rates. This is a 

UMP which focuses on an esoteric communication strategy that aims to influence or 

manage future expectations on interest rates by guaranteeing that interest rates will be 

lower for longer. The implementation of FG, occurs as a last resort when the official 

central bank's interest rate is zero or close to zero. (Berger and Vita, 2015, p. 289) 

 

Central banks introduce FG when its policy interest rate is at the zero lower bound in 

order to affect present allocations by committing to future monetary stimulus.  The 

central banks avail information on the time span in which the policy interest rate will be 

maintained at the zero lower bound for a longer period of time. FG has been effective in 

lowering the expected future short-term interest rates. Although, this impact does not 

assure that FG policies are effectively expansionary. (Andrade et al., 2015, p. 2) 

It is established that private agents agree on the path of future short term interest rates. 

Although, they disagree on the effects of FG from different central banks on inflation 

and consumption. (Andrade et al., 2015, p. 3) 

 

Economists divide FG into two broad forms: Delphic FG and Odyssean FG. For the 

Delphic FG, central banks only state their economic outlook without making any future 

commitments and is used to affect short term interest rates. The bank is likely but not 

committed to a future action. However, when the interest rates are at the zero lower 

bound, then Odyssean FG is more relevant. Odyssean FG is a stronger signal indicated 

by central banks when interest rates are at the lower bound to affect long term interest 

rates. The central bank tries to convince the financial market that it will not move 

interest rates straight away once the economy recovers. Instead it will wait longer before 

reacting to increasing inflation and growth. It is therefore committed to a future action. 

(Campbell et al., 2012, p. 1) 

The central banks using Odyssean FG make statements whose main objective is to 

commit to its future policy. Central banks using Delphic FG make statements on its 

future policy which are mainly supposed to share with the market any superior 

information that the particular central bank may have on its future path of policy. 

(Basetto, 2015, p. 2) 

 

The private agents that perceive the FG as Odyssean consume more expecting increased 

inflation and consumption in the future. The agents that interpret the FG as Delphic 

decrease their consumption as they expect less inflation. In essence when a large number 

of the agents consider the FG as Delphic, implementing a lengthy period of low interest 

rates could be insufficient and more detrimental than if FG were not implemented since 

the agents could sway the average consumption down. However, when FG encourages 

consumption and increases inflation expectations, a large number of agents consider the 

FG Odyssean. (Andrade et al., 2015, p. 3) 
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The authors also establish that the beliefs on the commitment of a central bank’s future 

policy rate does have to be identical among agents (Andrade et al., 2015, p. 4). 

 

An announcement by a central bank where its intention to maintain its policy interest rate 

at the zero lower bound for a longer period than expected by the market participants may 

result into two effects. The announcement could be interpreted to mean monetary 

stimulus: it should result to a decline in market’s expectation of future policy interest rate 

and cause a decline on longer term government bond yields, which encourages inflation 

expectations and thereby increase inflation. On the other hand, the announcement may be 

interpreted by market participants to give negative news about the situation in the 

economy; if the participants believe that the central bank is withholding information. The 

announcement would mean lower long term yields and decreased projections of economic 

activity. Therefore, the interpretation highly depends on the ways that the central banks 

communicates. (Del Negro et al., 2012, p. 2) 

 

FG is relevant as a policy tool when it meets two conditions; the central bank must have 

some private information and secondly the private information must concern its 

preferences or beliefs. That is the central bank must have superior information over those 

it avails the FG for, asymmetric information between the two parties. For the second 

condition, it describes the scenario whereby a central bank’s communication is naturally 

regarded as FG instead of a more general idea of transparency. In the case that the central 

bank has private information on its own preferences and/or beliefs, the private agents 

would not directly care about them as long as the information helps them predict the 

central bank’s future actions. That way the FG would have provided the information much 

required by the private agents. (Basetto, 2015, pp. 3-4) 

We consider commercial banks as private agents based on the study by Carey et al (1993, 

p. 70) where they mention that commercial banks act as private placement market 

issuers, buyers and agents.  

            

Central banks communicate four different components while introducing monetary 

policy: its overall objectives and strategy, the motivation behind a specific policy decision, 

its outlook of the economy and future monetary policy decisions (Blinder et al., 2008, p. 

18). For the objectives and strategy a central bank generally enunciates its mandate during 

its communication of its policy where the mandate has been given to them by the 

government. This objective and the strategy can be presented in quantitative terms. The 

motivation behind a policy decision is fulfilled by informing the public the day the 

decision is taken. The outlook of the economy can include a central bank’s forecast on 

future inflation and economic activity. Finally, a future monetary policy decision is 

accomplished through the central banks FG of its forecasted path in future policy rates. 

(Blinder et al., 2008, pp. 18-21)  

There has been studies in which financial markets have reacted on the information given 

by the central bank based on the four components of its monetary policy. Investors update 

their own views due to the information that was disclosed by the central bank. (Blinder et 

al., 2008, p. 10) 

The author Basetto (2015, p. 2) mentions that the present day FG announcements have 

been more explicit and are tied to a central bank’s desire to pre-commit to its future policy. 

 

3.2.1 Forward guidance in relationship to Uncertainty 
According to the BoE, availing FG is about clarity and transparency in order for the 

market to have a better understanding of the future path of interest rates. The particular 
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path can assist the BoE’s Monetary Policy Committee to react to challenges from the 

unique economic situations more efficiently. The notion behind FG is that it helps in 

reducing central banks interest rates and managing future expectations. The outcome of 

this is, reductions on rates paid for fixed-interest longer term loans. As a consequence, it 

will give confidence to parties to consider taking loans based on variable rates in the short 

term which encourages consumer spending. (Berger and Vita, 2015, p. 290) 

      

However, FG may create the very uncertainty it is intended to eliminate. Berger and Vita 

(2015, p. 295) argue that the objective of FG is to stimulate more borrowing and spending 

by controlling the expectations of future interest rate, the same notion is brought about 

for QE. However, this may carry a considerable cost in credibility, mainly in the long-

term, when excessive debt and over-borrowing were the main reasons for the financial 

crisis to occur in the first place.  

     

Uncertainty can be seen as a link to the central banks FG when central banks 

communicate relevant information. The provision of such information on the conditions 

of financial institutions, the economy, the financial sector and the way monetary policy 

is implemented can reduce uncertainty (Knütter et al., 2011, p. 1). The volatility of 

financial market expectations on future policy rates to decline or rise depends on the 

central bank's ability to provide greater clarity about the future path of policy interest 

rates (Filardo & Hofmann, 2014, p. 42). “To the extent that the conditional nature of 

forward guidance highlights specific indicators, the guidance should make markets 

more sensitive to data releases related to these indicators and less sensitive to other 

information” (ibid.). 

 

Knütter et al (2011, p. 7) presented several previous studies that shows an improved 

central bank communication through reduced uncertainty contributed in enhancing the 

predictability of monetary policy decisions, which weakens financial market volatility.  

 

 
Figure 3. Central Bank Communication, Volatility and Financial Stability. 

Source: (Knütter et al., 2011, p. 7). 

 

A central bank’s communication is a vital instrument for affecting financial market 

behavior and its information transmission and to an extent function as an instrument for 

risk-management. The communication affects financial market volatility through 

increased transparency and reduced uncertainty (Knütter et al., 2011, p. 7). “Whereas 

volatility can increase in the short term, it will decrease (or at least, not increase) in the 

long term and thus contribute positively to financial stability” (ibid.). The reasoning 
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behind this is that volatility should in turn result to a higher predictability and reduced 

uncertainty (see figure 3, ibid.). 

 

When Riksbank lowered its repo rate path in April of 2009, there were increased doubts 

on the Riksbanks credibility since the market expectations were dissociated from the 

announced repo rate path. A central banks’ repo rate forecast may be misaligned with the 

expectations in the market either due to credibility issues or due to high forecast 

uncertainty. Bodenstein et al (2010) attribute the differences between the announced repo 

rate path and the expectations in the market to arise from imperfect credibility instead of 

increased forecast uncertainty. This is because the forecast of the repo rate is less 

uncertain at the zero lower bound. (Bodenstein et al., 2010, p. 13) 

“If the central bank has limited credibility, private agents correctly incorporate the 

possibility of future re-optimizations when forming expectations” (ibid.). Therefore, the 

central bank attempts to affect the expectations of the private sector by adjusting the 

already announced monetary policy (ibid.) 

 

Woodford (2013, pp 95-96) argues that there are two advantages to continue with FG 

as a policy tool while short-term interest rates remain low. Firstly, avoiding the use of 

FG and explaining the actions of the Riksbank may cause misinterpretations by the 

public of what the agenda is behind the policy implemented. This would cause 

uncertainty about how the policy should be interpreted which causes uncertainty about 

the effects of its policy. On the other hand if the public interprets the monetary policy 

as having a positive impact then it would build their confidence towards the policy 

effects. The second reasoning is that the central bank needs to show its commitment 

when interest rates are at the lower bound for it to achieve a desirable and credible 

outcome. Such commitment is achieved when Riksbank publicly states the future policy 

it expects to undertake (Woodford, 2013, p. 97).  

 

Basetto (2015, p. 16) concluded that FG is irrelevant when its purpose is purely as a 

commitment policy tool. When the central bank and private agents have symmetric 

information then actions would be more valuable than just the wordings of FG. As long 

as the private agents perceive the actions by the central bank as credible then there 

would be no need for using FG messages. 

 

We interpret from the theories that central banks’ communication is used as a synonym 

for FG depending on the region implementing it. The level of a central banks’ 

commitment and credibility are used to study FG in relation to uncertainty. 

 

3.3 Quantitative Easing: theoretical concept 
The monetary policy termed as “Quantitative easing” was first introduced by the bank 

of Japan (BoJ) on the 19th March 2001 to fight deflation (Ueda, 2012). The concept was 

introduced in Japan to indicate a change in focus towards targeting quantity variables 

“with interest rates at their Zero Lower Bound, the Bank of Japan aimed at purchasing 

government securities from the banking sector and thereby boosting the level of cash 

reserves the banks held in the system” (Joyce et al., 2012, p. 274). The idea was that by 

targeting a large enough level of bank reserves, it would eventually spill into lending in 

the wider economy and encourage increased drive in asset prices and eliminate 

deflationary forces (ibid.). The table shown below is a summary of the reasons and 

results from different regions that implemented QE. 

. 
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Region Central 

Bank 

Reason for 

implementing QE 

Type of QE 

implemented 

Results 

Japan Bank of 

Japan 

Wanted to handle 

liquidity problems 

in the banking 

system. Eliminate 

deflation 

Bought 

government 

securities from 

the banking 

sector 

Boosted cash 

reserves that 

the banks 

held in the 

system 

US Federal 

Reserve 

To affect 

yields/prices for 

different assets. 

Fight the financial 

crisis. 

Bought 

mortgaged-

backed 

securities and 

government 

bonds from 

banks 

Increased 

Balance 

Sheet 

UK Bank of 

England 

To affect 

yields/prices for 

different assets. 

Fight the financial 

crisis. 

Bought UK 

government 

bonds from 

non-bank 

private sector 

Increased 

Balance 

Sheet. 

Europe European 

Central 

Bank 

Wanted to address 

the low inflation in 

the euro area 

Provisions of 

bank loans in 

exchange for 

collateral 

Increased 

Balance 

Sheet. 

Sweden Riksbank Wanted to deal with 

the risk of inflation 

not rising fast 

enough, which leads 

to deflation. 

Reduces general 

interest rates in the 

economy 

Purchases of 

government 

bonds from 

banks 

Still 

continuing. 

Table 1. Summary of reasons and results from QE implementation by central banks in 

different region settings. Source: (Joyce et al., 2012, p. 274) and (Riksbank, 2015e). 

 

The speech made by Svensson (Riksbank, 2009) describes QE as a type of UMP 

implemented by central banks to stimulate economies once conventional monetary policy 

becomes ineffective. This description implies that QE is used as a method in times of 

economic and financial meltdown i.e. when risk-free short term nominal interest rates are 

at the zero lower bound territory. Sweden introduced QE when the repo rate was cut to -

0.10 percent because the inflation rate was still too low. QE was implemented to prevent 

the economy from falling into deflation and also to increase the prices of financial assets 

(Riksbank, 2015e). 
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The implementation of QE causes increases on asset prices through the asset price 

channel. The asset price channel is defined as the inverse relationship between the shocks 

in a monetary policy and the movements in asset prices (Ubl, 2014, p. 61). When the 

central bank increases its money supply in the economy, commercial banks must readjust 

their portfolio of assets, lower their interest rates and improve its financing conditions 

through increased lending. At the same time the financial asset and non-financial asset 

investments are strengthened. (Hui, 2013, p. 2) 

 

However, some economists and commentators contend that the US central bank, the 

Federal Reserve (FED) used a form of QE to fight the great depression in the 1930s and 

1940s though it was not referred to as QE back then. In April 1932, FED implemented 

large scale open market purchases. It bought government securities for all maturities up 

to 10 years. This particular action of buying securities can be likened to the present day 

QE. (Bordo, 2014, p. 8) 

 

With the Swedish type of QE in mind, the origin and importance of QE in Japan would 

be more relevant and applicable to this study than the FED's asset purchases during the 

1930-1940s. 

 

3.3.1 Quantitative Easing relationship to Uncertainty 
The announcements of QE may include information on the economy that has an impact 

on the perception of future corporate earnings and the uncertainties surrounding them. 

The uncertainty in the information with QE announcements may also affect the 

perceptions of investors in the changes of the government bond prices when discounting 

future cash flows. (Joyce et al, 2011a, p. 139)  

 

The liquidity provided when implementing QE by a central bank should make investors 

more confident in financial institutions. This is because the financial institutions will have 

enough liquidity to meet their cash demands. Additionally, the central bank backing up 

the liquidity demands of financial institutions should reduce their funding stresses, all else 

equal, and increase the institution's willingness to lend. (Bernanke, 2009) 

 

Private borrowing rates are also expected to decline when QE is implemented by a 

central bank. This is because the government bonds act as benchmarks for the pricing 

of private-sector assets. Consequently, it is expected that the interest rates on the 

privately issued securities and loans should also decline as the government bond yields 

decline. Banks can use the returns from the sale of government bonds to obtain new 

credit. On the other hand, banks may choose to reserve the additional funds from the 

sales in their reserve accounts at the central bank even when the reserves earn low or 

zero interest. This occurs when the banks regard that their profitable lending 

opportunities are limited and they have a desire to have liquidity available due to 

financial and economic backdrops. (Klyuev et al., 2009, p. 8) 

 

QE in Japan had been effective in keeping its financial system stable and having a 

conducive monetary environment by removing financial institutions’ uncertainties and 

averting further decline of economic and price level advancements that could have 

resulted from corporations’ uncertainty about future QE programs. (Ugai, 2006, p. 6) 
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There is a relationship between uncertainty, volatility and financial stability where an 

increased degree of uncertainty on financial markets usually results to an increase in 

volatility on financial markets. Volatility of asset prices is interpreted as the fluctuation 

of the asset price rooted in the change of underlying factors of that particular asset 

(Knütter et al., 2011, p. 4). It is argued that the volatility of asset prices is caused by the 

uncertainty of future payment of flows and the discount rate (Knütter et al., 2011, p. 5). 

The financial asset, government bonds is of relevance as it is affected by the Riksbank’s 

UMP, QE.  

  

However, according to conventional new Keynesian models, QE may only be effective 

if it alters the uncertainty of the future path of policy interest rates and /or inflation. 

Therefore it can be concluded that a central bank's commitment to a path for future 

interest rates should be more effective than implementing QE. As a result, QE will only 

work through a signalling channel. (Joyce et al., 2011a, p. 118) 

Signalling channel is where the central bank communicates through asset purchases of 

its commitment to stimulate the monetary base level. Such a credible commitment by 

central banks can also reduce uncertainty while increasing confidence in the financial 

market to support the asset purchases policies undertaken. (Meaning and Zhu, 2011, p. 

74) 

 

We interpret from the theories presented that the levels of confidence and volatility are 

used to study the level of uncertainty. 

 

3.3.2 Quantitative Easing relationship to Government Bond Yields 
A study by Duca et al (2014, pp. 4-5) investigated the impact of QE on the issuance of 

government bonds. This was done by checking the robustness of its findings with 

domestic and global macro financial factors. More specifically, they controlled these 

factors by identifying weaknesses in cross-border, domestic banking and its association 

to the reduction in loan capabilities of banks. As as result, this has encouraged the 

corporate sector to issue more bonds. The authors found out that QE in the US has a strong 

impact on bond issuance, especially in emerging markets. A counterfactual analysis 

indicated that issuing government bonds in emerging markets that had not implemented 

QE should have been widely half of the actual issuance.   

 

The most notable effect of the ECB’s QE programme is that their long-term refinancing 

operation resulted to banks flooding their domestic government bond market with money. 

As a result, there is downward pressure on sovereign bond yields in the euro area which 

is at the bank's expense since they cannot pass on lower cost of credit to the economy. 

(Valiante, 2015, p. 2)  

 

Valiante (2015, p. 4) stated that the holders of European German bonds are mostly foreign 

non-banks. These bond holders may be willing to sell their eligible securities if yields for 

those securities remain in negative territory for a longer period of time. However, not all 

foreign non-banks may follow this assumption. The reason is that banks may hold onto 

German government bonds because of the opportunity cost of selling them is relatively 

high as it is a risk free asset, and this is certainly higher for the opportunity costs for non-

banks. 

 

The same author, Valiante (2015, p. 5) highlights factors that are opportunity costs for 

banks if they sell their government bonds. Firstly, the capital requirements attributed to 
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government bonds carry the same risks weights as liquidity with the additional benefit of 

receiving a return. Secondly, the purchases of assets pushes prices up and that is 

convenient for bond holders to withhold their assets for as long as the ECB stays in the 

market. Thirdly, the alternative use of government bonds in the collateral market may 

produce additional returns, this may not be available with cash. Fourth, the risk aversion 

in a “balance sheet repair” environment, reduces the bank's demand to take on more risk 

with an alternative investment or a minus 20 basis points left in its deposits. Lastly, the 

balancing of an investment portfolio may have a minimum requirement level of holding 

risk-free government bonds.  

 

According to Graeve & Linde (2015, p. 50) one should consider the equation model of 

the long-term interest rate which simply shows the average path that is to be expected by 

the risk-free short-term interest rate which the Riksbank can control. The equation (1) 

model is as follows: 

𝑖𝑡
𝑇 =

1

𝑇
∑ 𝑖𝑡+𝑠/𝑡                              (1)

𝑇−1

𝑠=0

 

 

The model depicts how a sudden reduction in the central bank's interest rate, which would 

be the repo rate would lower the long-term nominal interest rate which is (𝑖𝑡). The T 

within this equation represents the time to maturity on a particular government bond.  

Finally for government bond yields, the equation from before is now combined with the 

term premium (𝑡𝑝𝑡
𝑇). The term premium is defined as the willingness for investors to 

receive extra return by holding a long-term bond to maturity compared to the return that 

an investor could receive for holding a short-term bond under that same time period. The 

term premium is assumed to be positive (Graeve & Linde, 2015, p. 51). Thus the equation 

(2) model shows the calculation and plotting of government bond yields is as follows:  

                 

𝑖𝑡
𝑇 =

1

𝑇
∑ 𝑖𝑡+𝑠/𝑡

𝑇−1

𝑠=0

+ 𝑡𝑝𝑡
𝑇                      (2) 

 
  
Based on the equation (2) model, it is important to consider the parameters within it that 

would cause the yield to fluctuate as perceived by the four dominant commercial banks. 

According to QE announcements by the FED and the BoE, QE had affected economic 

activity through its signalling channel. There were three important findings in regards to 

how QE affected the bond yields from an event study of the QE announcements. Firstly, 

through the purchases of long-term securities, government bonds included, it led to the 

lowering of the yield curve causing investors to buy assets with a longer maturity or with 

a higher credit risk. Secondly, the commitment to the signalling channel led to the 

lowering of short-term interest rates and also the lowering of long-term yields. Lastly, 

the reduction in yields and short-term interest rates boosted the confidence for firms and 

household to spend. (Meaning & Zhu, 2011, pp. 74-75) 

Moreover, the study found out that the QE programme led to bond yields declining on 

maturities most significantly seen on the impact of 5- and 10-year yields. These impacts 

were the largest after the announcement of the purchases. However, even if there were 

large impacts on the 5- and 10-year yields there were circumstances where a few of the 

announcements led to the rise in yields, an example that was observed was the BoE's 
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announcement during the 6th of October 2011 to extend its purchase programme. 

(Meaning & Zhu, 2011, pp. 75-76) 

 

Thus, a conclusion was drawn that the QE programme may reduce yields either on the 

day of the announcement, at the time of actual purchase or after the programme has been 

completed, or actually a combination of all three circumstances (Meaning & Zhu, 2011, 

p. 78).  

 

3.4 Repo rate: theoretical concept  
As presented in the introduction, the term repo is an abbreviation for Repurchase 

Agreement. It is a borrowing and lending transmission used by central banks and the 

banking sector and near banking institutions in the world in order to manage liquidity. 

Significantly, repos are used to manage short-term liquidity fluctuations. Regulators 

priorities reforms in the repo market in order to secure the banking business since the 

banking channel distresses the economy the most during financial stress and crisis. The 

repo rate market is supposed to have been the key channel that transmitted the last 

financial crisis. (Nath, 2013, p. 2) 

 

The fluctuation of the interest rate is an important indicator of monetary policy in the 

monetary policy transmission process. The fluctuations may arise from varying factors 

and uncertainties which in turn affects interest rates over time as the monetary policy 

adjusts. To get rid of the fluctuations, a central bank should choose a policy interest rate 

that limits deviations of the market interest rates from the policy interest rate. Inflation 

targeting has been introduced by many countries including United Kingdom, Sweden, 

and South Africa among others. Inflation targeting has proved to be successful in a 

majority of these countries that have introduced it. They have been able to cut their long-

run inflation levels. For South Africa, when its inflation rate rises beyond the 6 per cent 

level, the South African central bank often increases the repo rate so that it can adjust 

the inflation back to the targeted level. The adjustments of the repo rate in an inflation 

targeting economy are important since when inflation levels are forecast to be high, 

banks use higher interest rates for compensation. Therefore, if the inflation is expected 

to rise it may result in higher interest rates from the banks. (Fadiran and Eduno, 2013, 

pp. 622-623)   

 

The interbank market (market for bank loans and deposits across different banks) plays a 

significant role in the implementation of monetary policy by following an inflation 

targeting framework while applying the repo rate. This is because the interbank interest 

rates respond immediately to changes in the repo rate. The figure 4 below presents the 

trend and pattern of the South African repo, itbr, lr and dr which are abbreviations of repo, 

interbank, lending and deposit rate respectively: 
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Figure 4. Comparisons of selected interest rates.  

Source: (Fadiran and Eduno, 2013, p. 624).  

 

Actions taken by the central bank surrounding the repo rate enables it to control both 

the primary and secondary money markets in a region. The aim of the actions are usually 

to influence liquidity in the banking sector and thereby affect interest rates through the 

interest rate channel. The repo rate is therefore considered as the benchmark for the level 

of short term interest rates that influences commercial bank actions and the interbank 

market. (Fadiran and Eduno, 2013, p. 624) 

 

Banks use securities as collateral if a bank wants to borrow money from the central bank. 

If they want to borrow securities then the collateral is cash. As such, in both scenarios, 

the instrument borrowed is given back to the owner when its maturity expires. A 

majority of loans mature of usually one day while the length of the transaction rarely 

goes beyond ninety days. The price of the transaction is termed as the repo interest rate. 

The participants that enter the market to take loans against securities pay the repo rate. 

(Keane, 1996, p. 1) 

Most likely, general repo rates rise because market participants are less willing to 

borrow funds at this time, preferring to reduce the size of their balance sheets in advance 

of central banks’ statement dates (Keane, 1996, p. 3). 

 

3.4.1 Central Banks’ Interest rate in relation to Banks’ interest rates 
The relationship between policy interest rate (repo rate) and interest rates in the money 

market (banks interest rate) is seen through the function of the repo rate as a monetary 

policy and its ability to influence the interest rate level through two channels (Nath, 2013, 

p. 9). These channels used to implement monetary policies include; “for moderating or 

controlling liquidity in money markets and an effective mechanism for signalling to 

markets the desired level of interest rates” (ibid.). The central banks’ repo rate signifies 

the rate at which the central bank is willing to borrow or lend money in exchange for 

acceptable collaterals to banks in order to affect liquidity by either absorbing excess 

liquidity or injecting liquidity. Therefore, the repo rate can be used in support or resistance 

to the amount of funds in a market. The money market essentially functions within the 

interest rate corridor. (ibid.)  

 

A central bank indicates its market interest rate direction when it changes the repo rate. 

A change in the monetary policy can be signalled by adjusting the interest rate corridor. 

In the past financial crisis, central banks imparted unprecedented amount of liquidity to 
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the financial sector by reducing the quality of acceptable collaterals. This eases the 

availability of credit to the economy from the banking system. (ibid.)  

 

Central banks usually introduce monetary policy by controlling short term nominal 

interest rates that should affect the economy in various channels. Inflation expectations 

may not react to changes in nominal interest rates and therefore central banks would 

control real interest rates mainly in the short to medium term. The real interest rates 

change asset prices in order to change the willingness of banks to lend, businesses to 

invest, or households to consume or invest in housing. Individuals can always hold 

currency instead of depositing the money in banks, hence short term nominal interest rates 

cannot go (much) below zero, limiting the effectiveness of conventional policies. It has 

been argued that central banks can affect prices and output even when short term rates are 

in the zero lower bound by increasing liquidity especially by purchasing long term assets. 

(Fawley and Neely, 2013, p. 51) 

 

The pass through from the repo rate through the market interest rates and finally to the 

bank credit and deposit interest rates is examined through the transmission mechanism 

of the Riksbank. It is Riksbank’s expectation of how changes in the repo rate should spill 

over into the money market to affect inflation. The mechanism comprises of the credit 

channel, interest rate channel and the exchange rate channel. (Riksbank, 2011c) 

For this study, our focus will be on the first two channels due to their relationship with 

our two UMPs, FG and repo rate and three of the indicators, uncertainty, borrowing and 

lending unto the four dominant commercial banks:  

 
Figure 5. Schematic diagram of the monetary policy transmission mechanism. 

Source: (Riksbank, 2011c). 

 

The credit channel describes how change in the repo rate affects demand through banks 

and other financial institutions. When interest rates increase, banks decrease their 

lending and instead buy bonds. This makes it difficult for households and firms to 

borrow money. In the interest rate channel, higher interest rates result in decreased 

consumption. Consumption decreases since the loans cost more from higher interest 

payments. Higher interest rates cause the prices for financial and real assets including 



 

29 

 

shares and bonds to fall as their present value of future return drops when interest rates 

rise. (ibid.) 

 

When the repo rate is changed, it affects the interbank rate (STIBOR) that banks use for 

borrowing and lending to each other during the day. The effect between the changes in 

the repo rate and the interest rates with longer periods depends on the adjustment made. 

Riksbank has the goal of making its policies predictable. They try to accomplish this 

through publishing forecasts for its repo rate path to affect market expectations and 

eliminate any surprises. 

Banks’ lending rates and interest rates on their securities are affected by both the actual 

repo rate and the expected repo rate path. When the repo rate is expected to rise then the 

market rates are expected to rise before the repo rate itself increases. When the repo rate 

has finally been raised, it does not necessarily have any more effects on the market 

interest rates if it affirms to the market expectations. (ibid.) 

 

It was found through the interest rate channel that there is a cross-correlation between 

the ECB policy interest rate which was referred to as the money market interest rate and 

the retail bank interest rates.  The findings were from six European Union countries and 

an aggregate for the entire euro area. There was however no evidence of a systematic 

trend in the cross correlations between the ECB policy interest rate and the retail bank 

rates over time. The correlation increased in some countries while it declined in others 

and these were observed for both deposit and credit rates of the banks. (Mojon, 2000, p. 

8) 

 

The effect of the policy interest rate on short-term retail bank interest rates is used as a 

determinant for interest rate setting by retail banks. Retail banks’ rates respond to the 

policy interest rate in a slow manner over time. The response in a long time is less than 

over a shorter time. The slow response is justified by the fact that increasing bank credit 

rates may result to a decline in the average creditworthiness of borrowers. Secondly, 

little menu costs are incurred when adjusting the retail interest rates which could result 

to price rigidities. Thirdly, the response of the retail bank interest rates is less than one 

since they have a longer maturity than the policy interest rate. Determinants of the pass 

through also include the monetary policy regime which is described through the 

difference between maturity of the credit and deposit contracts and the policy interest 

rate. Secondly, competition among the retail banks and the financial markets is described 

through bank pricing activities. Thirdly, through the rigidity of the banking costs. This 

is described through the setting of the banks’ interest rates by including a margin over 

their costs. The pass through therefore reflects the effect of the changes in the policy rate 

of the average costs (operational and funding) of the banks. (Mojon, 2000, pp. 11-13)

        

Central banks’ interest rates policy rules can influence the interest rate perceived by 

commercial banks and their borrowers. In a region where a central bank pursues the 

Taylor rule, it is determined through changes in the nominal interest rate because of the 

changes in inflation and other economic conditions. However, during a panic situation 

or in a crisis, when the central bank is keeping the nominal policy rate at the zero lower 

bound, the relationship between central bank policy rate and the bank’s lending rate is 

then obscured. (Kam and Smithin, 2012, pp. 550-551) 

There is an incentive for a central bank's commitment to maintain low interest rates for 

a longer period of time. Because it encourages long-term investments. Facilitating 

liquidity measures may not transform into larger amounts of credit that can be supplied 
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to firms and households. These measures depend on the level of risk in the balance sheet 

of the banks and the banks being risk averse because of a weak economic outlook in 

which to lend.  (Klyuev et al., 2009, p. 10)  

 

UMPs which involved significant expansion on central banks assets and liabilities were 

introduced by the FED and other central banks in order to reduce interest rates and 

improve the flow of credit to businesses and households. (Bowman et al., 2011, p. 1) 

 

3.5 Pre-understanding  
The authors of this paper have recently noticed a great decline in the interest rates earned 

on their savings at Swedbank and Nordea bank. After talking to bank officials about the 

decline in the interest income, the authors found out that the decline was actually caused 

by the policies of the Riksbank and not the commercial banks. Out of curiosity, the 

authors decided to investigate further into this. 

 

3.6 Structure of Analysis  
The following figure presents an overview of how the analysis will be presented based on 

the theoretical concepts mentioned in the theoretical framework.  

 

 
Figure 6. Analysis Structure Tree. 
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4 Results 
In this empirical study, each bank interviewed will be mentioned, interview method, their 

position, experience,  the language used, the date of the interview, the market share in 

terms of household deposits and the length of the interview. The market share of 

household deposits is based on statistics from 2014 (Banks in Sweden, 2014, p. 8). Quotes 

from the collected empirical material will be used to highlight particularly relevant 

aspects of the study, and to present these aspects in the words of the interviewees.  

 

Interview 1: 

Riksbank  

Interview method: Via telephone  

Position: Advisor in financial economics to the Riksbanks’ Monetary Policy department. 

Experience: 16 years 

Language during the interview: English 

Date:  April 2015 and 3rd September 2015 

Length of interview: 34 minutes 

 

The Riksbank representative stated that they try as much as possible to be transparent so 

that the market can easily predict their monetary policy actions in the future. He stated 

that the market is able to confidently make accurate forecasts of the future monetary 

policies with Riksbanks’ transparency. The market should not be surprised by any news 

or announcements. Other than that, they make it clear that their forecast for the future 

are only but predictions and not promises. These can change depending on changes in 

the economy as Riksbank only reacts to it effects and implements actions appropriate in 

that particular time. 

 

In comparison to QE in Sweden to QE in the USA, Japan and the UK, the representative 

mentioned the difference of the preconditions for implementing QE among the different 

areas. The Swedish economy was doing well and its banking sector is also in good shape 

and this was not the same for the other regions whose economies were performing poorly 

and their banking sectors were also in bad shape. 

 

The Riksbank representative response on whether its central bank was building 

confidence and decreasing uncertainty by implementing QE and negative interest rates 

was as follows:  

 

“The economy changes all the time so you have to take new decisions when you see that 

things are not working exactly as you expected them to work. When things are 

deteriorating further then you have to take some additional action. We also say what we 

do is not promised, it's a forecast of what we think is appropriate at this time and forecast 

can of course change”. 

 

The participant from Riksbank stated that the purchases of government bond would 

provide liquidity to the government bondholders and the hope was that they would use 

this money to reinvest. The clarification of this statement is as followed:  

 

“We are buying these government bonds giving them liquid assets from Riksbank 

instead, the question is what they are going to do with the money. It will be good if they 

were to buy for example corporate bonds or go into the stocks market. That will push us 
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out twice as out, wealth will increase and we will have higher demand in economy which 

will eventually lead to higher inflation”. 

 

The representative of Riksbank had this to say about the assessment of negative 

government bond yields:  

 

“I think you will have to ask the commercial banks how they do that. It’s still risk free 

asset that is probably valued for its risk characteristics there is some risk. You will have 

to put that to the commercial banks.” 

 

The Riksbank representative mentioned that the central bank expects the commercial 

banks to lower their lending rates. He continued to mention that the transmission 

maintenance maybe a little weaker as the banks may be unwilling to lower the rates to the 

negative territory since they want to maintain the spread between their lending rates and 

deposit rates. However, it should be possible to lower the lending rates. Riksbank sets the 

repo rate and the commercial banks are expected to react to the rate. The participant also 

recommended us to view the Monetary Policy Reports in order to assess the details 

surrounding their policies. This report is presented in the appendix, where the focus is on 

the three UMPs. 

 

The participant also answered in a follow up interview on the observations that they 

noticed with the commercial banks since the introduction of QE with the negative repo 

rate:  

 

“Well we have seen alot of effects on other interest rates set by banks. We have seen 

changes on lending rates to households and institutions. We saw the rates of treasuries, 

interbank transactions, STIBOR that is, and the effects of QE in combination with our 

repo rate cuts, we saw changes on the short-term government bonds and mortgage bonds. 

In some instances interest rates of such assets have become negative. Hmm, to follow up 

on lending, we saw that there was a decline in short term lending that was offered to these 

households and companies set by the banks. I think, I think, it’s important to remember 

that the banks have done what they can to avoid setting their interest rates to the negative.”  

 

Interview 2: 

Nordea Bank  

Interview method:  Via telephone  

Position: Chief Dealer 

Experience: 8 years  

Language during the interview: English 

Date: April 2015 and August 5th 2015 

Market share in terms of household deposits: 14 percent  

Length of interview: 50 minutes 

 

The representative acknowledged the particular commitment made by Riksbank when it 

mentioned that it could make monetary policies in between meeting dates. He mentioned 

that this was the first time in history Riksbank had made such a statement. The Riksbank’s 

monetary policy board had cut the repo rate further to -0.10 percent and adjusted the repo-

rate path downwards. The repo rate was expected to remain at -0.10 percent until inflation 

grew close to two percent. The estimation is that it will not be good to begin increasing 

the repo rate until the third quarter of 2016. This will mainly include more repo-rate cuts. 
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More specifically, the respondent described the following scenario of the central banks 

FG:  

 

“The Riksbank has been very clear to implement aggressive measures by cutting the repo 

rate and introducing QE. This has of course had an effect on swedish equities rising by 

around 14% and the ten year government bond yields dropping 52 basis points. The krona 

has weakened which was necessary. We expect them to do even more easing and we 

actually think that more QE is necessary in the future in order to reach the two percent 

inflation goal and maintain this economic stability”.  

 

In essence, the activities brought forward by the central bank have been necessary because 

of the ongoing headwinds such as the slow euro area recovery and more in the short term, 

because of the issue in Greece. Nordea believes that the implementation of QE was 

necessary to maintain economic stability and because QE was being implemented by the 

ECB. Sweden had to be reactive to the implementation of QE throughout Europe. 

Moreover, they added that the central bank has done well in being explicitly clear on their 

communication with monetary policies and what to expect from them in the future. 

 

On the question on whether Riksbank was decreasing uncertainty or increasing 

confidence by implementing QE and a negative repo rate, the Nordea bank 

representative had this to say:  

 

“Yes they are building confidence and decreasing uncertainty as they reacted and did 

something. If they only looked at the market and did nothing then they would build a bad 

reputation. They were also quite strong on their wording as they said they would do 

whatever it takes in between meetings. And that is the first time we have heard the bank 

of Sweden say that they would react in between meetings and that is a strong message 

from Riksbank so I think they are building confidence”. 

 

According to Nordea’s representative, the bank considered QE implementation as a good 

action from an economic perspective. Nordea bank foresaw the presence of better 

liquidity in the short term market. The better liquidity was actually experienced as they 

described it:  

 

“The Swedish banking system is extremely long when the central bank buys government 

bonds the banking system will have a surplus of every bond that the Riksbank buys so at 

the moment it is like SEK 83 billion plus in the banking system and 2/3 is within the 

Swedish banks. So when they continue this week to buy more government bonds, Swedish 

banking system will be more liquid. Then Riksbank takes back the money on a daily basis 

or the one week certificate that they issue”. 

 

The participant had this to say on consumer and business confidence from how QE has 

affected the company's business: 

 

“The Swedish economy is quite strong in comparison to the euro area's economic 

recovery. This was done mainly through investments, household consumption and service 

productions even though we are seeing slack in industrial production and exports are still 

lacking in terms of results. So from our company's operations, its mainly through the 
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investments and lending operations which has increased which translates into households 

and firms spending more.”  

 

Besides that, the participant explained that because of the liquidity surplus in the banking 

system while operating in negative interest rates has led to business opportunities which 

Nordea has successfully captured. It was surprising that almost 30 percent of all 

government bonds in Europe are trading with a negative interest rate. They believed that 

this has and will lead to significant opportunities because of the appreciation in asset 

prices. 

 

The participant described the scenario of negative government bond yields and its effect 

on the company's business:  

 

“As we said before, because a lot of government bonds including Swedish government 

bonds reaching from short term treasuries to long term treasuries were and are still 

trading at  negative interest rate. This leads to an appreciation on asset prices, as seen 

in the equity market. We have also seen a huge interest from customers and from 

businesses in our savings and investment operations and higher activity from our 

advisory operations which have led to a growth on our fees and commission. Our AUM 

(Assets under management) have also increased more than ever to 290 billion euros. Net 

inflows on our management funds are at an all time high. We cannot say for certain that 

it is because of the QE programme and negative interest rates, but after the Riksbank 

had announced QE, we have seen these effects on our company's operations”.   

 

When questioned about bond yields diving further into negative territory, the 

representative explained about the risks to the buyers of government bonds. The buyers 

may have to rethink and buy other types of bonds such as covered bonds, those who have 

covered bonds must then go and buy corporate bonds. So the buyers needs to expand on 

their risk momentum, which forces them to reinvest into riskier type of assets. Riskier 

type of assets has a higher credit risk. Finally, it was suggested that it is not enough to 

purchase government bonds and instead the central bank needs to start buying other 

types of asset classes, such as covered bonds and then the Swedish banks can use this as 

collateral. It was mentioned that they have not seen increases in borrowing from the 

private sector and other banks. Their balance sheet is not growing at any specific rate 

and it has been lower than it has ever been. This was because people are borrowing from 

different markets and are issuing bonds on their own. Lastly, it was stated that their bank 

had prepared for the QE policy by ensuring that they had enough government bonds to 

sell to the Riksbank. Other than that, he also mentioned that the market reacted to 

Riksbank communication of a probable QE implementation by selling government 

bonds at a profit. 

 

Furthermore, the representative highlighted that their net interest income decreased by 4 

percent, which was negatively affected by the interest rate reductions on household 

mortgage loans announced at the end of last year and the beginning of this year. 

Household lending spreads fell, partly offset by a slight increase on deposit spreads. 

Lending to the public increased by 5 percent, household lending grew by 7 percent which 

was pushed up by mortgage lending. Corporate lending went up 3 percent. Total deposits 

from the public fell 1 percent.  

 



 

35 

 

The representative had this to say about the negative effects of the repo rate on their 

banking operations:  

 

“I mean, QE has not affected our business directly but it has led to benefits towards the 

surge in the equity markets by providing liquidity. But, our deposit margins has been 

lowered because of the negative interest rates, which puts pressure on our net interest 

margins although we have seen a higher demand for our products and services in other 

sectors of our bank. Also, it has been complicated to record data, transactions has led 

to technical complications because of negative interest rates. This made it important to 

redesigning our computer systems, focusing on digital solutions and reprogramming on 

how the transactions are recorded in a different way since the code assumes that interest 

rates are positive which they are not.” 

 

Interview 3: 

Handelsbanken 

Interview method:  Via telephone  

Position: Chief Strategist 

Experience:  6 years 

Language during the interview: English 

Date: 13th August 2015 

Market share in terms of household deposits: 17 percent  

Length of interview: 35 minutes 

 

When questioned about the central bank's forward guidance, emphasis was placed upon 

its credibility and commitment being at risk. The deflationary pressures have been rising 

due to fall of commodity prices which have been falling to levels not seen since the 

financial recession and the recent Chinese devaluation of the yuan has caused problems 

in the performance of European equity markets and also for its currencies. If the economy 

continues to deteriorate, this will result in hampering the process of Swedish QE, which 

affects the banking sector's liquidity surplus. Consequently, this may lead to unexpected 

changes or actions of the current Swedish monetary policy which may lead to increased 

volatility in the Swedish financial markets. However, it was a good thing that the 

Riksbank invited the banks for an informative meeting on the possibility of the bank 

introducing negative interest rates and QE from the central bank. 

 

The interviewee had said on the issue of consumer and business confidence that 

household lending has grown around two percent and for businesses being unchanged. 

Overall, the total average volume of deposits and borrowing has risen by 1 percent even 

during this period of negative interest rates and QE. This could only be possible with the 

liquidity surplus that the banking institutions have experienced due to the QE programme. 

 

When it came to uncertainties the participant had described problems in the rise in 

government bond yields during the month of April and into June. The rise in government 

bond yields, where emphasis was put mainly on the 10Y and 5Y Swedish government 

bond yields, had begun during the event of the Greece crisis and the selloff in the German 

bund. QE is supposed to drive down lower dated yields but the investors in the financial 

markets obsessed over market depth which resulted in the undermining of liquidity from 

the Riksbanks asset purchases which drove yields higher. The respondent was vocal about 

the dangers of this scenario, as described below:  
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“The conditions in the financial markets, the bond yields and currency were moving in 

the wrong direction, the assumption that the central bank has made that yields will push 

down and the krona will depreciate, instead it has gone in the opposite direction during 

that time and also even now. At this time the krona has appreciated by 1.5%. This could 

create quite an amount of uncertainty and volatility in the financial markets.” 

 

During the months of April towards June, yields were rising and the krona was 

appreciating. This uncertainty, forced the Riksbanks hand, cutting the repo rate at the 

meeting in July to -0.35 percent and an increase in asset purchases by 45bn krona, in total 

90bn krona in purchases so far. This was an unexpected move, but it was necessary since 

the QE was not having its intended effect. However, this leads to the questioning of the 

central bank's commitment to its policies. 

 

When the representative was asked about government bond yields falling, it was due to 

QE. It creates an artificial demand, pushing bond prices up and yields fall. The 

relationship was simple. The largest moves of the QE programme could be in observed 

in the 5Y and the 10Y. However, the rise of yields during April to June, lead to an 

inefficient process of QE. The largest moves of the rise in yields were also seen in the 

5Y and 10Y. The participant did see a problem with the rise in yields since another 

round of QE was announced with a repo rate cut. It has been observed from their 

business that the reduction in yields and negative interest rates has boosted confidence 

which was seen by the increase in the average volume of loans to the public and 

corporate lending. This was also seen due to increases in the average volume of deposits 

and borrowing. In summary, the participant emphasized that negative yields mainly 

affected the bank through the liquidity surplus, which enabled these effects, as seen in 

their business provided by the Swedish QE.  

 

The participant had also described the Swedish money market, STIBOR, where the 

effects can be seen, the willingness to lend has decreased because of negative interest 

rates:  

 

“If you look at the STIBOR fixings across all maturities since QE started, has been 

trading in 10 to -20 basis points range with a special incident happening due to the sudden 

rise of swedish government bond yields during April and towards June. Lending at 

different maturities has been uncomfortable to do at negative interest rates, simply put 

it’s just not attractive to lend to other banks, I would say it would be a problem if this 

persists for a longer period of time but as the Riksbank forecast of the repo rate, negative 

interest rate is temporary but necessary for the short term. So far, we have been dealing 

with negative interest rate without massive disruptions occurring in the swedish money 

markets.”    

 

The participant had also highlighted a problem which was about the erosion in banking 

profitability. On the topic of erosion in profitability this was reflected upon:  

 

“Even if our net interest income rose by 4%, mainly due to rise in business volumes and 

lending margins these were offset by decreases in deposit margins. The decrease in 

deposit margins is an important figure since it will narrow our banks net interest margins, 

since we as a bank can’t really pass through negative deposit rates for our customers. 

The reason for that is because retail depositors wants to avoid the costs of negative 

interest rates by substituting the currency for deposits which is then lower than it is for 
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larger businesses and institutions. For that our interest margins will be narrowed. If we 

continue to have negative interest rates for a substantially longer period, that compresses 

long term interest rates which reduces profit margins and lending in our bank but also 

for the banking sector as a whole.” 

 

Interview 4: 

Swedbank  

Interview method: Via telephone  

Position: Cash and Asset Manager  

Experience: 11 years  

Language during the interview: English 

Date: 7th August 2015 

Market share in terms of household deposits: 20 percent  

Length of interview: 55 minutes 

The participant recognizes and appreciates the clear communication that the Riksbank 

has maintained before and throughout the UMPs period. This statement was clarified 

further:  

 

“This is the first time the bank has broken the routine and provided more information by 

communication in between the usual meeting dates. Other than that the Riksbank has also 

communicated its future actions regarding the QE asset purchases and the value of the 

repo rate in every QE announcement day.”  

 

The participant had said that the central bank has vividly increased the amount of 

information to the public and is also clearer on its future unconventional monetary actions. 

These would out rightly be attributed to the unique UMPs of QE and negative interest 

rates which has increased the need for the central bank to inform commercial banks and 

the public on its actions as a way to reduce any form of uncertainty.  

 

The interviewee had this to say about the uncertainty of Riksbank’s UMPs: 

 

“The reaction in the bond market after the introduction of the unconventional policies 

was to us an indication of uncertainty that arose from the policies. There was a sudden 

demand for bonds and according to the institutions who are active in fixed income and 

pensions, they did not know what to expect from the current economic outlook and with 

such levels of uncertainty, there was a scramble for purchases and sales of bonds. This 

caused higher market volatility and widened credit spreads.” 

 

On the topic of government bonds and yields, focus was placed upon the issuance of 

government bonds and drawing a conclusion of the yield curve for the short term and long 

term: 

 

“The demand for bonds at our bank and probably at the other major banks remained high 

during the first half year of 2015, the number of short and long term bonds issued 

increased in volume due to the favourable conditions caused by the two unconventional 

monetary policies introduced by the Riksbank. You should try to think of government bond 

yields as the financial markets projection of interest rates, from the shorter term showing 

the short term interest rate while in the longer end, 30YR bond yields as the long term 
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interest rate. We have seen from our issuance that investors have been selling longer term 

bonds within their portfolios and instead buying stocks or other instruments that has a 

higher credit risk. Overall, QE has caused the yield curve to go lower or flatten in the 

short term but the yields have been rising in the long term bonds.”  

 

The negative repo rate introduced by the Riksbank during the QE announcements have 

had significant effects on customer activities which are evident in both the first and second 

quarters of the year 2015 annual reports as perceived by the participant. Interest rates fell 

below zero in the first quarter of 2015 due to the Riksbank repo rate cuts to the negative 

values. The effect of the very low market interest rates was mostly felt on the average net 

interest income which decreased by 4 percent compared with the first quarter of 2014 due 

to the lower deposit margins gained by their bank. The respondent was none the less 

positive of its bank regardless of the decline in net interest income as described below:  

 

“However, the low income was partially offset by the higher lending volumes from new 

lending at the time and stable lending margins. Swedbanks market share to new corporate 

lending persistently outpaced the prevailing market growth. There was an increase of 

SEK 7bn during the first quarter from corporate lending.”  

 

The negative repo rate cut affects quite a number of their corporate loan products. Loans 

that are tied to STIBOR will periodically have a negative base rate during the quarter. 

The respondent stated that it is currently reviewing the loan conditions so that the 

base/reference rate is set at 0 percent for as long as it is negative. 

 

The repo rate cut to the negatives changed prevailing market conditions for Swedbank 

and also for their customers according to the participant. Compared to Jan-June of 2014, 

the total income was squeezed causing a decline in 2015. The total net interest income 

declined by -2 percent. The very low interest rates caused a decrease in deposit margins 

in all business areas while lending margins for Swedish margins increased. 

 

The low interest rates have encouraged borrowing from both households and corporations 

leading to a growing debt. The growing debt has in turn caused the prices of several asset 

classes to rise. The net sales from asset management declined in the half year period of 

the 2015. Riksbank cut the repo rate to -0.35 percent and expanded QE bond buying. The 

Swedbank interviewee emphasised on the growing debt from households and 

corporations as depicted below:   

 

“Such an expansion creates the risk for increased credit growth and household debt. 

Swedbank’s lending increased by 1 per cent during the first quarter of which SEK 342 

million is due to unusually very low interest rates.” 

 

Interview 5: 

SEB  

Interview method: Via telephone  

Position: Bank Customer Service Advisor  

Experience: 5 years 

Language during the interview: English 

Date: 11th August 2015 

Market share in terms of household deposits: 12 percent  

Length of interview: 45 minutes 
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The SEB recognises that the Riksbank is the most transparent central bank in the world. 

However, the bank believes that Riksbanks interpretation of the current economic trends 

have not been accurate. This is described in the following scenario: 

 

“The Riksbank has increasingly used signalling channelling through the period of the 

unconventional policies on negative repo rate and the QE programme to inform us of its 

expected monetary actions in the future. However, we as a bank think that the central 

bank failed with its signalling channelling with the introduction of QE and negative repo 

rate. The reason we say this is because these two actions caught many off guard. Riksbank 

introduced Forward guidance as its main policy in 2007 however analysts have failed to 

rightfully predict its rate changes during these two unconventional monetary actions. 

Other than that the central Bank has continuously failed to make accurate inflation 

forecasts.”  

 

Therefore, the introduction of the two UMPs in essence have increased forward guidance 

as the Riksbank has continuously provided long term forecasts and hints in advance on 

its next actions however the hints have neither been clear enough to deter excessive 

volatility in the banking sector according to the SEB representative. Household debt has 

been rising since the introduction of QE and negative repo rate and this can not be 

considered as a positive effect. FG was introduced to cause a decline in inflation and not 

cause other negative effects. 

 

The SEB participant described the uncertainty of its FG in this way: 

 

“The Riksbank comments have often in the past has hinted that it is pointless to attempt 

to predicts the central bank’s future policy measures. This is because the central bank 

has the authority to make policies at any given time when they see the need to.” 

 

The SEB had this to say about the Riksbanks implementation of QE regarding 

uncertainty: 

 

“We honestly think that it has led to a lot of market uncertainty, from its forward guidance 

and its impact on our margins but also its impact on yields. They are affecting too many 

components which the markets themselves should decide, not the central bank. It creates 

confusion and increased market volatility.” 

 

When we asked the SEB about yields, emphasis was focused on the statistics 

surrounding the government bond yields and negative interest rates. Swedish 

government bond yields fell when the Riksbank cuts its repo rate. 2Y Swedish bonds 

traded at -0.34 percent compared to -0.22 percent on the previous day; 5Y bonds at -

0.006 percent compared to the day before a close of 0.12 percent, while 10Y bonds 

traded at a yield of 0.428 percent vs 0.60 percent. The second phase of bond buying 

involves government bonds with maturities of up to 25 years. However in the first phase, 

the Riksbank bought SEK10 billion bonds for maturities of 1-5 years. 

 

SEB was vocal about the central banks unconventional policies on government bond 

yields:  
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“If we look at the the components affecting the yields it is mainly the short term interest 

rate, term premium, bond price and finally the maturity. The central banks 

unconventional policies is affecting three of these components, three of them directly 

and one indirectly. The bond price rises due to the QE programme, the short term 

interest rate is cut by the repo rate path and the term premium has been compressed as 

intended but as of late been expanding due to the immense selling seen at the longer 

end of yields. The central bank's policy has greatly affected the liquidity in the bond 

market and essentially affected our clients portfolio holdings with more net inflows 

towards securities with higher credit risk and more outflows in fixed income. We think 

that the QE programme should have been a lot larger in order to have its intended 

effects, instead the central bank has focused on smaller increments to stimulate the 

economy, we have not yet seen convincing improvements as of yet for firms and 

households to spend.” 

 

SEB stressed on the importance of liquidity and how many of the parameters affecting 

government bond yields has been made mainly through the Riksbanks policies as of 

late. 

 

Riksbanks’ accommodative monetary policy to curb deflation with QE and negative repo 

rate had indicated that there was an impact on their business activities. Net interest income 

mirrored the impact of the negative repo rate as it declined by 6 percent: 

 

“The customer driven net interest income decreased by 49m in the first quarter of 2015 

and later decreased by 2 percent compared with the first quarter 2014 and decreased by 

SEK 144m in the second quarter of 2015 compared to first quarter of 2015. Net interest 

income from other activities decreased by SEK 265m mostly due to the  interest rates 

volatility in the market.” 

 

However, the negative impacts from the negative interest rates were partially 

counteracted by increased borrowing and lending volumes and improved lending margins 

as perceived by the SEB participant. 

 

Large institutions and corporates may have to pay for depositing with SEB at an 

unchanged rate at or about zero but private depositors will not pay. The participant 

justifies this action implemented by the bank as it highlights relatively low private 

borrowing rates as described below:  

 

“To offset that institutions and corporations are paying for deposits, the SEB have had 

relatively low private borrowing rates because of QE and lower interest rates, so our 

currently issued securities and loan rates have been declining as yields have as well. The 

fees for deposits have arisen from the negative repo rate introduced by the Riksbank.”   
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5 Analysis 
This chapter presents an analysis of the empirical results which will be related to the 

theoretical framework.  

 

The results confirmed that the three UMP’s of FG, QE and Negative Repo rate were 

concurrently announced at the same time by the Riksbank. 

 

5.1 Forward Guidance in relation to Uncertainty 
Riksbank stated its overall objectives and strategy, the motivation behind its policies, its 

outlook of the economy and future monetary decisions and dates when introducing the 

UMPs. These statements fulfil the suggestions presented in the theory by Blinder et al 

(2008, p. 18). Riksbank fulfilled the components on the overall objectives, strategy and 

motivation behind the QE and negative repo rate policies when it announced that the 

reason for implementing these UMPs was to boost inflation towards the two percent goal. 

Swedbank representative mentioned that Riksbank had communicated its future actions 

regarding the QE asset purchases and the value of the repo rate in every QE announcement. 

It also informed the public that the decision was reached at by the executive board during 

its monetary policy meeting. The component on the economic outlook was also fulfilled 

when it adjusted the repo rate downwards and provided the figure 7 (Appendix 3) to show 

its expectations of the future path of the repo rate until 2017. The component on future 

monetary policy decisions were also accomplished when Riksbank announced of the 

possibility of more expansionary policies even between meetings, repo rate cuts and that 

future QE programs could also include loans to banks. We consider the FG used by the 

Riksbank to be sufficient based on the suggestions made by Blinder et al (2008, p. 18). 

Riksbank fulfilled on all the requirements stated by the author. These fulfilments also go 

in line with the definition of FG presented by Basetto (2015, p. 1) whereby a central 

bank  provides direct statements on its future path of policies and its view on prevailing 

conditions in the economy. The fulfilment of the components by providing such detailed 

information on the economy and the way it implements its monetary policies should 

reduce uncertainty according to the author Knütter et al (2011, p. 1). This is true since the 

Riksbank avails relevant information through its FG. 

 

Riksbank representative stated that the Riksbank uses repo rate forward cost guidance 

which captures characteristics from both the Delphic and Odyssean FG. This means that 

the Riksbank commits to a future policy and also on the economic outlook based on the 

FG decryption presented by Basetto (2015, p. 2) and the fulfilment of the theory by 

Blinder et al (2008, p. 18) as presented in the paragraph above. Handelsbanken 

representative questioned Riksbank’s commitment to its policies. The representative 

mentioned a scenario when they were surprised of a policy meeting that took place in July 

since it was not an official meeting date. Secondly, the representative mentioned external 

factors such as devaluation of the Chinese currency, falling commodity prices, bond 

yields rising and the krona currency moving in the wrong direction. These factors 

determine the path of Riksbank policies and therefore it would be difficult for the central 

bank to pre-commit to a certain path when these factors are changing. We conclude that 

volatility in the market causes Riksbank to move out of its pre-committed path which 

causes the commercial banks to question its credibility and the result is increased 

uncertainty from the banks’ perspective now that Riksbank cannot stick to its pre-

committed path. 
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The Riksbank representative emphasised that the central bank tries to be as transparent as 

possible with its policies to avoid any surprises in the market. All the representatives from 

the commercial banks agreed that Riksbank had increased its FG and transparency. 

Swedbank representative acknowledged that there was increased FG by the Riksbank and 

also recognised the clarity in the statements made in FG during the UMPs period. 

Nordea’s representative continued to say that the Riksbank had been very clear in its FG 

information on which aggressive monetary actions it intended to implement. These 

included cutting the repo rate and introducing QE. The representative from the SEB 

acknowledged Riksbank as the most transparent central bank in the world. According to 

Basetto (2015 pp. 3-4), such transparency by the central bank makes its FG not a valuable 

policy tool since the central bank does not have any private information on its preferences 

or beliefs. Knütter et al (2011, p. 7) argues for transparency based on his findings. He 

mentions that a central bank’s communication affects market behavior (volatility) through 

increased transparency and the result is reduced uncertainty among the market agents. 

The author further shows in figure 3 that when uncertainty declines the predictability 

increases. This inverse relationship between uncertainty and predictability partially holds 

as we found out in the interviews. Nordea representative mentioned that his bank ensured 

that they had enough government bonds as they had predicted increased demand for the 

government bonds. This preparation was done as soon as Riksbank communicated its 

intention to introduce QE. The bank also foresaw better liquidity in the market. Nordea 

expected the Riksbank to do even more QE in the future until the 2 percent inflation goal 

target had been reached. 

 

Knütter et al (2011, p. 7) presented previous studies that showed that improved central 

bank communication through reduced uncertainty contributed in enhancing the 

predictability of monetary policy decisions, which weakens financial market volatility. 

We found out from the Swedbank representative that in spite of FG reducing uncertainty 

and increasing predictability, due to other market factors the market volatility may not 

actually be weakened. The representative mentioned that the sudden demand for 

government bonds and the heightened uncertainty from not knowing what to expect from 

the current economic outlook had caused increased market volatility. In this situation, FG 

has reduced uncertainty but the scramble for government bonds increases the market 

uncertainty. This coincides with the earlier perceptions from Handelsbanken 

representative whereby other factors can affect the FG of a central bank. This goes in line 

with the SEB representative who mentioned that Riksbank has often hinted that it is 

pointless to predict its future policies since it has the authority to introduce new policies 

when there is need to. 

 

SEB representative questioned the credibility and accuracy of the FG which it referred to 

as signalling channel. SEB mentioned that the UMPs came as a surprise to them. 

According to the Riksbank representative, FG should prepare the banks on its future 

policies and therefore none of their actions should come as a surprise. The response from 

SEB representative goes against the findings of Filardo and Hofmann (2014, p. 42) where 

the authors found out that FG had resulted to lower volatility of near-term expectations 

of the future path of policy rates and this has helped to shape market expectations. 

Riksbank’s FG has not shaped SEB’s expectations since they did not expect the negative 

repo rate and QE. Furthermore, the representative mentioned that Riksbank’s forecast on 

inflation has been inaccurate. However, as earlier mentioned Nordea bank representative 

mentioned that they had expected QE and actually prepared for it. Other than that, they 

also had made predictions of increased QE. Based on these differences, we concluded 
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that the commercial banks either had different interpretations of the wordings in their FG 

or that the Riksbank had not been clear enough with its FG. The authors Berger and Vita 

(2015, p. 290) consider FG as being about clarity and transparency. This should help 

commercial banks have a better understanding of the future path of interest rates and 

Riksbanks expected reactions to the unique economic situation of deflation. That way FG 

would reduce uncertainty. 

 

FG created uncertainty among the commercial banks. We draw this conclusion based on 

the perceptions of QE and the negative repo rate by the commercial banks' respondents. 

We found out that there was a decline in interbank borrowing, growing debt among the 

banks’ borrowers and the lack of credibility in the FG as mentioned by some of the 

commercial banks. These findings coincide with the findings of Berger and Vita (2015, 

p. 295) where they mention that FG may actually create the uncertainty that it was meant 

to eliminate. This is because one of the objectives of FG is to stimulate more borrowing 

and spending by controlling the expectations of future interest rate. However, this may 

carry a considerable cost in credibility, mainly in the long-term, when there is excessive 

debt and over-borrowing. Furthermore, Berger and Vita (ibid.) argue that QE should 

stimulate borrowing by controlling expectations regarding future interest rates. 

Nonetheless, QE may also a carry greater cost in regards to credibility in the long term. 

This is especially when there has been increased lending from the commercial banks but 

the balance sheet of the commercial banks are not growing as was mentioned by some of 

the respondents. 

 

5.2 QE in relation to Uncertainty  
The respondent from Nordea described the implementation of Riksbank’s QE as a sign 

of confidence due to the liquidity surplus that has been created. We found a relationship 

between this perception and the level of uncertainty within the commercial banks in 

regards to QE policy. Riksbank had built their confidence when it reacted to the economic 

turmoil by implementing QE. The representative further mentioned that the central bank 

would have had a bad reputation had it failed to react to the economic turmoil. A strong 

and direct response from the representative is evident enough of the commercial bank’s 

level of confidence with the implementation of QE. The fact that the Nordea 

representative foresaw the presence of better liquidity in the short term market can be 

interpreted as the bank's confidence in the implementation of QE. This coincides with 

what Meaning and Zhu (2011, p. 74) presented. The signalling channel is when the 

Riksbank communicates through the use of its QE programme to stimulate confidence in 

the financial market and reduce uncertainty. The representative is describing the effects 

of the signalling channel. All of the four participants confirmed that there has been a 

surplus in liquidity which they interpreted as an indication that the Riksbank’s signalling 

channel has been effective to the banking sector and to the financial market. As a 

consequence, their uncertainty had been reduced.  

 

We found out that the respondents from the four commercial banks observed an increase 

in lending towards households and corporations. Although two of the respondents from 

Swedbank and Nordea mentioned that their balance sheets are not growing. Nordea’s 

balance sheet was at an all-time low where increased lending did not necessarily translate 

into an expansion of the balance sheet, since lending is considered as an asset in the 

balance sheet. This goes in line and against the statement made by Bernanke (2009). The 

backing of liquidity through QE towards financial institutions should increase investors’ 

confidence, reduce funding stress and increase the institution’s willingness to lend. We 
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can argue that the commercial banks have increased their willingness to lend however, 

the lending rates are really low because of QE and negative repo rate. This increases the 

funding stresses of the commercial banks since they are not significantly profiting from 

their lending operations. QE may actually create the uncertainty that it is intended to curb.  

 

QE in Japan had been efficient by having a stable financial system and a monetary 

environment that removed financial institutions’ uncertainties. They also prevented 

declines in economic and price level advancements which could have lead to corporations 

having uncertainties regarding future QE programs. (Ugai, 2006, p. 6)  

However, statements made by the Swedbank representative highlighted contradicting 

perceptions. Their confidence indicators suggested a dampening outlook for the banking 

sector and suggested that their expectations of the future trend of QE programmes is filled 

with uncertainty. This uncertainty is indicated by the sudden artificial demand for bonds 

created by the central bank. The monetary environment created by the central bank has 

not removed the institutions uncertainties about QE. Pensions and financial institutions 

alike did not know what to expect from the economy and they had to scramble their 

purchases and sales of bonds. As a result, bond market volatility was heightened and 

credit spreads were widened due to this uncertainty. 

 

The SEB has stated that these UMPs have increased the level of market uncertainty 

because of the unknown financial and practical effects of the three UMPs. This is 

especially significant if the SEB perceives that the low or negative repo rate and QE are 

to be maintained for a longer period of time. According to Joyce et al (2011a, p. 139), the 

announcement of QE may include information that has caused the perception of investors 

and banks to change their pricing of government bonds when discounting cash flows. 

SEB confirmed that the bond market has experienced heightened market volatility. 

Klyuev et al (2009, p. 8) found that private borrowing rates have declined when QE was 

implemented by a central bank, mainly because of decline in yields causing the interest 

rates of banks securities and loans to decline as well. SEB confirms this with its lower 

borrowing interest rate. However, the lowering of rates were made to offset the necessity 

of introducing fees towards larger institutions and corporations when they are depositing 

at their bank.  

 

The representative at Handelsbanken had highlighted that the conditions of the financial 

market with rising government bond yields and currency appreciation has led to an 

increase in uncertainty and financial market volatility. Moreover, the participant did not 

expect the Riksbank to cut the repo rate once more and increase QE during the policy 

meeting in July of 2015. Knütter et al (2011, p. 4) emphasises that an increase in 

uncertainty results in an increase in volatility on financial markets. Furthermore, volatility 

in the asset prices such as government bonds is fluctuating because of a change in its 

underlying factors. This volatility in the price of the asset can be caused because of the 

uncertainty of future payment of flows and the discount rate of that particular asset. This 

is certainly the case as the participant highlights an increase in uncertainty and volatility 

in the financial markets. 

 

5.3 QE in relation to Government Bond Yields 
The four commercial banks stated that they were prepared for the issuance of government 

bonds due to the QE programme by the Riksbank. This resulted in a decline across all 

maturities of government bond yields according to the four participants. Swedbank 

confirms that the issuance of government bonds has increased for the first half of 2015 
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due to the necessity to meet the demand created from the Riksbank’s QE. This aligns with 

what Duca et al (2014, pp 4-5) has found on the impact of QE on the issuance of bonds 

in the US. The QE programme implemented in the US strongly increased the issuance of 

bonds. A similar scenario was reported by the Swedbank respondent.  

 

According to Valiante (2015, p. 2) the most notable effect from the ECB’s QE programme 

was that the banks flooded their government bond market with liquidity. Conclusively, 

the sovereign bond yields declined in Europe at the expense of the banks since they could 

not pass on lower costs of credit to the economy. The four commercial banks’ respondents 

confirm that they have observed a surplus in liquidity from the decline in government 

bond yields due to QE. However, these four commercial banks have seen their lending 

increase towards household and firms at lower interest rates. This is contradictory to what 

Valiante (ibid.) had found as the commercial banks have been forced to pass on lower 

costs of credit to the economy. This has damaged the profitability of the commercial 

banks because of declining borrowing and lending rates.  

 

The same author Valiante (2015, p. 5) highlights factors that are opportunity costs for 

banks if they had sold their government bonds to the central bank. One of them was that 

government bonds could be used in the collateral market to attain additional returns. The 

representative from Nordea suggested that the Riksbank could do more with its QE 

programme by purchasing other types of securities such as covered bonds, so that the 

banks could use it as collateral. This could be interpreted as the respondent being reluctant 

to sale of their government bond holdings as it may want to use it for other purposes as 

they suggest the Riksbank to purchase other securities as well. 

 

From a short term perspective, the Nordea bank stated that the QE policy gives a positive 

economic outlook because it improves the amount of liquidity in the banking system and 

the financial markets. Meaning and Zhu (2011, p. 74-75) stated that the reduction in 

government bond yields and short-term interest rates encouraged firms and households to 

spend. Nordea confirms this finding by observing an increased demand for their 

investment operations and for services which led to a growth in their fees and 

commissions. They highlight that their assets under management is at an all time high, 

inflows into their funds have never been higher. This can be seen as QE having an 

intended effect, where the decline in yields has led firms and households to spend which 

has also improved the demand for assets with higher credit risk.   

 

It was recommended by one of the commercial bank respondents that Riksbank is not 

doing enough with QE and that it has to instead purchase other types of asset classes such 

as covered bonds. As a result the Swedish banks can use this as collateral. This coincides 

with the notion behind the intended effects of the asset price channel (Hui, 2013, p. 2). 

Since the Riksbank is increasing its money supply in the economy, the commercial banks 

can readjust their portfolio of assets, lower their interest rates and improve its financing 

conditions through increased lending. Nordea is suggesting to expand on the asset price 

channel. This is accomplished by expanding t Riksbank’s QE programme to include asset 

purchases of different asset classes besides government bonds. By expanding the QE 

programme towards other asset classes it may cause a decline in yields for those assets. 

As a result, this would improve the commercial banks’ financing conditions, lowering 

their interest rates which increases lending even further. Another example was made by 

the SEB respondent who stated that the current QE implementation was not enough. A 
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larger implementation was necessary for it to have its intended effects and also cause an 

increase in asset prices through the asset price channel.   

 

Based on the results from Swedbank’s respondent statement on QE and government 

bonds, the bank issued more government bonds than usual. This was because QE created 

favorable conditions for the banks to issue more bonds since there was a higher demand 

for them. The issuance of more government bonds confirms somewhat what Meaning and 

Zhu (2011, pp. 75-76) had found in their event studies. The artificial demand created by 

the central bank causes the short term yields i.e. 2Y, 3Y, 5Y to fall or flatten. Overall, the 

conclusion is that QE has influenced the commercial banks into issuing more government 

bonds than usual.  

 

The respondent from Handelsbanken confirmed that the largest movements of the bond 

yields decline can be observed in the 5- and 10-year yields. Also when the yields were 

rising, the largest impact was to be observed in those same yields. This essentially goes 

hand in hand with what Meaning and Zhu (2011, pp. 75-76) had found in its event studies 

from the US and UK, the largest impacts of their QE programmes were most significant 

on the 5Y and 10Y government bond yields. However, during the announcement and the 

process of QE, yields were also rising rapidly during the month of April and towards June. 

Meaning and Zhu (ibid.) had found some instances of the same observation, where BoE 

had announced an extension of its programme which caused yields to rise. The same event 

had occurred in Sweden when the central bank had announced a repo rate cut and an 

extension of its QE programme announcing another round of purchases of government 

bonds.   

 

The SEB confirms what Graeve & Linde (2015, p. 50) had accounted for within their 

equation model (2) of what affects government bond yields. The parameters such as the 

nominal interest rate, the term premium and government bonds purchased at different 

maturities have been affected through the QE programme and the cut of the repo rate 

made by the central bank. The statistics mentioned by the SEB surrounding different 

government bonds and their yields falling confirms what Meaning and Zhu (2011, p. 74-

75) had found. The reduction in yields has lowered the yield curve as a whole which has 

led investors to purchase assets with a higher credit risk. 

 

5.4 Negative Repo rate in relation to commercial banks’ operations 
The repo rate is a monetary tool used to control liquidity fluctuations in the short term. It 

can be said that this function has been achieved in Sweden over the few months since the 

negative repo rate was introduced. The four commercial banks observed borrowing and 

lending variances due to the introduction of the negative repo rate. Other than that, the 

respondent from the Riksbank mentioned that they have noticed a decline in the lending 

market during the period of the negative repo rate. 

 

Sweden is an inflation targeting economy where the Riksbank targets a two percent 

inflation rate. Compared to other inflation targeting countries, they have successfully used 

inflation targeting to cut the inflation. However, Sweden is struggling to raise the inflation 

rate. Compared to South Africa which is also an inflation targeting country, its central 

bank raises the repo rate so that it can adjust the inflation downwards. Sweden on the 

other hand has decreased its repo rate into the negatives so that it can raise inflation 

towards 2 percent. It can therefore be concluded that the repo rate is a policy tool that is 

used to either raise or reduce inflation among inflation targeting countries. 
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Riksbank’s adjustment of the repo rate into the negative is important when the inflation 

levels are forecast to be low. Banks should use lower interest rates for compensation. If 

the inflation is expected to decline further, the banks should lower interest rates following 

the theory presented by Fadiran and Eduno (2013, pp. 622-623). However, inflation in 

Sweden has been increasing since the introduction of the UMPs as stated by the 

respondent from Riksbank. 

 

Respondents from three of the four commercial banks mentioned that their banks had 

experienced a decline in their net interest incomes. These declines were attributed to have 

been influenced by the repo rate that had declined into the negative. However, their 

declining net interest incomes were offset by increased lending volumes and they 

experienced increased lending margins. These results as perceived by the four 

commercial banks can be related to the theory presented by Bowman et al (2011, p. 1). 

The FED expanded its balance sheet by introducing QE and lowering its federal funds 

rate in order to reduce interest rates while increasing the flow of credit to businesses and 

households. The flow of credit was attained through the transmission mechanism because 

of the bank's borrowing and lending with the FED and towards businesses and households. 

 

Representatives at Handelsbanken and Swedbank had not seen an increase in borrowing 

from the interbank market. This is worrying because one of the reasons for implementing 

the negative repo rate was to stimulate activity in the money market through increased 

borrowing and lending from banks and also the interbank market. This assumption is 

based on the transmission mechanism in figure 5 of the credit and interest rate channel 

which is applied by the Riksbank. When the repo rate is reduced, borrowing and lending 

from and between the banks should increase. It will be difficult to achieve this outcome 

if the commercial banks are finding it difficult to borrow or lend in the interbank market.  

 

Stockholm’s Interbank Offered Rate (STIBOR) is defined as a reference rate that presents 

an average of the interest rate at which a number of banks are active on the Swedish 

money market, that are willing to lend to one another without collateral at different types 

of maturities. The maturity types are described as “STIBOR Fixings” (Riksbank, 2015d). 

Swedbank respondent stated that their bank was presently reviewing the loan conditions 

so that the loans have a reference rate set at 0 for as long as the repo rate remained negative. 

This was because of the influence from the negative STIBOR fixing on their corporate 

loan products tied to the STIBOR. This indicates that the commercial banks’ lending rates 

between banks was becoming obscured with the implementation of the Riksbank’s 

negative repo rate. This goes in line with the theory by Kam and Smithin (2012, pp. 550-

551) who highlights the relationship between a central bank's policy rate and the lending 

rate by banks which can become disrupted if the policy rate is low for a longer period of 

time.  

 

The five respondents interviewed from the Riksbank and the commercial banks 

acknowledged that the Riksbank both lowered the repo rate into the negatives but also 

announced a forecast for the repo rate path. These two actions coincide with the two 

channels used to implement monetary policies whereby the repo rate should affect the 

money market (bank interest rates). The announced negative repo rate should moderate 

and control liquidity in the money markets. The announced repo rate path should act as 

an effective mechanism to signal the markets (banks included) towards the desired level 

of the interest rates as mentioned by the author Nath (2013, p. 9).  

 



 

48 

 

Only the SEB respondent mentioned that their bank had introduced negative interest rates 

to large institutions. The other banks maintained the rate at the zero lower bound due to 

various reasons including not having the right technology that could compute the negative 

rates on deposits and lending. Other than that, the commercial banks were aware that once 

they introduce the negative interest rates on deposit then their customers have the option 

of withholding its cash at home. This is supported by the theory from Fawley and Neely 

(2013, p. 51) where they mention that short term nominal interest rates cannot go (much) 

below zero otherwise it limits the effectiveness of a monetary policy.  

 

The banks and interbank interest rates have a cross-correlation with the negative repo rate 

since they have all declined with the STIBOR into the negative. The trend has been 

systematic between the two as observed in figure 4 whereby bank deposit and lending 

rates were to follow the changes in the repo rate in the same trend and pattern. The 

findings from the ECB study by (Mojon, 2000, p. 8) established no evidence of a 

systematic trend in the cross correlations between the ECB policy interest rate and the 

retail bank rates over time. The correlation increased in some countries while it declined 

in others and these were observed for both deposit and lending rates of the banks. It will 

be interesting to find out if the systematic trend currently observed between the negative 

repo rate and bank and interbank interest rates will be observed over a longer period of 

time. 

 

The changes in the banks’ lending, deposit rates and interbank interest rates to the repo 

rate has evidently been noticed in its short period where the negative repo rate has been 

effective. The pass through has been successful and this disregards some of the 

justifications that explain a slow response. The only factor mentioned by the respondents 

that seem to affect the pass through was the fact that the banks lacked software that could 

compute the negative interest rates and depositors having an option of keeping money at 

home. This would affect the pass through as the banks’ lending and depositing rates 

cannot be set into the negative rates to follow the current negative repo rate. Therefore, 

the determinants stated by Mojon (2000, pp. 11-13) of the pass through observed on the 

ECB policy rate and bank rates have not been observed with the Swedish commercial 

banks. 

 

We found out from the Riksbank and the Nordea representatives that the repo rate was 

expected to remain in the negatives until inflation grew close to 2 percent. According to 

their assessment, it was not appropriate to increase the repo rate until the second half of 

2016. The statement by the Riksbank respondent that the Riksbank intends to keep the 

repo rate low for such a long time from now matches the study by (Klyuev et al., 2009, 

p. 10). The author mentioned that a central bank can commit to keeping its policy interest 

rate low for a longer time in order to encourage long term investments. It would be 

interesting to find out if this facilitation of liquidity by the Riksbank will actually 

transform into increased borrowing and lending by the commercial banks after a long 

time. This is because Klyuev et al (2009, p. 10) argued that such a measure would depend 

on the level of risk in the commercial banks’ balance sheet and the banks not willing to 

lend due to an uncertain economic outlook. We found out that there was a growing 

uncertainty among the commercial banks since their balance sheets were not growing as 

they had expected based on their perception of the UMPs. Other than that, a bank 

respondent talked about a growing worry of over-indebtedness because of its increased 

lending towards households and firms. 
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It can be concluded that Riksbank’s action of lowering the repo rate into the negative has 

enabled it to control the primary (banking sector) and secondary money market 

(households and firms) through the interest and credit channels. This has been achieved 

through the declined bank interest rates and improved borrowing and lending from the 

banks.  Households and firms are now increasingly borrowing from the banks as 

mentioned by the banks’ respondents that they were experiencing increased lending. 

Based on the theory presented by Fadiran and Eduno (2013, pp. 622-623), it can therefore 

be concluded that the negative repo rate has acted as the benchmark for the level of the 

short term interest rates that have influenced the operations of the commercial banks and 

also the interbank market. 
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6 Conclusions and Further implications 
This section will provide an answer to the research question, make conclusions from the 

analysis. Future research directions and an assessment of the thesis about the truth and 

quality criteria will also be discussed. 

 

The aim of this study was to investigate the perception of dominant commercial banks on 

the Riksbank’s three UMPs of FG, QE and negative repo rate. This was to be achieved 

by investigating the influence of FG and QE on the level of uncertainty of the commercial 

banks, QE’s influence on government bond yields issued by the four commercial banks 

and finally the influence of the negative repo rate on other operations of the commercial 

banks through their interest rates activities, borrowing and lending. 

 

We found that the three UMPs were all announced concurrently at the same time by the 

Riksbank during all the announcements. Riksbank provided FG through a forecast of goal 

variables that included inflation targeting at two percent and interest rates through the 

repo rate path. It availed extensive amount of relevant information to the commercial 

banks. A majority of the commercial banks agreed that through FG, Riksbank has 

increased its transparency and clarity during the UMPs period which enabled them to 

forecast its future policies. Their ability to predict the future policies reduced their 

uncertainty. However, respondents from two of the commercial banks questioned the 

credibility of the FG by the Riksbank when it failed to keep to its pre-committed path. 

This increased their uncertainty due to heightened volatility in the financial markets. 

Generally we found a very weak direct relationship between FG and uncertainty. This is 

because there are several variables including external market factors, credibility of the 

FG, the banks’ ability to predict Riksbank’s policies and the interpretation of the FG by 

the commercial banks that all determined the relationship. 

 

In regards to QE’s behavior on uncertainty, the four participants agreed that the Riksbank 

has increased its level of signalling channel during the period of QE implementation. The 

increased signalling channel had resulted to a decline in their uncertainty and increased 

their confidence since they are experiencing a surplus liquidity in the banking sector. 

However, there are other factors mentioned by the banks which include negative 

government bond yields, balance sheets are stagnating, increased bond market volatility 

and widened credit spreads which have increased uncertainty for the banks since the 

implementation of QE.  

 

The majority of the commercial banks agree that they were prepared and issued more 

government bonds since the introduction of QE. The banks reported increased demand 

for their government bonds. The QE policy influenced the impact of government bond 

yields, where the yield curve as a whole has declined and the largest declines were 

observed in the 5YR and 10YR government bond yields. The decline in yields and 

declining short-term interest rates meant that households and firms are spending more as 

the commercial banks have seen that through their increased lending activities. 

 

In regards to the relationship of the repo rate and banks’ operations, it can be said that 

Riksbank has achieved its expectations through the transmission mechanism when it 

lowered the repo rate into the negative. This is because bank markets including the banks’ 

lending, deposit and interbank interest rates have declined systematically correlating the 

trend and pattern of the declining repo rate. This correlation was mostly seen with the 

interbank interest rate, the STIBOR which declined into the negative. Other than that, 
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three of the four banks experienced a decline in their average net interest income. All of 

the four commercial banks have observed an improved flow of credit through higher 

lending volumes and stable lending margins to households and firms. These were 

attributed to the low interest rates which are a consequence of the negative rep rate. 

However, the commercial banks also mentioned that interbank lending volume has 

decreased. It was uncomfortable to lend at different maturities at negative interest rates 

and hoped that the negative repo rate values were temporary and a short term measure. 

 

Overall, from the Riksbank’s transmission mechanism we interpreted through the 

perception of the representatives that there is a relationship between the FG, repo rate and 

market expectations. The market expectations greatly rely on the repo rate value availed 

through FG. Moreover, we observed the relationship between the trades of government 

bonds to an extent depends on the value of the repo rate which affects the future value of 

the asset. Through the credit channel, we found out how a change in the repo rate affects 

the borrowing and lending from the banks through bank interest rates and also the 

interbank interest rate. The repo rate has now been cut compared to the transmission 

mechanism presented in figure 5 when the repo rate was hiked. Commercial banks are 

arguing that the credibility and accuracy of the Riksbank’s FG is at risk. Lending has 

increased but banks’ interest rates have declined, hampering the profitability of the banks 

as indicated by their net interest income. QE has changed too many factors causing bond 

market volatility and confusion about its future payment of flows and discount rate. The 

Riksbank’s UMPs has changed the mechanism which resulted in changes on consumer 

and business confidence as surges in financial assets, investments and demands for 

services has increased. The credit channel has led to increased lending, commercial banks 

are adjusting to the repo rate cuts, its expectations on the repo rate path and issued more 

bonds. Lastly, interest rate channel has changed due to the negative repo rate which has 

indicated that the present value of future returns for financial assets has increased. Out of 

the three UMPs studied, we observed that the negative repo rate had the greatest influence 

on the commercial banks as it had significant implications on their balance sheets. 

 

6.1 Academic & Practical implications 
We mentioned a research gap which was the lack of existing previous research on the 

perceptions that the banks have on the UMPs in Sweden. We have addressed that research 

gap and financial institutions and central banks can benefit from it by reading this thesis. 

This study acts as an in-depth sequel to the landmark study by Joyce et al (2012). Joyce 

et al (2012) is a research article that introduced the different UMPs with the main focus 

on QE from the perspective of the central banks in different regions. We presented in 

more detail, a certain central bank, Riksbank and how the three UMPs and the four 

indicators have affected commercial banks from a qualitative perspective focusing on the 

perception of the bank respondents and the perception of the Riksbank respondent too.  

 

Based on these observations, we provide three areas that the Riksbank could directly 

focus on to avoid adverse implications from the FG, QE and negative repo rate on 

commercial banks. First, is the need for Riksbank to strengthen its FG through increased 

clarity, credibility and commitment to curb uncertainty among the commercial banks. 

These UMPs were unprecedented and unconventional and the only way to reduce banks’ 

uncertainty surrounding them is by ensuring that their intended purpose is communicated 

during announcements. 

Secondly, it is necessary for the Riksbank to assess the financial asset markets during the 

implementations of the UMPs. It was observed in this study that the demand for 
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government bonds had increased but the yields from the trade on the bonds had declined. 

Other than that, investors were opting for other riskier assets. Investors opting for riskier 

assets due to the unattractive declining government bond yields should be a primary 

concern for the Riksbank. It needs to closely monitor potential risks in the banking 

industry that cause instability when demand and supply for the government bond trends 

are altered.  

 

Thirdly, the Riksbank should maintain a repo rate value whose positive influence to the 

commercial banks offsets the negative influence to the banks. The negative repo rate may 

be optimal and suitable for boosting lending and borrowing for the banks but it does not 

improve their balance sheet by a significant margin. The interest rate income from the 

loans are very low due to the negative repo rate. It is prudent for the Riksbank to find a 

balance that stimulates both borrowing, lending and also the interest income returns from 

the borrowing and the lending. 

 

A practical implication is that the commercial banks are now at a disadvantage since the 

UMPs were concurrently introduced. The negative repo rate is flooding the market with 

liquidity causing a decline in lending rates. Interest rates on deposit accounts are also 

declining which reduces the bank's profitability. It should be noted that the Swedish 

banking sector was operating efficiently prior to the UMPs as stated by the Riksbank 

representative. 

 

In regards to societal and ethical issues, the authors of this thesis have used the 

utilitarianism theory to find out if the UMPs in Sweden through the commercial banks 

was ethical. Utilitarianism theory proposes that an action is right if it promotes happiness 

to the largest population. The goodness of an act depends on its consequences regardless 

of its intentions (Saith, 2001, p. 5). The banks that sell government bonds to Riksbank 

benefit from increased revenue and liquidity as mentioned by the bank representatives. 

This can be considered ethical as it brought them happiness. We also noted instances 

where the UMPs cuts caused some uncertainty in the financial markets and on the 

dominant commercial banks outlook on its profitability and earnings. These can be 

considered unethical from a utilitarian perspective. 

 

6.2 Limitations 
The main limitation for this study has been finding previous studies that investigate 

commercial banks' perceptions on the three UMPS when they are simultaneously 

implemented and their effects on commercial banks. A majority of the previous studies 

were on the effects of each of the UMPs on the economy. Hence, we made an assumption 

that previous research would be relevant for this study since commercial banks are a part 

of the economy.  

 

This study was limited to a certain amount of time after which it had to be handed in for 

grading. The UMPs were very recent policies from the year 2015. Their influence on the 

commercial banks studies are on-going and therefore the time constraint does not fully 

capture the on-going consequences after the empirical data for this study had already been 

collected. Furthermore, this time constraint limits the ability to replicate this study since 

the consequences are continuously changing especially since there are high 

expectations/forecasts of the Riksbank expanding the UMPs further during the year 2015. 

Moreover, the commercial banks may also change their perceptions of the UMPs 

depending on the unfolding consequences of the UMPs in the short run and long run. 
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6.3 Future Research Directions and recommendations 
This study may be extended in several ways. The authors of this paper suggest two studies 

that can be carried out in future research. Firstly, to investigate the effects of UMPs on 

the macro-economy. The study should investigate the trickle-down influence of QE and 

negative repo rate on households and corporations in terms of their lending, borrowing 

and consumer spending. The research question can be “What are the implications of 

forward guidance, quantitative easing and negative repo rate on households and 

corporations?” 
 

Secondly, future research can replicate this study but in quantitative manner by comparing 

the influence of FG, QE and repo rate announcements through event studies. “How does 

the Riksbank’s Forward guidance, quantitative easing and negative repo rate 

announcements affect the Swedish financial markets?”  
 

This research provides a platform for evaluation by central banks and commercial banks 

in other regions that intend to implement similar UMPs. They can use this study to pre-

determine the expected consequences if similar UMPs were to be implemented in their 

regions. 
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7 Qualitative Research Quality and Truth Criteria 
The authors of this paper have used a primary criteria of trustworthiness suggested by 

Lincoln & Gruber (1985) to assess this qualitative study. Trustworthiness is composed of 

four criteria which include: credibility, transferability, dependability and confirmability 

(Bryman & Bell, 2011, pp. 395-399). 

 

Credibility, Transferability, Dependability and Confirmability 
To uphold the credibility criteria, we would provide the interviewees if necessary with a 

final print if asked upon and the recording of the transcript in question. Also, the interview 

questionnaire was sent prior to the interview to enable the interviewee to prepare 

themselves and make them as comfortable as possible during the interview. None of the 

interviewees had contacted the authors for requests of either the transcript or the final 

print which meant no serious complications had arisen on what they had said on the topic. 

The interviewees were informed of the ethical criteria that were followed by the 

interviewers. In addition to this, our questions and our interviews were conducted in 

English. This enabled us to avoid the dilemma of translating the respondents’ answers 

and avoid the risks of losing initial contexts or the meaning of the participants’ responses. 

 

To fulfil the criteria of transferability which is the degree of describing the results of the 

qualitative research where it can be generalized or transferred to other contexts or settings. 

(Bryman & Bell, 2011, p. 398). The researchers of this study attempted to and refrained 

from embedding personal values and perspectives into the interpretation of the data, 

theory and into its analysis which enables other researchers to transfer our thesis into 

other contexts or settings. As a result, the researcher who wants to replicate the findings 

onto another research context can do so with ease depending on how sensible the transfer 

would be. Furthermore, our findings are a representation of the banking sector in Sweden 

since the four banks are the dominant commercial banks in Sweden. We therefore 

consider the second criteria to be fulfilled. 

 

We aim to fulfil the criteria of dependability, which takes into account the researcher’s 

competence to ensure that the study is trustworthy (ibid.). The third criteria was not 

applicable in this study. This is because of the empirical data was not reviewed by a peer 

with sufficient knowledge in this research. The only affirmation of a correct research 

process were scheduled meetings with our supervisor and through the cross checking of 

the USBE thesis manual. Due to the lack of auditing this criteria was not fulfilled. 

 

For the criteria of confirmability, which is the degree in which personal values or 

theoretical inclinations do not affect how the research is conducted and the findings that 

were derived from it (ibid.). The authors had it in mind to remain objective to our study 

during our exploration of the perceptions of the UMPs by not taking any personal stances 

on what would be considered ethically correct. 

 

The quality of our data has fulfilled two criteria, and to some extent a third. We considered 

our data to be credible enough and as furthest of our abilities to control, free from biases. 
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Appendix 1 

Answer Banks contacted 

Yes Riksbank, Nordea. Handelsbanken, Swedbank, SEB 

No  

No reply  

Total 5 Banks 

Interview Guide 

Interview Guide for Riksbank 
We are 3rd year Business Administration students at Umea University currently writing our Bachelor Thesis. Quantitative easing 

has been of interest to us since its introduction in Japan and recently in Sweden. We have chosen Quantitative easing in Sweden as 

the topic for our thesis with a specific focus of QE impact on borrowing and lending between the Central bank (Riksbank) and 
commercial banks. We intend to complement the study using uncertainty vs confidence, Inflation, bond yield and interest rate 

effects as indicators of the impact. 

We are interested on your views and therefore we would highly appreciate the opportunity to interview one of your 
representatives and discuss on the topic at hand. We have since prepared a questionnaire as guide on what we would be interested 

to find out more on however any further insights you have would be greatly appreciated. 

Due to time constraints of having to hand in the thesis by the first week of May, we hope to schedule a meeting with you as soon 

as possible but at the representative's convenience. We will attach a questionnaire for the representative which we would intend to 
discuss during the interview. We would also mention that the representative's identity will remain anonymous throughout the 

thesis. 
Thank you very much for considering this request. 
 

Questionnaire for Riksbank: 
i.        What is the general intention of QE in Sweden? 
ii.       In what way do you expect the banks to react towards this type of policy? 
iii.     What do you expect would happen with these indicators when QE is implemented: Interest rate, inflation, government 

bond yields and money supply? 
iv.     Are you building confidence for the Swedish banks or are you creating uncertainty with the implementation of QE? 
v.       Do you think that the impact of QE in Sweden will have similar effects to other countries that have participated in this 

type of policy? 
Follow up question for Riksbank: 

i.        What effects have you noticed with the commercial banks since the introduction QE with the negative repo rate? 
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Appendix 2 
Interview Guide to Commercial Banks 
Vi är 3:e året studenter på Civilekonomprogrammet - International Business Program vid Umeå universitet och för närvarande skriver 
vi på våran C-uppsats. Okonventionella penningpolitik (Unconventional monetary policies) har varit ett stort intresse för oss sedan 

den infördes i Japan och har nyligen implementerats i Sverige. Vi har valt okonventionella pennings politik i Sverige som ämnet för 

vår uppsats med särskild inriktning på QE effekten in- och utlåning mellan Riksbanken och affärsbankerna. Vi avser att komplettera 
studien med hjälp av specifika indikatorer som vi tror har påverkats utav penningspolitken och vill ha en fördjupad förståelse av vad 

eran intryck är på: forward guidance, obligations avkastning (government bond yields), negativ reporäntan (negative repo rate), 

osäkerheter angående Riksbankens penningpolitik.. 
Vi är intresserad av era åsikter och därför skulle vi mycket uppskatta möjligheten att intervjua någon representant och diskutera om 

ämnet till hands. Vi har sedan utarbetat ett frågeformulär som guide på vad vi skulle vara intresserad av att veta mer. Vi är också 

interessarade utav förändringarna som har skett i era års rapporter i samband med Riksbankens penningpolitik. 
På grund av tidsbrist för att behöva lämna in examensarbete den 25 September, hoppas vi att schemalägga ett möte med en representant 

som har kunsakper inom området så snart som möjligt när det passar er. 
Vi kommer att bifoga en enkät till representanten där tanken är att dessa frågor skall diskuteras under intervjun. Vi vill också nämna 
att representantens identitet förblir anonym till vårat examensarbete. 
Tack så mycket. 

 
First Round Questionnaire: 

i.         What were the initial reactions/actions that your bank undertook based on the announcement (the actual news) 
ii.       Has the amount of money supply increased in your bank since QE was implemented? (Deposits in the bank accounts of 

people and companies) 
iii.     Was there enough supply (government bonds) to sell to the Riksbank? Was this something that you had prepared for? 
iv.     Has your bank experienced an increase in borrowing from the private sector or other banks? 
v.       Has your bank seen any immediate need to increase your borrowing from Riksbank? 
vi.     Was the increase in borrowing/lending due to QE? 
vii.   How are you actually using the money you get from the Central bank (lending vs investment)? 
viii. Do the actions/reactions within your own bank fall into the expected goal set up by the Riksbank? 
ix.     Do you as a bank consider the resulting/expected interest, inflation and bond yield rates from the QE favourable or not? 
x.       Do you as a bank think that the Riksbank is building confidence or uncertainty with the implementation of QE? 

 
Second Round questionnaire to Handelsbanken, Swedbank and SEB: 

i.         What were the initial reactions/actions that your bank undertook based on the announcement (the actual news) 
ii.       Has the amount of money supply increased in your bank since QE was implemented? (Deposits in the bank accounts of 

people and companies) 
iii.     Was there enough supply (government bonds) to sell to the Riksbank? Was this something that you had prepared for? 
iv.     Has your bank experienced an increase in borrowing from the private sector or other banks? 
v.       Has your bank seen any immediate need to increase your borrowing from Riksbank? 
vi.     Was the increase in borrowing/lending due to QE? 
vii.   How are you actually using the money you get from the Central bank (lending vs investment)? 
viii. Do the actions/reactions within your own bank fall into the expected goal set up by the Riksbank? 
ix.     Do you as a bank consider the resulting/expected interest, inflation and bond yield rates from the QE favourable or not? 
x.       Do you as a bank think that the Riksbank is building confidence or uncertainty with the implementation of QE? 
xi.      What is the relationship between the two unconventional monetary policies and the central banks FG? 
xii.     What is your take on the consumer and business confidence in the economy through these two monetary policies? 
xiii.    What is the effect of the negative repo rate on your bank operations? 
xiv.   What is your take on the two unconventional monetary policies effect on government bond yields and also on which maturity 

was the impact the most significant? 
xv.     What was the effect on the term structure of interest rates? 

 
Follow up questions to Nordea: 

i.      What is the relationship between the two unconventional monetary policies and the central banks FG? 
ii.      What is your take on the consumer and business confidence in the economy through these two monetary policies? 
iii.    What is the effect of the negative repo rate on your bank operations? 
iv.   What is your take on the two unconventional monetary policies effect on government bond yields and also on which maturity 

was the impact the most significant? 
v.     What was the effect on the term structure of interest rates? 
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Appendix 3  
According to the Monetary Policy Report (2015), QE1 announcement came through a 

press conference and press releases available to the public. It was announced that the 

executive board found the need to implement expansionary monetary policy to boost an 

upturn of the existing inflation so that inflation advanced towards the 2 percent goal and 

long-term inflation expectations were in accordance to the inflation target. The board 

further cut the repo rate to -0.10 percent and adjusted the repo-rate path downwards. The 

repo rate was expected to remain at -0.10 percent until inflation grew close to 2 percent. 

“The assessment is that it will not be appropriate to begin increasing the repo rate until 

the second half of 2016” (Monetary Policy Report, 2015, p.18). Riksbank were also 

buying nominal government bonds with maturities from 1 year up to around 5 years for a 

sum of SEK 10 billion. The first bid procedure was to be held on the 26 February 2015. 

In order to make sure that inflation rises towards its 2 percent goal, the central bank will 

be prepared to take more expansionary policies even between meetings if necessary. This 

will mainly include more repo-rate cuts, postponements of the initial repo-rate increase 

and increasing QE. Additionally, the QE programme can include loans to companies via 

bank's (Monetary Policy Report, 2015, p. 19). The figure below presents a forecast by the 

Riksbank for the future repo rate path. It is presented in percentages in quarterly averages. 

 

 
Figure 7. Repo rate with uncertainty bands. Y-axis, presents the repo rate in percent. X-

axis, presents the corresponding years from 2009 towards 2019. Source: Riksbank 

(2015a). 

 

As reported by the press release statement from the Riksbank (2015), the same protocol 

used to convey the news for QE1 was also followed to announce QE2. However, the 

announcement content was partially different. It was announced that inflation had shown 

positive signs of bottoming out and started to rise although the appreciation of the krona 

had a chance of being a constraint against the positive trend. The executive board had 

decided to implement a more expansionary monetary policy by cutting the repo rate by 
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0.15 basis points to -0.25 percent from -0.10 percent a month ago. The new repo rate of -

0.25 percent was to remain at the least until the second half of 2016. After which it has 

been expected to rise but at a slower pace than what was expected after the QE1 

announcement. Furthermore, Riksbank would purchase government bonds worth SEK 30 

billion with maturities of 1 to 25 years which is QE2 to support the rising inflation. The 

buying was going to begin on 26 March up to May 2015. Compared to announcement 

with QE1, the Riksbank was ready to do even more after QE2. Riksbank stated that it was 

prepared to increase expansionary monetary policy further even between the ordinary 

policy meetings if necessary to boost inflation. The repo rate could be cut further and QE3 

could be implemented. Moreover, it was also ready to launch a programme of issuing 

loans to companies through banks. Noteworthy also was the mention of other new 

measures such as intervening on the foreign exchange or buying other types of assets 

(Riksbank, 2015). 
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