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In recent years, the Riksbank has implemented both quantitative easing
and quantitative tightening. Quantitative easing has involved the Riks-
bank buying assets, such as government bonds, over a period of time,
thereby increasing liquidity in the banking system. Quantitative tighten-
ing involves the Riksbank allowing the assets to mature and selling some
of them off. In this article, we discuss how the Riksbank’s bond purchases
have affected the major Swedish banks in recent years and the likely con-
sequences of the Riksbank reducing its bond holdings. One conclusion is
that banks need to adjust their balance sheets, including by issuing larger
volumes of covered bonds. They may also need to balance liquidity in the
interbank market.

The Riksbank’s quantitative easing and tightening affect banks’ balance
sheets

In February 2015, when inflation and inflation expectations were low, the Riksbank
started quantitative easing. Quantitative easing (QE) involves the Riksbank buying se-
curities - in this case government bonds - to stimulate the economy. When the coro-
navirus pandemic broke out in spring 2020, there was considerable turmoil on several
financial markets. The Riksbank then increased its bond purchases. From a portfolio of
SEK 10 billion at the beginning of 2015, the Riksbank's holdings grew to more than SEK
900 billion at the end of 2021. In the second quarter of 2022, however, the Riksbank
began quantitative tightening (QT) by allowing bonds to mature. In April 2023, the
Riksbank also began selling government bonds. Since the second quarter of 2022, the
bond portfolio has declined to around SEK 600 billion.

When the Riksbank buys securities, banks' claims on the Riksbank and their deposits
increase.®! This is because, during QE, the Riksbank buys a bond from a market coun-
terparty, for example a government bond from a company. The Riksbank then re-

ceives a government bond on its asset side and pays by depositing money, known as
central bank reserves, in the company's bank’s account at the Riksbank (see Table

1).52 The bank has then received an asset in the form of reserves and, since it acts as
an intermediary, creates money equivalent to the purchase price of the government
bond in the deposit account of the selling company. Table 1 also shows that deposits

61 An exception is if the seller were to be a bank, which would involve the banking sector exchanging one
asset for another. For further reasoning, see E. Andersson and P. Kaplan (2024) “What drove the major fluc-
tuations in deposits between 2020 and 2023?” Economic Commentary no. 6, 2024, Sveriges Riksbank.

62 Central bank reserves are a claim on a central bank whose primary function is the settlement of pay-
ments. Central bank reserves are banks' deposits with the central bank.
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have increased on the asset side of the company while the bonds have decreased. In
this way, the Riksbank's QE has increased deposits in the banking sector.

Table 1. Agents’ balance sheets in QE

The Riksbank The banking sector Counterparty (e.g. financial and
non-financial companies)

Assets Liabilities Assets Liabilities Assets Liabilities
+ Bonds + Reserves + Reserves + Deposits + Deposits
- Bonds

Note. When the Riksbank buys a bond from a company, it pays the banking sector in central bank
reserves. The banking sector pays an equivalent amount in deposits to the seller. The result for the
company is that its assets change from a value in bonds to an equivalent value in deposits.

Chart 32 (Left) shows that the banking sector's deposits and central bank reserves in-
creased during the period of QE. The larger increase in deposits relative to central
bank reserves is because deposits are also influenced by other factors, such as bank
lending and choice of funding.

Chart 32. Development of the major banks' central bank reserves and deposits in
Swedish kronor
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Note. The chart on the right shows the sum of the deposits from Nordea, Handelsbanken, SEB,
Swedbank in Swedish kronor according to categories specified in the Liquidity Coverage Ratio
(LCR) regulations. Operational deposits refer to deposits linked to a company's operational ac-
tivities, such as wage disbursements, cash management and clearing. Non-operational deposits
refer to other corporate deposits. “SMEs” are small and medium-sized enterprises.

Sources: COREP and Statistics Sweden.

Increased central bank reserves, considered the most liquid asset available, increase
banks' liquid assets. At the same time, deposits are considered a relatively stable
source of funding. This is particularly true for operational deposits, which are consid-
ered less flighty than non-operational deposits. Operational deposits also increased
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the most in the context of quantitative easing (see Chart 33, right). This has made it
easier for banks to fulfil the liquidity requirement (LCR) in Swedish kronor, which is
calculated as liquid assets in relation to stressed net outflows where assumptions on
deposit flightiness play a role. 83 %4

However, Chart 33 shows that the LCRs of the major banks have not increased signifi-
cantly over the period. As banks' liquid assets increased over the period, this suggests
that banks have adjusted their funding composition, including by issuing securities
with shorter maturities. In LCR terms, they can be said to have increased their net out-
flows.

Chart 33. The major Swedish banks' liquidity coverage ratio in SEK
Per cent
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Note. Refers to liquidity coverage ratio (LCR) in SEK for Nordea, Handelsbanken, SEB and
Swedbank. The regulatory requirement for the LCR in Swedish kronor is 75 per cent.

Source: Banks' reporting to the Riksbank.

Banks have adjusted their funding composition

During the QE period, the three major Swedish banks have increased their volume of
short-term securities, such as commercial paper, while long-term securities, such as
covered and unsecured bonds, have decreased or remained fairly constant in volume
(see Chart 34). One explanation for this may be that they had less incentive to obtain
funding at longer maturities when the Rikshank implemented QE. Banks primarily
used the large inflow of deposits that came via the Riksbank's bond purchases and

63 All else equal, an increase in central bank reserves entails an increase in the bank's liquid assets, which
constitute the numerator of the LCR. The denominator depends on a so-called outflow assumption for how
much of the deposits disappear during a stressed period. For operational deposits, this is 25 per cent. As-
sume that quantitative easing is 100, which leads to an increase in central bank reserves of 100. We also
assume that operational deposits increase by 100. Liquid assets then increase by 100, but net outflows in-
crease by only 25 given the outflow assumption.

4 In March and April 2020, central bank reserves increased by around SEK 250 billion, as a result of the
Riksbank's loans to banks to support corporate lending totalling around SEK 170 billion and QE of SEK 80
billion. Both of these contributed to increased deposits. However, the majority of loans to banks were re-
paid in May 2021.
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chose to cover their remaining funding requirement with the cheapest market fund-
ing, i.e. certificates. This was possible because quantitative easing had made it easier
for banks to fulfil the liquidity requirements.

Chart 34. The major Swedish banks' funding
SEK billion
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Note. The series are normalised to zero at 2019 Q4.

Sources: Quarterly reports from Handelsbanken, SEB and Swedbank.

Quantitative tightening requires banks to increase the maturity of their
funding

Since the second quarter of 2022, the Riksbank has initiated quantitative tightening
(QT) by reducing its asset holdings, and plans to continue to do so until further notice.
During QT, banks' central bank claims and deposits decrease, but it is not certain that
they will decrease as much as the central bank reserves.®® The difference depends in
part on how much of the Riksbank's bond portfolio the banks choose to buy for their
own account, which does not affect their deposits.® In addition, there are other fac-
tors affecting deposit volumes, such as credit growth in the banking sector, which may
make the impact of QT on the banking sector’s balance sheet less clear. Overall, how-
ever, QT means that it will be more expensive for the banks to meet their liquidity re-
quirements, and that they will need to adjust both the asset and liability side of their
balance sheets.

85 The opposite result to the one described in Table 1 occurs in QT. When the Riksbank sells a bond to a
company, the company will use deposits to pay for the bond. The company thus exchanges deposits for a
bond on its asset side. The central bank holds less bonds and has reduced its liability to the banking sector.
The banking sector holds less central bank claims and less deposits. The same outcome occurs when bonds
mature. On the other hand, if the issuer were a bank that chose not to refinance the bond, deposits would
be unaffected.

% |f a bank buys a security from the Riksbank, the bank's account with the Riksbank is debited, reducing the
bank's central bank reserves. However, the bank’s own deposits are not affected as the bank does not act
as intermediary in the transaction.
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Banks will need other liquid assets

The banking sector’s claims on the Riksbank, which amount to around 70 per cent of
their liquid assets in SEK (see Chart 35), will thus decline as the Riksbank sells off and
allows its bond holdings to mature. To compensate, banks need to buy other types of
liquid assets, such as government bonds, municipal bonds or covered bonds. How-
ever, the Riksbank assesses that banks will also reduce their volumes of liquid assets
during the QT period (normalise them), as the QE contributed to excess liquidity.

Chart 35. The major banks’ liquid assets in SEK
SEK billion
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Note. Refers to liquid assets in SEK from Handelsbanken, SEB and Swedbank. HQLA refers to
high-quality liquid assets such as government bonds and covered bonds.

Source: COREP.

Maturity of banks' market funding will be longer

To compensate for the decrease in the total volume of liquid assets, banks will also
need to adjust their liability side. For example, banks can extend the maturity of their
short-term market funding or extend the maturity of their deposits. The Riksbank also
expects the banks to issue larger volumes of covered bonds.

Under a simplified assumption that the banking system would return to funding itself
with the same share of covered bonds as before quantitative easing, the banks' need
to issue covered bonds would amount to 500-700 billion in addition to their regular
refunding needs. It is also possible to estimate what banks' issuance needs would be
to fulfil the LCR requirement under different assumptions. Such calculations also sug-
gest that, depending on the change in central bank reserves, banks would need to
compensate for the outflow of deposits by issuing more long-term bonds to reduce
the impact of QT on liquid assets.

In Chart 36, adjustments as a result of the Riksbank's QT are already visible. Since Feb-
ruary 2023, central bank claims in Swedish kronor have decreased significantly, while
the major banks have increased the volume of covered bonds.
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Chart 36. Banks' market funding and central bank reserves
Annual change, SEK billion

600 1

400

200
-200

-400 .

-600 - -
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

. Certificates Senior unsecured bonds = Central bank reserves, SEK
B Covered bonds [l Other bonds

Note. Data refer to the major Swedish banks, which are Handelsbanken, SEB and Swedbank.

Source: Banks' reporting to the Riksbank.

Increased issuance volumes may pose challenges

The banking sector is thus expected to issue relatively large volumes of covered bonds
in the coming years. The composition of investors in covered bonds also changes as
the Riksbank reduces its holdings. Other investor groups need to absorb larger vol-
umes of the banks’ issues for this reason. For these two reasons, a stable investor
community is needed both in Sweden and abroad. Historically, demand for covered
bonds has been high and banks have so far had no problems issuing new bonds since
the start of QT. It is mainly foreign investors that have now increased their holdings
again (see Chart 37), but also Swedish investors such as mutual funds and the banks
themselves. As long as long-term funds continue to receive net inflows and long-term
real interest rates remain positive, there appears to be incentive and capacity among
Swedish non-banks to buy the bonds issued by the banks. 87 Investors’ demand for
covered bonds can be volatile, however, especially during periods of financial stress.
In such a situation, banks may find it difficult to issue large amounts of bonds, which
could increase their liquidity risks, at least in the short term. Who invests in the bonds
is also important for the volatility of market financing. Short-term investors, who of-
ten leverage their purchases of covered bonds, can provide some liquidity to the mar-
ket. There are signs that this type of investor has increased as foreign investors have
returned to the market during the QT period. But banks becoming too dependent on
them as investors risks contributing to volatility in the demand for bank funding.

67 See M. Andersson (2024) "Investor behaviour in Swedish bond markets", Staff memo, Sveriges Riksbank.
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Chart 37. Holders of covered bonds denominated in SEK
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Sources: Statistics Sweden and the Riksbank.

Banks may have greater need to balance liquidity in the interbank market

There is an ongoing debate in several countries about the role of central bank re-
serves in the financial system. 8 As the Riksbank's quantitative tightening measures
are implemented, central bank reserves in the banking system will decrease. While
this could be sufficient for the banking system's overall need for central bank re-
serves, they can be unevenly distributed across banks. Individual banks could have a
liquidity deficit and need to borrow from other banks or directly from the Riksbank.
Activity in the interbank market could therefore increase, as banks have largely not
needed to engage in liquidity balancing in this way during the QE period. There is a
risk that banks no longer have the necessary expertise and experience to carry out
this type of transaction and that internal limits against other banks are not in place
when needed. Banks need to ensure this to avoid unnecessary volatility in short-term
market rates. It is important that banks ensure they have the right knowledge and
tools to be active in the interbank market if needed.

8 Most central banks, including the Riksbank, have also conducted or are currently discussing a review of
their monetary policy operational frameworks. For more information on the Riksbank’s framework and its
latest review, see, for example The monetary policy operational framework | Sveriges Riksbank.

58


https://www.riksbank.se/sv/marknader/det-penningpolitiska-styrsystemet/

	Financial Stability
	The Riksbank’s Financial Stability Report
	The Riksbank and financial stability
	Table of contents
	IN BRIEF – The Riksbank’s stability assessment

	1 Overall stability assessment
	1.1 The stability risks have declined in the near term, but there is considerable uncertainty
	Subdued inflation contributes to expectations of lower interest rates
	Financing conditions for property companies have improved, but operational risks have increased
	Measures are needed to strengthen confidence in the property sector
	Households have had to make significant adjustments
	Good resilience among the major Swedish banks, but increased risks for consumer credit banks
	A macroprudential framework for non-banks is needed
	Efforts to strengthen cyber security need to be intensified
	The financial infrastructure needs to be modernised


	2 The macro-financial situation
	2.1 Lower inflation but uncertainty remains
	Economic developments differ between Europe and the US
	Chart 1. Inflation and policy rates
	Major movements in longer market rates
	Chart 2. Government bond yields and expected bond market volatility
	High equity valuations can increase the risk of significant price falls
	Chart 3. Equity price developments and share valuation measures
	Strong credit market despite elevated credit risks
	Chart 4. Risk premiums for European and US corporate bonds
	FACT BOX – Challenges for property companies globally
	Chart 5. Development of vacancies and property values for office buildings

	2.2 Uncertainty about market rates increases risks
	Rising public debt and large supply of government bonds
	Chart 6. Public debt and budget balance in relation to GDP
	Chart 7. EU countries' yield spreads in relation to Germany


	3 Household and corporate sector
	3.1 Households are resilient but consumption has fallen
	Households have had to make major adjustments
	Chart 8. Interest-to-income ratios of the household sector and of new mortgagors
	FACT BOX - Higher interest rates affect tenant-owner association fees
	Chart 9. Remaining interest rate fixation periods and average interest rates for tenant-owner housing associations
	Chart 10. Increase in fees for a 50 square metre tenant-owned apartment
	Other costs may also affect fees in the future
	Continued good resilience among mortgagors
	Subdued house prices are leading to lower demand for mortgages
	Chart 11. House price index and credit growth

	3.2 Financial challenges facing property companies have decreased
	Household-related businesses have been the hardest hit by the lower demand
	Chart 12. Corporate profitability and bankruptcy rate
	High bankruptcy rate but limited impact on lenders so far
	Chart 13. Share of bankruptcies, employees, value added and loans by sector
	Business loans are decreasing
	Measures by property companies have led to reduced loans
	Lower risk premiums and more corporate bond issues
	Chart 14. Bond issuance and maturity structure of property companies
	Uncertainty persists over current property values
	Chart 15. Vacancies in offices and other property segments
	Property companies' interest coverage ratios expected to stabilise
	Chart 16. Wide variation in property companies’ key financial indicators
	Chart 17. Interest coverage ratio scenarios for larger property companies


	4 The Swedish financial system
	4.1 Major banks resilient, but increased risks for consumer credit banks
	Resilience comes from historically high profitability
	Chart 18. Operating profit and loan loss level for major Swedish banks
	Banks' earnings expected to decline going forward
	Households more likely to choose fixed-term accounts
	Chart 19. Deposit volume and interest rates by account type
	Chart 20. Deposit volumes and interest rates in different types of banks
	FACT BOX – Saving via platforms
	Chart 21. Share of deposits from platform over time and share with a fixation period less than one year
	Chart 22. Platform deposits by country, agent and currency
	Increased risks for consumer credit banks
	Chart 23. Return on equity for different types of banks
	Chart 24. Loan losses at consumer credit banks
	The share of risky loans is increasing
	Chart 25. Share of stage 2 and 3 loans for consumer credit banks
	Stress test reveals significant losses
	Chart 26. Loan loss provisions in the stress test
	The major banks can handle the losses arising from the stress test

	4.2 Non-banks are more interconnected than before
	Increased interconnectedness creates risks
	Chart 27. Fund units of Swedish insurance companies and pension funds in relation to their other financial assets and other agents’ fund units
	The increased interconnectedness is due to unit-linked insurance
	Chart 28. Securities of the insurance and pension funding sector
	Incentives for pension savers to switch funds may exacerbate financial stress
	Chart 29. Fund assets broken down based on the share of each fund held in unit-linked and deposit insurance policies
	Pension providers’ fund rules can affect financial stability

	4.3 The financial infrastructure is working well but there are operational risks
	Availability is high in the financial market infrastructures (FMIs)
	Chart 30. Interruptions in FMIs
	Change is necessary to maintain a stable infrastructure
	New legislation is affecting financial infrastructure systems

	4.4 More sophisticated cyber attacks are increasing requirements for preparedness
	Continued high risk of cyber attacks against Swedish targets
	Chart 31.  Number of observed cyber incidents in the EU
	DORA regulation increases demands on operators' capabilities
	Ability to withstand cyber attacks is a preparedness issue


	ARTICLE – How does quantitative tightening affect banks?
	The Riksbank’s quantitative easing and tightening affect banks’ balance sheets
	Table 1. Agents’ balance sheets in QE
	Chart 32. Development of the major banks' central bank reserves and deposits in Swedish kronor
	Chart 33. The major Swedish banks' liquidity coverage ratio in SEK
	Banks have adjusted their funding composition
	Chart 34. The major Swedish banks' funding

	Quantitative tightening requires banks to increase the maturity of their funding
	Banks will need other liquid assets
	Chart 35. The major banks’ liquid assets in SEK

	Maturity of banks' market funding will be longer
	Chart 36. Banks' market funding and central bank reserves

	Increased issuance volumes may pose challenges
	Chart 37. Holders of covered bonds denominated in SEK

	Banks may have greater need to balance liquidity in the interbank market

	ARTICLE – Private equity: a growing market in transition
	Private equity: an investment strategy
	Figure 1: Typical structure of a private equity firm

	The financing of private equity firms has changed and diversified
	Chart 38. European private credit funds

	Swedish private equity firms have a significant international presence
	Chart 39. Investments in Swedish portfolio companies by company sector and investments by Swedish private equity firms by geographical area

	Private equity poses various risks to the financial system
	Important to continue to analyse the private equity market




