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Two questions

• Front-loaded rate hikes

But why r-smoothing at all? 

• Is financial independence of central banks in danger?

Would it matter?



Rate hikes are front-loaded but still gradual

• Policy rates have been raised in larger
steps than normally

… but the world has also changed rapidly

• Central banks have argued that it is 
important to act quickly

… but we still plan to act gradually

The Riksbank’s policy rate
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Why gradual?

• Old literature, little recent research attention

• If visibility is poor …

… drive cautiously and evaluate continuously

… do not cause unnecessary volatility

• Bad for reputation to change course?



Why aggressive?

• We know that the world has changed quickly

• Avoid the really bad outcomes

”By raising the policy rate more now, the risk of high inflation in 
the longer term is reduced and thus also the need for greater

monetary tightening further ahead”
Riksbank, June 2022

Have we acted accordingly?



Is financial independence of central banks in 
danger?

• Central banks funded by banknotes and 
net worth

• Structural challenges:

Low return on assets

Less demand for cash

• And interest-rate risk after QE!

Shrinking net worth

Losses, no remittances, …

The Riksbank’s balance sheet
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How should central banks be funded in the future?

• Will there still be sufficient ”seignorage”?

If not, can central banks be funded as other government agencies?

• Financial capacity puts a limit on central banks’ toolboxes

Funding concerns will not stop us from raising rates (i.e. QE does not work as a commitment
device!)

But such concerns should limit the use of quantitative measures in ”normal times”

• Operational independence vs financial independence

Would a U.K./BoE type of indemnity be allowed in the EU?



Thanks!



Market pricing indicates that hikes will remain
gradual (except for Canada)
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Risk vs. financial capacity

Size of balance sheets Non-remunerated liabilities

Size of central bank balance sheets, percent of GDP. Percent of GDP, from Flodén (2018).
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