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Abstract

The purpose of this study was to empirically examine the relationship between the
Swedish central bank’s policy rate and Swedish housing prices. By analyzing 82 quarterly
observations from 2005 to 2025, the study aimed to examine how monetary policy
affected price dynamics in the housing market. Based on the User Cost Theory and the
Present Value model, a dynamic regression model estimated in first differences was
utilized. Changes in inflation and disposable income were included as control variables,
alongside a lagged dependent variable to capture market momentum. The results showed
a statistically significant negative relationship between the Riksbank’s policy rate and
house prices. Specifically, for every 1 percentage point increase in the interest rate, the
quarterly change in the House Price Index decreased by approximately 8.9 points one
quarter later. The study suggested that the policy rate was an important factor associated
with short-term movements in Swedish housing prices, but that the effect always came
with a certain delay. This high market sensitivity was largely explained by the fact that
almost 80% of Swedish households had variable interest rates and high debts. These
findings represented the market behavior under the specific, stricter regulatory rules

before April 2026.
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1. Introduction

During the last decades, the Swedish housing market has experienced significant changes.
These changes have included substantial price increases and have contributed to a rapid
increase in household debt. A central factor that has historically driven this is the
exceptionally low interest rates. According to Statistics Sweden (2023), these low interest
rates contributed to a long-standing period of high demand and rising prices.
Understanding the mechanisms behind these price changes is central to understanding the
Swedish economy. The study examines the period 2005-2025, which represents a specific
regulatory era in the Swedish housing market that concluded with major reforms in April

2026 (Government Offices of Sweden, 2026).

The stable situation in the market was challenged in 2022 when inflation increased and
the Swedish central bank, the Riksbank, initiated a series of rapid interest rate increases.
This development has shown how sensitive the housing market is to monetary policy
changes. The Riksbank points out that the market is affected not only by actual interest
rate changes, but also largely by households’ expectations of future interest rates
(Sveriges Riksbank, 2022). While the subject is well-studied, there is a need for new
empirical research that includes the volatile period until 2025. There is a knowledge gap
about how quickly and how strongly the recent interest rate increases have been reflected

in housing prices (Finance Sweden, 2025).

The purpose of this study is to empirically examine the relationship between the Swedish
central bank’s policy rate and Swedish housing prices. By analyzing data from 2005 to
2025, the study aims to investigate how monetary policy affects price dynamics in the
housing market by answering the following research question: How do changes in the
central bank policy rate affect housing price dynamics in Sweden? To answer this, a time-

series analysis was conducted using data from 2005 to 2025.



1.1 Organization of the Study

The rest of this thesis is organized as follows. Chapter 2 presents previous research on
how the interest rate affects the housing market. Chapter 3 explains the theoretical
framework, focusing on the User Cost Theory and the Present Value Model. Chapter 4
describes the chosen methodology and the dynamic regression model. Chapter 5 presents
the collected data using descriptive statistics and visual analysis. Chapter 6 presents the
empirical results from the regression, including diagnostic tests, and discusses them in
relation to the theories. Finally, Chapter 7 summarizes the main conclusions, discusses

the limitations of the study, and gives suggestions for future research.



2. Literature Review

Many researchers have investigated how interest rates affect housing prices. Previous
research shows a clear pattern: when interest rates rise, housing prices fall (Sveriges
Riksbank, 2024). But researchers are still studying how fast it happens, how strong the
effect is, and whether different types of housing are affected in different ways. This
section reviews research from recent years. The goal is to build a good foundation for
answering the research question: How do changes in the central bank policy rate affect

housing price dynamics in Sweden?

2.1 The Interest Rate Effects

The Swedish central bank policy rate is used to control the economy. When the Riksbank
raises its interest rate, ordinary banks must also raise the interest rates on their mortgages.
This makes it more expensive for households to borrow money. When loans become more
expensive, fewer people want or can buy a home. This in turn causes housing prices to

fall (Sveriges Riksbank, 2024).

However, research shows that prices do not fall on the same day that interest rates are
raised. There is a certain delay. A Swedish study from 2025 shows that prices do fall, but
that it takes some time before it is visible in the statistics. The study also shows that prices
for villas fall the most, but it takes the longest before the entire price drop is complete.
Prices for apartments change much faster, although they do not fall quite as much in

percentage as villa prices (Ahlstrom & Spasojevic, 2025).

It is also important to remember that psychology plays a large role in the market. Prices
can start to fall even before the Riksbank has raised interest rates, simply because people
believe that an increase is about to happen and therefore become cautious (Sveriges

Riksbank, 2022).



2.2 Sweden’s Sensitivity

To understand the Swedish housing market, it must be compared with other countries.
What matters most is whether the population has a variable or fixed interest rate on their
mortgages. A large study from 2025 compared different countries during the interest rate
crises of recent years. In the US, most people lock in their mortgages for up to 30 years
(Hedlund et al., 2025). Then they do not notice when the central bank raises the interest
rate, and housing prices do not fall as quickly. But in Sweden, a vast majority (around 80
percent) choose a variable interest rate, meaning it is only fixed for a maximum of three

months (Statistics Sweden, 2023; Finance Sweden, 2025).

In addition, Swedish banks are very quick to raise customers’ mortgage rates as soon as
the central bank raises its policy rate. Since Swedes have variable interest rates and the
banks are quick, Sweden’s housing market is affected extremely quickly and severely by

the Riksbank’s decisions (Finance Sweden, 2025).

2.3 The Regulatory Framework

Between 2010 and 2025, the Swedish market was governed by a mortgage cap of 85%
and strict amortization requirements. However, as of April 1, 2026, these rules were eased
to a 90% cap, and reduced amortization demands to increase accessibility (Government
Offices of Sweden, 2026). The IMF (2025) previously warned that such easing could

increase household sensitivity to interest rate changes.

2.4 The Risks of Large Loans

Another important topic is whether the large mortgages of Swedes are dangerous for the
entire country’s economy. International organizations such as the International Monetary
Fund (IMF) usually warn that the loans are a big risk. They argue that when the interest
rate becomes high, Swedes must stop buying other things to afford the interest, which

could lead to an economic crisis in Sweden (IMF, 2025).



But not all experts agree. The former deputy governor of the Riksbank, Lars E.O.
Svensson, argues in a research article from 2025 that the warnings are based on
miscalculations. He says that you cannot just look at how big the loans are compared to
the salary. You also must look at household savings and the actual value of their homes.
His figures show that Swedes have much more saved assets than they have in debt. He
also points out that Swedish households have a historically high savings rate and do not
use loans for overconsumption. Therefore, he believes that the housing market is stable

and that loans are not a big threat, even when interest rates rise (Svensson, 2025).

2.5 Regional Differences

Interest rate changes do not affect all of Sweden in the same way. A study from Linkdping
University examined this in more detail. The result showed that interest rate increases hit
the fastest and hardest in large cities, especially in Stockholm. The reason is that housing
there is much more expensive. To be able to buy a home in Stockholm, you must take out
very large loans compared to your salary. When interest rates go up, it immediately
becomes much more expensive per month for these households. In northern Sweden and
in smaller towns, loans are much smaller. Therefore, the impact of the central bank’s
interest rate increases on housing prices is generally weaker and more delayed in these

regions (Ahlstrom et al., 2025).

2.6 The Knowledge Gap

Much is known about how interest rates affect housing prices in theory. It is also known
that Sweden is affected particularly quickly because of the variable loans. But the years
2022 to 2025 were very special. Interest rates were raised faster and more than they have
been in several decades. While reports from Finance Sweden (2025) document how the
market cooled down, there is still a lack of clear empirical research on exactly how
quickly and with what force prices reacted to the extreme interest rate shocks of the most
recent years. This study aims to fill that knowledge gap by studying new data from 2005
right up to 2025.



3. Theoretical Framework

3.1 The User Cost Theory

The most important theory in this study is: User Cost Theory. It explains that the cost of
owning a home is driven by the ongoing cost of “using” the home each year, rather than
just the purchase price (Svensson, 2022). This cost is mainly influenced by mortgage

interest, taxes and maintenance (Sveriges Riksbank, 2022).

When the policy rate is raised, it becomes more expensive to borrow money, which
increases the annual cost for households. According to the theory, this leads to a decrease
in demand. For the market to find a new balance between what people earn and what it

costs to live, house prices must fall when interest rates rise (Svensson, 2025).

3.2 The Present Value Model

Another way to explain the connection is through the: Present Value Model. Here, the
house is seen as an economic asset. The value of the house today is determined by the
sum of all future benefits (such as not having to pay rent elsewhere), converted to what it
is worth right now. The interest rate here functions as a “discount factor”. When interest
rates rise, the value of future money decreases. This means that even if the house is as
good as before, the market price today falls because it costs more to finance the purchase

over time. The theory therefore predicts that higher interest rates lead to lower prices

(Sveriges Riksbank, 2022).



3.3 Income and Demand

The housing market is also affected by supply and demand. How much households can
demand depends on their income. If interest rates rise, a larger part of the salary goes to
the bank, which reduces households’ disposable income. This leads to lower demand in

the housing market (Svensson, 2025).

This reduction in purchasing power means that people cannot get as large loans and
cannot bid as high. This is why household income is used as a control variable in this

study.



4. Methodology

4.1 Research Design

This study uses a quantitative method. This means that numbers and statistics are used to
answer the research question. A time series design is used, which involves following how
the data has changed quarter by quarter over a long period, from 2005 to 2025. This design
makes it possible to see how the housing market reacts over time when the Riksbank
changes the interest rate. The study relies on quarterly data to match the natural reporting
frequency of macroeconomic variables in Sweden, which ensures a high level of data
reliability. The overall approach follows established methods in Swedish housing market

research (e.g., Ahlstrom & Spasojevic, 2025).

4.2 Empirical Model and Variables

To measure the relationship between interest rate changes and house prices, a dynamic
first-difference regression model is estimated. In this model, the change in house prices
is the dependent variable. The change in the policy rate, the change in inflation, and the

change in disposable income are included as the independent variables.

Using first differences means that the model analyzes the changes from one quarter to the
next, rather than the total level. This transformation is necessary because time-series
variables often trend upward together over time due to inflation or growth, which can
create false results known as spurious regression. Furthermore, a lagged dependent
variable (the changes in house prices from the previous quarter) is included on the right
side of the equation. Including a lagged dependent variable helps capture short-term
momentum in house-price movements and may reduce the risk of autocorrelation in the

residuals (Wooldridge, 2016).

To capture the time it takes for a policy rate change to affect household finances and
housing prices, the change in the policy rate is lagged by one quarter (which corresponds

to three months). The empirical model is specified as follows:



AHousePricelndex,

= B, + B14HousePricelndex;_, + B, APolicyRate,_; + 3 Alnflation,
+ B,4Disposablelncome; + €;

Where:

A represents the first difference operator (the change from quarter t — 1 to quarter t).
HousePricelndex;, is the Swedish House Price Index at quarter t.

B, is the constant intercept of the model.

AHousePricelndex;_; is the lagged change in the house price index from the
previous quarter.

APolicyRate,_; is the change in the Riksbank’s policy rate lagged by one quarter.
Alnflation, is the change in the inflation rate at quarter t.

ADisposablelncome; is the change in household disposable income at quarter t.

B1, B2, B3, B4 are the coefficients to be estimated.

€. 1s the error term (residuals) at quarter t.

4.3 Hypotheses

To test the relationship between the interest rate and house prices, two hypotheses are

formulated for the empirical work:

Ho (Null Hypothesis): A change in the Riksbank’s policy rate has no significant effect
on housing price dynamics in Sweden, meaning the coefficient for the lagged policy
rate is equal to zero (3, = 0).

Hi (Alternative Hypothesis): A change in the Riksbank’s policy rate has a significant
negative effect on housing price dynamics in Sweden, meaning the coefficient for the

lagged policy rate is less than zero (3, <0).

By examining the p-value and the sign of the 3, coefficient in the regression results, the

study will determine whether to reject or fail to reject the null hypothesis. Statistical

significance is evaluated using Newey-West (HAC) robust standard errors.



4.4 Data Analysis and Model Validation
Before running the final regression model, the data is validated using strict econometric
framework to reduce potential economic problems and improve the reliability of the

estimates.

First, all variables are tested for stationarity using the Augmented Dickey-Fuller (ADF)
test. Time series data often contain a unit root, meaning they are non-stationary. Running
a regression on non-stationary variables in levels carries a high risk of spurious
regression, where variables appear to be related simply because they grow over time
(Wooldridge, 2016). The ADF test is performed both in levels and in first differences to

establish the integration order of the data.

Second, an Engle-Granger cointegration test is conducted to examine if there is a stable,
long-term relationship between the variables. Following standard econometric theory, if
variables are non-stationary but do not share a cointegrating vector, the model must be
estimated using first differences to fully eliminate the risk of false correlations

(Wooldridge, 2016).

Third, the model is tested for diagnostic issues like autocorrelation, where the errors in
one period are related to the errors in the previous period. To ensure the model is
statistically reliable, this study combines two methods recommended in time-series
literature: including a lagged dependent variable to absorb the systematic time
dependence and estimating Newey-West (HAC) robust standard errors (Wooldridge,
2016). This robust approach adjusts the standard errors to ensure that the t-statistics and
p-values remain statistically robust even if minor serial correlation or heteroskedasticity
exists in the residuals. All statistical analyses are performed using the econometric

software Gretl.
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5. The Empirical Work

The empirical section presents how Swedish house price dynamics are affected by the
Riksbank’s policy rate, inflation and household disposable income. The analysis begins
with basic data characteristics (Descriptive Statistics), a graphical overview of the market
(Visual Analysis). This is followed by the main findings from the dynamic regression
model (Regression Results) and the statistical tests conducted to ensure the reliability and

stability of the model (Diagnostic Tests).

5.1 Data Description

The data in this study is taken from official and reliable sources, covering quarterly
observations from the first quarter of 2005 to the fourth quarter of 2025, which gives a
total of 84 observations. Figures for house prices, household income and inflation have
been taken from Statistics Sweden (SCB). Figures for the policy rate have been taken
from the Swedish central bank, the Riksbank. By using quarterly data from 20 years,
enough observations are collected to be able to make a reliable and scientific analysis

(Statistics Sweden, 2023).

Since the house price, disposable income, and policy rate data are analyzed on a quarterly
frequency, the inflation rate, which is originally reported on a monthly frequency, had to
be converted into a quarterly frequency. Following standard econometric practices, this
conversion was conducted by calculating the arithmetic mean (average) of the three
months within each respective quarter. This aggregation method ensures consistency

across the dataset and preserves the true underlying economic trends.

11



5.2 Descriptive Statistics and Visual Analysis

Variable Observations Mean Std. Minimum Maximum
Deviation

House Price 84 683.94 197.70 364.00 1054.00

Index

Policy Rate 84 1.21 1.50 -0.50 4.53

(%)

Inflation 84 2.06 1.84 0.10 9.67

(%)

Disposable 84 522,401 140,986 297,767 867,066

Income

(SEK)

Table 1. Summary Statistics
Note: Table 1 presents descriptive statistics for the variables used in the study. The dataset
consists of 84 quarterly observations covering the period 2005Q1 - 2025Q4.

(Source: Author’s calculations).

The house prices increased substantially during the period, with the House Price Index
ranging from 364 to 1054. The average value was 683.94. The Policy Rate varied
considerably over the sample period. It reached a low of -0.50% during the years of
expansionary monetary policy and a high of 4.53% during the recent period of interest
rate increases. Inflation averaged 2.06% during the period, although it reached
significantly higher levels in some years. Disposable Income also increased steadily over

time, with an average value of SEK 522,401.

Overall, the descriptive statistics indicate that the variables changed substantially over the

sample period, making them suitable for further econometric analysis.

12
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Figure 1. Swedish House Prices and the Riksbank Policy Rate (2005-2025)
Note: The House Price Index is shown on the left axis and the Policy Rate on the right

axis. (Source: Statistics Sweden and the Riksbank).

As Figure I shows, house prices in Sweden increased during most of the period between
2005 and 2025. At the same time, the policy rate varied considerably, reaching both
negative and positive levels. A noticeable change occurred in 2022, when the Riksbank
began raising interest rates. Around the same time, house prices stopped increasing and
started to fall. The figure suggests that there may be a relationship between the policy rate

and house prices.

13



5.3 Correlation Analysis

House Price Policy Rate Inflation Disposable
Index Income

House Price 1
Index
Policy Rate -0.175 1
Inflation 0.527 0.219 1
Disposable 0.915 -0.044 0.451 1
Income

Table 2. Pearson Correlation
Note: Critical values for statistical significance are 0.215 (5%) and 0.280 (1%) based on

84 observations. (Source: Author’s calculations).

Table 2 presents the Pearson correlation matrix for the variables included in the study.
House prices are negatively correlated with the Policy Rate (-0.175) and positively
correlated with both Inflation (0.527) and Disposable Income (0.915). The strongest
relationship is observed between house prices and disposable income, suggesting that
higher household income is generally associated with higher housing prices. The
correlation between policy rate and house prices is negative, which is consistent with the
theoretical expectation that higher interest rates reduce housing demand and place

downward pressure on prices.

However, correlation alone does not prove that one variable causes change in another. In
time-series data, variables may appear strongly correlated simply because they follow
similar trends over time. Therefore, additional tests are required before estimating the

regression model. For this reason, Augmented Dickey-Fuller (ADF) tests are performed.

14



5.4 Unit Root Tests

Variable Test Statistic p-value Result

House Price Index -2.085 0.553 Non-Stationary
Disposable Income 0.225 0.998 Non-Stationary
Policy Rate -2.632 0.086 Non-Stationary
Inflation -2.497 0.116 Non-Stationary

Table 3. Augmented Dickey-Fuller Unit Root Test Results (Levels)
Note: The null hypothesis of a unit root cannot be rejected at the 5% significance level.

(Source: Author’s calculations).

Before estimating the regression model, an ADF test was conducted to test whether the
variables are stationary. As shown in 7able 3, all variables appear to be non-stationary in
levels, since their p-values exceed the 0.05 significance level. This indicates that the
variables may contain unit roots and should not be used directly in a standard regression

model without further testing.

To determine whether the variables become stationary after differencing, ADF tests were

also performed on the first-differenced series.

15



Variable Test Statistic p-value Result

A House Price -4.235 0.0039 Stationary
Index

A Disposable -6.241 <0.001 Stationary
Income

A Policy Rate -4.653 <0.001 Stationary
A Inflation -3.426 0.010 Stationary

Table 4. Augmented Dickey-Fuller Unit Root Test Results (First Differences)
Note: The null hypothesis of unit root is rejected for all differenced variables at the 5%

significance level. (Source: Author’s calculations).

The results in Table 4 show that all variables become stationary after first differencing.
The results suggest that the variables can be treated as approximately integrated of order
one, I(1). Since the variables appear to be I(1), an Engle-Granger cointegration test was

performed to examine whether a long-run equilibrium relationship exists between them.

Test Test Statistic p-value Result

Residual ADF Test -3.608 0.283 No Cointegration

Table 5. Engle-Granger Cointegration Test
Note: Cointegration is supported if the null hypothesis of a unit root in the residuals can

be rejected. (Source: Author’s calculations).

The Engle-Granger test in Table 5, produced a p-value of 0.283, meaning that the null
hypothesis could not be rejected. Therefore, no evidence of cointegration was found
between the variables. Since the variables are non-stationary in levels and no
cointegrating relationship was detected, the final regression model is estimated using first
differences. This reduces the risk of spurious regression and ensures that the statistical

analysis is based on stationary data.

16



6. Regression Results

6.1 Model Estimation

To empirically examine the determinants of Swedish housing prices, a dynamic
regression analysis was conducted. Since an interest rate hike rarely affects the economy
and household finances on the same day it occurs, a “lagged” policy rate was used. A lag
of one quarter (which corresponds to three months) was set to capture the time it takes

for interest rate hikes to really be reflected in the housing market.

Variable Coefficient Standard t-ratio p-value
Error

Constant 2.499 1.176 2.125 0.0368 **

A Policy Rate -8.904 3.365 -2.646 0.0099

(lagged 1

Quarter)

A House Price 0.607 0.120 5.050 <0.0001 ***

Index (lagged

1 Quarter)

A Inflation -2.406 2.810 -0.856 0.3945

A Disposable 0.000015 0.000015 0.962 0.3393

Income

Table 6. Regression Results

Note: Dependent Variable: A House Price Index. *** and ** indicate statistical
significance at the 1% and 5% levels. The model is estimated in first differences using
Newey-West (HAC) robust standard errors. Total observations:  82.

(Source: Author’s calculations).

17



The results suggest a statistically significant negative relationship between the Riksbank’s
policy rate and house prices (see Table 6). The figure for the lagged Policy Rate (-8.904)
means that for every percentage point that interest rates rise, the quarterly change in the
House Price Index decreases by approximately 8.9 points one quarter (three months) later,
if everything else remains the same. The regression results also indicate that historical
prices matter significantly. The coefficient for the lagged house price (0.607) shows that
approximately 61% of the price movements from the previous quarter carry over into the
next, indicating a strong market momentum. However, short-term quarterly changes in
inflation and household disposable income are not statistically significant in this model

(p-values of 0.3945 and 0.3393).

The figure for R? is 0.408. This means that these variables together can explain
approximately 40.8% of the variation in quarterly Swedish house price changes. This
suggests that the model has relatively strong explanatory power for a time-series model
estimated in first differences. As shown in Table 6, the coefficient for the lagged Policy
Rate is negative (-8.904) and highly statistically significant (p <0.01). Therefore, the null
hypothesis (Ho) is rejected in favor of the alternative hypothesis (Hi). These findings are
consistent with the theoretical expectation that increases in the policy rate are associated

with lower housing prices.
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6.2 Structural Break Tests

To analyze whether the regression coefficients remain stable over time or if major
economic events caused structural breaks, a Chow test is performed (Wooldridge, 2016).
This test evaluates the stability of the model across different subperiods by testing the

null hypothesis of constant parameters against the alternative of a structural break.

Breakpoint Event p-value Conclusion
2008Q3 Global Financial 0.0006 Significant
Crisis structural break
2020Q1 COVID-19 0.4540 No structural break
pandemic
2022Q1 Monetary 0.0496 Evidence of a
tightening cycle structural break

Table 7. Chow Test Results
Note: A structural break is statistically significant at the 5% level (p < 0.05).

(Source: Author’s calculations).

Since the sample period covers several major macroeconomic events, Chow tests were
conducted at three potential breakpoints. As shown in Table 7, a statistically significant
structural break was detected during the Global Financial Crisis (p = 0.0006). No
evidence of a structural break was found for the COVID-19 period (p = 0.4540). For the
monetary tightening cycle beginning in 2022Q1, the results provide weak but statistically
significant evidence of a structural break (p = 0.0496), suggesting that the relationship

between the variables may have changed during the recent period of rising interest rates.

19



6.3 Diagnostic Tests

To evaluate whether the model is statistically reliable, the underlying econometric
assumptions were addressed. In models estimated in levels, standard tests such as the
Variance Inflation Factor (VIF) for multicollinearity, the Durbin-Watson test for
autocorrelation, and the Breusch-Pagan test for heteroskedasticity are typically

performed.

However, the current model addresses several of these issues through its design. First, by
transforming all variables into first differences (measuring the change from quarter to
quarter), the risk of spurious regression caused by non-stationarity is substantially
reduced. Second, because the model includes a lagged dependent variable
(AHousePricelndex,_;), the Durbin-Watson statistic is not appropriate for testing

autocorrelation.

Instead, this study uses Newey-West (HAC) robust standard errors. This method adjusts
the estimated standard errors for potential autocorrelation and heteroskedasticity in the
residuals (Wooldridge, 2016). As a result, the reported p-values are more robust to these
econometric issues, improving the reliability of the statistical inference presented in

Table 6.

6.4 Discussion

The findings suggest that changes in the policy rate are closely associated with
movements in housing prices. The results show that when the interest rate increases by 1
percentage point, the quarterly change in the House Price Index decreases by
approximately 8.9 points. The model suggests that the strongest effect occurs
approximately one quarter (three months) after a policy rate change. This three-month lag
connects well with real-world mechanisms. First, it takes time for the commercial banks
to adjust their own mortgage rates after the Riksbank has made a decision (Finance
Sweden, 2025). Second, it takes time for behavioral and psychological shifts to occur as

households adjust their expectations (Sveriges Riksbank, 2022).
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6.4.1 The Theoretical Explanations

Why do prices fall when interest rates rise? One explanation is found in the theory of
“User Cost”. It states that what determines the price of a house is how much it costs to
live there each month. When interest rates rise, it becomes more expensive for people to
pay their mortgages. Since households then have less money available in their finances,
they cannot afford to pay as much for a new house. This causes demand to decrease and
prices to be pushed down (Ahlstrdm & Spasojevic, 2025). This relationship is also

reflected in the statistical results of this study.

Another important explanation is the Present Value Model. A house can also be viewed
as an investment that should be worth something for a long time. When you calculate
what the house is worth today, you use the interest rate as a kind of “discount”. When the
interest rate is high, future money is worth less today. This means that the price buyers
can pay drops immediately when the interest rate rises. While these theories explain the
mechanical impact of interest rates, the market also depends on psychology. If households
expect interest rates to keep rising, they might stop buying houses even before the rates
go up. This means that human expectations can make prices fall faster than the

mathematical models alone suggest (Sveriges Riksbank, 2022).

6.4.2 Sweden’s Market Sensitivity

The results may partly be explained by the characteristics of the Swedish housing market.
According to Finance Sweden (2025), almost 80% of Swedish households have variable
interest rates or change interest rates very often. This means that when the Riksbank
changes its interest rate, it affects household finances much more quickly than in other
countries where the interest rate is fixed for many years. Since Swedish families also have
quite high debts, the effect of an interest rate increase is extra powerful for their finances.
This may help explain why Swedish house prices appear to be more sensitive to interest-
rate changes compared to many other markets in Europe (IMF, 2025; Finance Sweden,

2025).
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6.4.3 Regional Sensitivity

The dynamic regression model captures how the Swedish housing market reacts to policy
rate changes on a national level. However, to fully understand these results, it is important
to look at the regional differences in the household debt. This provides empirical support

to the argument that urban centers are more sensitive to interest rate changes.

Region Share of New Borrowers with DTI > 450%
Stockholm >11%
Gothenburg ~ 6%
National Average (homebuyers) 5.5%

Table 8. Regional Differences in Debt-to-Income (DTI) Ratios (2024)
Note: High DTI is defined as exceeding 450% of the household’s gross income.

(Source: Finansinspektionen 2025).

As shown in Table 8, there is a distinct concentration of highly indebted households in
major cities. In Stockholm, just over 11% of new homebuyers in 2024 had a debt-to-
income (DTI) ratio exceeding 450%. This proportion is just over twice as high as the

national average for homebuyers, which stood at 5.5%.

Because a larger share of households in metropolitan areas carry these large mortgages
relative to their income, a policy rate increase takes up a significantly larger portion of
their monthly budget. Higher financial sensitivity in metropolitan areas may partly
explain why some housing markets respond more quickly to interest-rate changes. Price
adjustments may occur earlier in highly indebted markets such as Stockholm, where
rising interest costs can affect household finances more quickly. These regional

developments may then contribute to broader movements in the national housing market.

22



6.4.4 The Statistical Model

The statistical model explains approximately 40.8% of the variation in housing price
changes, indicating relatively strong explanatory power for a dynamic market model. In
line with Ahlstrém and Spasojevic (2025), the results show that the interest rate is a key
factor for the Swedish housing market. Furthermore, the results suggest that the short-
term effects of inflation and disposable income are weaker than the effect of the policy

rate.
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7. Conclusions

7.1 Conclusions

This study has investigated how the Riksbank’s policy rate affects house prices in
Sweden. To answer the research question (How do changes in the central bank policy rate
affect housing price dynamics in Sweden?), the findings suggest that policy rate changes
are significantly associated with developments in the Swedish housing market. Higher
policy rates were generally associated with negative house-price changes during the

period studied.

The results suggest that if the Riksbank raises the interest rate by 1 percentage point, the
quarterly change in the House Price Index decreases by approximately 8.9 points one
quarter (three months) later. In summary, it can be said that the policy rate appears to be
an important factor affecting Swedish housing price dynamics, and the results suggest
that the effect occurs with a delay of approximately one quarter. It is very important to
note that these conclusions apply strictly to the period between 2005 and 2025. During
these years, Sweden had a strict regulatory regime for mortgages. Because the rules were
changed on 1 April 2026, with a higher mortgage cap and lower amortization
requirements, the market dynamics might be different today (Government Offices of
Sweden, 2026). Therefore, the findings in this study represent the market behavior under

the specific, stricter rules before 2026.

7.2 Limitations

Although the dynamic regression model in this study has strong explanatory power, there
are a few things to be aware of. First, the model relies on nationally aggregated data,
which provides a single national average. As shown in chapter 6, regional differences in
household debt are substantial, with urban centers like Stockholm displaying significantly
higher debt-to-income ratios. Because the model uses a national index, it may mask the

potentially higher, and faster, interest rate sensitivity in these major metropolitan areas.

Another major limitation is the political regulations. This study is based on data up to

2025. Throughout that time, there were strict rules on how much you could borrow, with
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a mortgage ceiling of 85% and a requirement that you must pay off the loan every month.
However, on 1 April 2026, a major change took place in the Swedish market. The
government decided to raise the mortgage ceiling to 90% and to ease the amortization
requirements (Government Offices of Sweden, 2026). This means that the model reflects

a period with stricter rules than exist today.

Since households are now allowed to borrow more money with a lower down payment,
they may become more sensitive to interest-rate changes than observed during the period
covered by this study. The new regulations introduced on 1 April 2026 could affect the
relationship between interest rates and housing prices in the future and may represent a
structural break in the Swedish housing market. If this study were to be extended beyond
2025, the regulatory changes would need to be taken into account because they may
represent a structural break in the data. Therefore, this makes the current study important
and highly relevant, as it isolates and captures the market dynamics specifically under the

strict regulatory framework that existed before this major change.

7.3 Further Research

There are several areas remaining for future research. The most obvious is to study the
effects of the new mortgage regulations from April 2026. It would be valuable to do a
comparative study between the years before and after 2026 to see whether the higher loan-
to-value ratio makes the market more interest-rate sensitive, as economic theory would

suggest.

Another suggestion is to analyze how these regional differences develop over a longer
period of time. Future research could compare data from specific major cities to see
exactly how areas with high debt like Stockholm react compared to the rest of the country

during periods of high interest rates.

Finally, since the dynamic regression model addresses common statistical issues in
housing data, it provides a stable starting point for further studies. Future research can
expand on this framework by adding factors related to housing supply. Including
variables like construction rates or new building permits would help create a more

comprehensive view of the Swedish real estate market.
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Appendices

Appendix A: The Dataset
This appendix presents a sample of the quarterly dataset used in the analysis. The

complete dataset covers the period 2005Q1 —2025Q4 and contains 84 observations.

Quarter Policy Rate Inflation House Price Disposable Income

2005Q1 2.00 1.00 364 297767
2005Q2 1.95 0.73 377 345737
2005Q3 1.50 1.27 392 306913
2005Q4 1.50 1.43 400 313324
2006Q1 1.78 1.27 413 313972
2024Q4 3.00 1.63 936 744942
2025Q1 2.35 2.47 939 758994
2025Q2 2.23 2.47 946 867066
2025Q3 2.00 3.13 952 747304
202504 1.75 2.50 941 773762

Table Al. Dataset Sample



Appendix B: ADF Unit Root Tests Output

Variable Model Lags Test p-value  Result
Specification (AIC) Statistic

House Price Constant and 5 -2.085 0.553 Non-
Index trend Stationary
Disposable Constant and 4 0.225 0.998 Non-
Income trend Stationary
Policy Rate Constant 3 -2.632 0.086 Non-
Stationary
Inflation Constant 9 -2.497 0.116 Non-
Stationary

Table Bl. Augmented Dickey-Fuller Unit Root Test Results (Levels)

Note: The null hypothesis of a unit root cannot be rejected at the 5% significance level
for any of the variables in levels. The optimal lag length for each test was selected
automatically using the Akaike Information Criterion (AIC), testing down from a

maximum of 11 lags.

Variable Model Lags (AIC) Test Statistic p-value Result
Specification

A House Price  Constant and 4 -4.235 0.0039  Stationary
Index trend

A Disposable  Constant and 3 -6.241 <0.001 Stationary
Income trend

A Policy Rate ~ Constant 1 -4.653 <0.001 Stationary
A Inflation Constant 11 -3.426 0.010  Stationary

Table B2. Augmented Dickey-Fuller Unit Root Test Results (First Differences)
Note: The null hypothesis of a unit root is rejected for all first-differenced variables at the
5% significance level (and at the 1% level for House Price, Disposable Income, and

Policy Rate). The optimal lag length was selected using the Akaike Information Criterion

(AIC).



Appendix C: Cointegration Test Output

Test Model Lags Test p-value  Result
Specification (AIC) Statistic
(Residuals)

Residual Without 3 -3.608 0.283 No

ADF Test constant Cointegration

Table C1. Engle-Granger Cointegration Test

Note: The test evaluates the null hypothesis of a unit root in the residuals from the
cointegrating regression. The lag length was selected using the Akaike Information
Criterion (AIC). Since the p-value is 0.283, the null hypothesis cannot be rejected,

indicating no stable long-run equilibrium relationship.



Appendix D: Structural Break Tests Output

Breakpoint Event Chi-Square p-value Conclusion
(©))

2008Q3 Global 21.707 0.0006 Significant
Financial Crisis structural break

2020Q1 COVID-19 4.697 0.4540 No structural
pandemic break

2022Q1 Monetary 11.092 0.0496 Evidence of a
tightening cycle structural break

Table D1. Chow Test Results

Note: The Chow test evaluates the null hypothesis of constant parameters across

subperiods. The test was conducted using HAC robust standard errors.



Appendix E: Full Regression Output

Variable Coefficient Std. Error t-ratio p-value
Constant 2.499 1.176 2.125 0.0368
A Inflation -2.406 2.810 -0.856 0.3945
A Disposable 0.000015 0.000015 0.962 0.3393
Income
A Policy Rate -8.904 3.365 -2.646 0.0099
(Lagged 1
Quarter)
A House Price 0.607 0.120 5.050 <0.0001
Index (Lagged
1 Quarter)

Model Statistics:
Statistic Value
Observations 82
R? 0.408
Adjusted R? 0.377
Standard Error of Regression 12.720

Table E1. Full Regression Results

Note: Newey-West (HAC) standard errors with bandwidth 3 and Bartlett kernel.



