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Overview 

Introduction 
At the same time as prices on the property market have risen considerably in the past decade, 
household debt has also increased. The average house price in Sweden rose by 108 percent 
between the years 2000 and 2008. The equivalent figure for cooperative housing was 175 
percent across the country and just over 100 percent in the county of Stockholm.1 During the 
same period, the household debt ratio2 increased by 60 percent – from around 100 percent to 
160 percent.3

In parallel with this, a change has been unfolding regarding what kind of fixed interest rate 
period the household has chosen: in 1998, 30 percent of new mortgages were variable rate; in 
2004, the proportion was 54 percent; and in 2008, the figure had risen to 62 percent. At the 
same time, housing interest rates varied considerably: at the start of year 2000, the 
variable/three-month rate was 4.55 percent. By the summer of 2005, it had plunged to 2.44 
percent, only to rise again and hit a peak in October 2008 of 6.4 percent. Following the huge 
repo rate reductions by Sweden's central bank, the Riksbank, interest rates went down again, 
to around 1.6 percent during the autumn of 2009.4 Expectations now are for rising interest 
rates – the only question is by how much, and how quickly this will happen. 

All considered, this development indicates that the average household may have become more 
sensitive to changes in interest rates. Studies show also that households that would experience 
the greatest effects if the variable rate increased are often those households with small 
margins (Bucks & Pence, 2008). In such a situation, the choice of fixed interest rate period 
would be interesting – both what the households choose and on what they base their 
decisions. 

This licentiate thesis deals with the fixed rate agreement from different perspectives in three 
papers. A number of international studies, mainly American ones, show that the factors 
coming into play when a property purchaser chooses his or her fixed rate agreement are, 
amongst others; the difference in interest between variable and fixed rate mortgages, income, 
age and propensity to move.  

One purpose of this thesis is to study whether these factors apply also on the Swedish 
mortgage market, as well as to see if there are any further factors that affect the fixed rate 
agreement. Another purpose is to study the advice that bank consultants in Sweden have given 
when it comes to property interest rates during the twenty-first century, since advice from the 
bank is assumed to be an important source for home buyer's decision-making. 

As a setting for the empirical sections, the thesis starts with a theoretical background  using 
findings from behavioural finance to see how this could have implications for the household´s 
choice between fixed and variable rate mortgages. Findings in behavioural finance have 

                                                
1 SCB: Property price index for smaller buildings (1981=100). 
2 The households' debts in percent of disposable income. 
3 The Riksbank, Financial stability 2009:2 
http://www.riksbank.se/upload/Dokument_riksbank/Kat_publicerat/Rapporter/2009/FS_2009_2.pdf 
4 Interest levels are three-month rates from SBAB; www.sbab.se 
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shown in recent decades that people do not always act “rationally” when making decisions 
where the outcome is uncertain. A fixed rate agreement is a decision whereby the one making 
the decision does not receive any feedback about his or her choice for some time. This means 
that the choice can, for example, be based on factors such as their own (or another person's) 
knowledge, guesses or previous choices. 

The aim is that these papers can contribute to a greater knowledge about the choice between 
variable and fixed rate mortgages, which is an important choice for many. 
  

Paper 1:  The mortgage rate choice: What does behavioural economics 
imply? 
The aim of this paper has been to give a theoretical background to the empirical studies that 
are presented in papers 2 and 3, using findings from behavioural finance to see how this could 
have implications for the household´s choice between fixed and variable rate mortgages. 

The theories are taken from behavioural finance, which developed during the second half of 
the twentieth century as a response to deviations in human decision-making from the standard 
assumptions of the rationalistic paradigm in economics. Scientists like Herbert A. Simon and 
Daniel Kahneman have been rewarded for their contribution in the field, the former for his 
findings that rational behaviour in the real world is as much determined by the fact that 
human beings have “bounded rationality”. Rationality is bounded because decision makers 
have cognitive limitations, both when it comes to knowledge and the ability to process it. 

The psychologist Daniel Kahneman used Simon´s work as a starting-point and found that 
people often use heuristics, or rules of thumb, in decision-making under uncertainty. These 
heuristics often violate the fundamental laws of probability and the errors made are often 
referred to as biases, i.e. a predictable propensity of human decision makers towards 
irrationality in some important circumstances. 

Other anomalies to standard economy theory is “herd behaviour” – where people ignore 
substantive private information and just imitate decisions of others – and “mental 
accounting”, where individuals divide their current and future assets into separate, non-
transferable portions, i.e. treating their money differently depending on if it is seen as e.g. 
savings or risk capital. 

The most important general result is perhaps that given the behavioural hypotheses presented 
in the overview, one should not expect a simple relation between mortgage rate choice and 
standard economic variables like the gap between the fixed and variable interest rate levels, or 
the interest rate level in relation to historical trends. The review also indicates that there are 
several factors that could influence the mortgage rate choice other than purely financial ones, 
such as herd behaviour, habit, loss aversion or the wish to remain at the status quo. 
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Paper 2: Factors affecting the Swedish home buyer’s choice of fixed versus 
variable mortgage loan interest rates. 

In the two empirical studies of this paper, the main purpose was to examine what kind of 
mortgage loan rate Swedish home buyers choose and how they reason in doing that.  

The background for the studies is the fact that, during the period 2000-2008, the prices for 
housing in Sweden changed rapidly. The average price for single or two-family housing 
increased by about 108 percent and, for cooperative housing, the increase was 175 per cent. 
The increased housing prices have also led to an increase in the household debt, from a debt 
ratio (debt in relation to disposable income) of about 100 per cent in 2000 to more than 150 
per cent in 2008. During the same period, there has also taken place a change in the type of 
home loan lock-in period that households have chosen. Statistics show that in 1998 about 30 
percent of new lending took place at variable rates. In 2004 that figure was about 54 percent, 
and in 2008 this share had risen to 62 percent, implying an increasing financial risk for 
households. 

The first part was conducted as an interview study and is based on 30 interviews, carried out 
with persons who purchased an apartment in the city of Stockholm during the period from 1 
February to 1 July 2008. The second part is a survey in the form of a questionnaire sent out to 
987 households in five municipalities within Stockholm County in the beginning of 2009. The 
selection consisted of households that received a land registration certificate from January to 
mid-May in 2008, which means that the home was bought either at the end of 2007 or up until 
April 2008. 

The aggregated results show that there are three significant factors: 

1. Income: households with higher incomes choose, to a greater extent, to take out a large 
proportion of their mortgage on a variable interest rate. This is in line with previous 
international studies. 

2. Media: What media write about home loans and interest rates appears to have an effect on 
how home purchasers think and the choices they make when it comes to the lock-in period for 
home loans. Those who claim being influenced by the media also take out a large proportion 
of their mortgage on a variable interest rate. 

3. Bank staff:  Recommendations from financial and bank advisors seem to influence 
mortgage rate term options: those who perceive they were influenced by their bank are 
inclined to choose, in a significantly higher degree, to divide their mortgage debt into one part 
on a fixed interest rate and one part on a variable interest rate in order to spread risk. 

Other factors, which previous international studies have found significant in respect of home 
loans and lock-in periods, such as age, number of children, inclination to move or differences 
in neither interest rates nor loan-to-value ratio were shown to be significant. This indicates 
that not only financial factors influence the choice but also factors that can be referred to as 
herd behaviour. 
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Paper 3: Bank advice about fixed or variable mortgage loan interest rates 
In paper 2, the influence from bank staff was recorded as a significant factor for the mortgage 
rate choice. In accordance with this, paper 3 analyses advice given by a bank advisor in 92 
monthly newsletters during the period 2001–2009. Since Sweden has experienced a period of 
rapidly rising property prises with household debt keeping an even pace, available 
information shows that housing mortgage costs constitute a major and important part of 
household spending. The choice of interest rate model therefore plays an important role in a 
household’s financial situation and, obviously, advice given by the bank is in important 
factor. 

The intention is to study the type of advice provided, how such advice was phrased, if and 
how the advice has changed over time – i.e., if such advice was affected by changes in interest 
rate levels. The newsletters were classified based on how the advice was phrased: advocating 
fixed, variable or mixed rate mortgages. Four hypotheses were formulated and tested. 

It was found that:  

More than half of the interest rate advice was to divide the loans and have both variable and 
fixed interest rates. This is in line with research findings stating that peoples’ aversion to 
taking distinct responsibility for potential losses is strong. It also supports earlier suggestions 
about trust: it is built up slowly but can be destroyed quickly – therefore, advice will be given 
cautiously.  

Interest rate trends (for periods with upwards, downwards and constant trends) would not 
affect the advice: there does not seem to be any relation between the advice and interest rate 
changes from the time of the previous advice. 

It was hypothesised that when the fixed interest rate level is below 75 per cent of the average 
interest rate during the studied period, the adviser would recommend fixed interest rates as it 
could be considered a way of getting a “cheap” loan over a longer period. The calculations 
show the opposite though: at low fixed interest levels, there was never any advice to choose 
fixed interest rates.  

There appears to be no significant connection between the advice provided and the difference 
between the variable and fixed interest rate levels. This is not in line with previous research 
establishing that the difference between fixed and variable interest rates in many cases has an 
impact on the borrower’s choice of interest rates. 

Discussion 
During the past decade, we have been able to observe a great degree of variation in people's 
choice of fixed rate agreement, from 30 percent variable interest to over 60 percent. This 
increasing proportion cannot be explained through studying advice from banks, who – with 
few exceptions – have recommended a mix of both variable and fixed. A possible explanation 
based on the empirical research in this thesis is that the media influence home buyers, because 
many of those participating in the interviews and surveys chose variable rates after having 
stated that they were influenced by the media. It also becomes clear that there is a possibility 
that households have a so-called herd behavior, but it is difficult to know whether, in such 
case, it is rational or not in a traditional sense, because the empirical research has not studied 
risk aversion or the overall financial situation of the households involved. 
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In the study of the advice on interest rates given by the banks, it has been difficult to find any 
pattern in the advice given. The advice is based on the fact that it is up to each of the readers 
to make a decision based on their personal financial circumstances rather than aspects such as 
interest rates or differences and developments in them. Although the survey indicates that the 
banks do not appear to allow households to borrow more than they can be expected to manage 
to repay even in financially difficult times, these institutions must continue to bear the 
responsibility for what is said and written, bearing in mind the influence they have proved to 
have over the households' decisions. 

Future research 
This thesis studies issues such as what banks have recommended to mortgage loan customers 
regarding fixed interest rates and what households have said. However, the results are not 
based on what the customers have actually chosen. It emerges as a natural route for future 
studies to try to find patterns in the actual choices made.  

Expanding the empirical research with studies from other countries is another interesting 
possibility. What does the distribution between different kinds of mortgages look like, and can 
the differences be explained by traditional economical factors, or are there institutional and 
cultural variations that can explain the differences? Herd behaviour can also cause different 
countries to end up in different situations. 

It would also be interesting to study in closer detail the risk aversion of the mortgage 
customers, and whether this has changed over time. 









The mortgage rate choice: 

What does behavioral finance imply? 

Abstract 
The aim of this paper has been to give a theoretical background to the empirical studies that 
are presented in paper 2 and 3. Findings from behavioral finance - a discipline that emerged as 
a response to deviations in human decision-making from the standard assumptions of the 
rationalistic paradigm in economics – is used to see how this could have implications for the 
household´s choice between fixed and variable mortgage rates.  

The most important general result is perhaps that given the behavioral hypotheses presented, 
one should not expect a simple relation between mortgage rate choice and standard economic 
variables like the gap between the fixed and variable interest rate levels, or the interest rate 
level in relation to historical trends. There are also indications that there are several cognitive 
factors that could influence the mortgage rate choice other than purely financial ones. 
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1. Introduction 
Behavioral economics or behavioral finance1 developed during the second half of the 20th

century as a response to deviations in human decision-making from the standard assumptions 
of the rationalistic paradigm in economics. The purpose of this paper is to use behavioral 
finance as starting point to see if/how this could have implications for the household´s choice 
between fixed and variable mortgage rates.  

Standard economics is mainly based on the assumption of a homo oeconomicus, motivated by 
self-interest and capable of making rational decisions. But when we today try to explain 
economic behavior and decision-making, such as choosing the lock-in period for a fixed 
interest rate, it is difficult to disregard psychological processes.  

Furthermore, the image of the entirely rational human being has been brought into question in 
recent decades: a large number of scientific studies have shown that there is reason to modify 
the basic assumptions within classical economic theory. This research has also received 
recognition; not least through two researchers within the area being awarded The Sveriges 
Riksbank Prize in Economic Sciences in Memory of Alfred Nobel. 

In 1978, Herbert A. Simon was awarded the prize “for his pioneering research into the 
decision-making process within economic organizations” (The Royal Swedish Academy of 
Sciences, 1978). Then in 2002, the psychologist Daniel Kahneman received the prize for his 
work on developing the research area of behavioral finance, which uses psychological insight 
in attempting to understand how financial markets and actors work.  

The work of these two researchers, among others, forms the foundation for this review, which 
highlights theories that can be linked to people's choice between fixed or variable interest. 
The review does not aim to cover the area of financial psychology comprehensively, but 
instead focuses on those parts that may be of relevance for a specific decision under 
uncertainty; to choose between a fixed or a variable mortgage rate. 

2. The standard theory 
The standard theory - based on "homo oeconomicus" - can in its simplest form be summarized 
in the following way (see e.g. Rabin 2001): 
- the individual/household has a set of well defined and stable preferences 
- the individual/households choose the combination of goods and services that has the highest 
utility given the budget restriction of the household (highest utility here can be interpreted as 
the most preferred combination) 
- the only thing that gives the individual/household utility is their own consumption. 

To this can be added the following points: 
- if the choices concerns future consequences, the individual/household will use all available 
information and the best theories to predict these consequences 
- if the choice concerns risky outcomes the choice will depend on the individual/household´s 
degree of risk averseness. 
                                               
1 The terms Behavioral Economics and Behavioral Finance are often used intertwined. In this survey the term 
used is Behavioral Finance and this in the sense “An alternative field to the traditional economics since it applies 
psychology to economics” (Ricciardi & Simon, 2000).
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This also means, for instance, that the choices of individuals/households will not depend upon 
what other households choose.2

This view was summarized by The Royal Swedish Academy of Sciences, in the information 
about The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2002 
as people being guided by self-interest and rationality in their actions. It implies that decision-
makers use available information in a logical and systematic way, so as to make optimal 
choices given the alternatives at hand and the objective to be reached. It also implies that 
decisions are made in a forward-looking way, by fully taking into account future 
consequences of current decisions. 

If this is applied to the choice between variable and fixed mortgage rates, the result should be 
that the choice of the individual/household should depend on: 
- the difference in the respective interest rate levels  
- the risk of different choices: primarily how the variable rate might change 3

A somewhat broader definition of a rational choice can be taken from Hastie & Dawes (2001) 
where a rational choice can be defined as one that meets four criteria: 
1. It is based on the decision maker’s current assets. Assets include not only money, but 
psychological state, psychological capacities, social relationships, and feelings. 
2. It is based on the possible consequences of the choice. 
3. When these consequences are uncertain, their likelihood is evaluated according to the basic 
rules of probability theory. 
4. It is a choice that is adaptive within the constraints of those probabilities and the values or 
satisfactions associated with each of the possible consequences of the choice. 

The role of assets is here made clearer and as described in Hullgren (2010a) wealth and 
income is another classical determinant of the mortgage rate choice.  

3. Behavioral finance 

3.1 A brief history  

The following description of behavioral finance is mainly based on articles by Ricciardi & 
Simon, (2000), Camerer & Loewenstein, (2004) and Barberis & Thaler (2002). 

Even if behavioral finance did not become a new field on it´s own merits until a few decades 
ago, many if the ideas in behavioral finance is not new: Several of the well-knows early 
economists show in their work insights about human psychology: According to Camerer & 
Loewenstein, Adam Smith in 1759 for instance wrote “we suffer more…when we fall from a 
better to a worse situation, than we ever enjoy when we rise from a worse to a better.” That 
would two centuries later be called “loss aversion” and one of the main ingrediences that led 
to a Nobel Prize in 2002.  

                                               
2 Unless the behavior of other households will give information about future consequences. This will be further 
discussed in the section 5 as Herd behavior. 
3 The correlation with other incomes/assets are of course also important but that will not be discussed in this 
paper. 
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According to Ricciardi & Simon, MacKay’s Delusions And The Madness Of Crowds - 
originally published in 1841- presents a chronological timeline of the various panics and 
schemes throughout history. This work shows how group behavior applies to the financial 
markets of today. Le Bon’s work, The Crowd: A Study Of  The Popular Mind, discusses the 
role of “crowds” and group behavior as they apply to the fields of behavioral finance, social 
psychology, sociology, and history. Selden’s 1912 book Psychology Of  The Stock Market 
was one of the first to apply the field of psychology directly to the stock market. This book 
discusses the emotional and psychological forces at work on investors and traders in the 
financial markets. 

In the early 1900`s, economists such as Irving Fisher and Vilfredo Pareto also included rich 
speculation about how people feel and think about economic choices and later J. M. Keynes 
frequently appealed to psychological insights in his work.  

But according to Camerer & Loewenstein, it was many coincidental developments that led to 
the emergence of behavioral finance: in papers after the middle of the century, some scientists 
pointed out anomalities to the standard theory of expected utility. In a situation where it 
became clear that these anomalies could not be permanently ignored, developments in 
psychology identified promising directions for new theory: Cognitive psychology had in the 
beginning of the 1960’s become dominated by the metaphor of the brain as an information-
processing device. This metaphor permitted a fresh study of neglected topics like memory, 
problem solving and decision making. 

Psychologists such as Amos Tversky and Daniel Kahneman began to use economic models as 
a benchmark against which to contrast their psychological models. Their paper “Prospect 
theory: Decision making under risk” documented violations of expected utility and proposed a 
theory, grounded in psychological principles, to explain the violations: prospect theory (see 
3.3). Following the lead of these early scientists, behavioral finance has become a rapidly 
growing field in response to the difficulties faced by the traditional paradigm (Barberis & 
Thaler, 2002). 

3.2 Bounded rationality: Herbert A. Simon 

In a now classic article from 1955, Herbert A. Simon writes that “economic man”…is in need 
of fairly drastic revision…” He considers that “the global rationality of economic man” 
should be replaced by rational behavior which is compatible with the fact that people have 
limited access to information, which they have limited ability to calculate (Simon, 1955). 

Simon received the Nobel Prize for his study of decision-making within financial 
organizations. His research into simplifying and understanding complicated decision-making 
situations made him coin the phrase “bounded rationality”. Simon himself described the 
meaning of the concept thus: 

“Bounded rationality is simply the idea that the choices people make are determined not only 
by some consistent overall goal and the properties of the external world, but also by the 
knowledge that decision makers do and don't have of the world, their ability or inability to 
evoke that knowledge when it is relevant, to work out the consequences of their actions, to 
conjure up possible courses of action, to cope with uncertainty (including uncertainty deriving 
from the possible responses of other actors), and to adjudicate among their many competing 
wants. Rationality is bounded because these abilities are severely limited. Consequently, 



4 

rational behavior in the real world is as much determined by the "inner environment" of 
people's minds, both their memory contents and their processes, as by the "outer environment" 
of the world on which they act, and which acts on them.” (Simon, 2000) 

 In other words, “bounded rationality” means that a so-called rational choice also includes the 
decision-maker having cognitive limitations, both in terms of having knowledge and the 
ability to process it (Simon, 1997). 

Towards the end of the 50s, Simon also coined the related concept of “Satisficing” – a cross 
between satisfying and sufficing. By this, he meant that in decision-making, people often 
accept an alternative that is felt to be “good enough, one that satisfies”, using their limited 
cognitive resources as the starting point (Langley, 2001) 

 In the early 1970s, Simon and Allen Newell in the book “Human problem solving” propose 
the idea that people's working memory has limited capacity. For this reason, economic agents 
use heuristics, or rules or thumb, to make decisions.Through these heuristics, people simplity 
the complexity of the situation, and reduce the deliberation costs, which otherwise risk being 
high if every decision is to be preceded by meticulous gathering of information (Eysenck, 
2004, Augier & March, 2003). (For a more comprehensive review of Bounded Rationality 
and Herbert A. Simon’s work see for instance Conlisk, 1996.) 

3.3 Daniel Kahneman 

The psychologist Daniel Kahneman - often together with his colleague Amos Tversky, who 
died in 1996 - developed Simon's ideas about bounded rationality and heuristics further 
(Kahneman, Slovic & Tversky, 1982) 

In a number of studies, he has shown that people in their assessments of situations with 
uncertain outcomes often use rules of thumb/heuristics, which are systematically contrary to 
fundamental propositions of the law of probability (The Royal Swedish Academy of Sciences, 
2002).  

In an article from 1974, Kahneman and Tversky pointed to three rules of thumb/heuristics in 
which people particularly trust when making decisions during uncertainty: 
• Representativeness – probabilities are evaluated by the degree to which A resembles B. 
• Availability – probability of an event is assessed by the ease with which instances or 

occurrences can be brought to mind. 
• Anchoring and adjustment – Different starting point yield different estimates, which are 

biased toward the initial values. 
Kahneman och Tversky found that “In general, these heuristics are quite useful, but 
sometimes they lead to severe and systematic errors.” (Kahneman & Tversky, 1974). These 
errors are often referred to as biases. 

If Herbert A. Simon largely was a theorist, Daniel Kahneman has, among other things, 
contributed a number of experimental results. Together with Amos Tversky he provided 
extensive evidence from the predictions of expected utility in experiments concerning 
decision-making under uncertainty. In 1979 they published a widely cited paper in the 
renowned journal Econometrica; Prospect Theory: An Analysis of Decisions under Risk” 
(Kahneman & Tversky, 1979). In this article, they proposed that the decision maker is not 
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concerned with final values of wealth per se, but with changes in wealth relative to some 
reference point. This reference point is often the decision-makers current level of wealth, so 
that gains and losses are defined relative to the status quo4 (The Royal Swedish Academy of 
Sciences, 2002)  

Kahneman and Tversky present Prospect theory as follows in their article from 1979: 

“This paper presents a critique of expected utility theory as a descriptive model of decision 
making under risk, and develops an alternative model, called prospect theory. Choices among 
risky prospects exhibit several pervasive effects that are inconsistent with the basic tenets of 
utility theory. In particular, people underweight outcomes which are merely probable in 
comparison with outcomes that are obtained with certainty. This tendency, called the certainty 
effect, contributes to risk aversion in choices involving sure gains and to risk seeking in 
choices involving sure losses.  

In addition, people generally discard components that are shared by all prospects under 
consideration. This tendency, called the isolation effect, leads to inconsistent preferences 
when the same choice is presented in different forms. An alternative theory of choice is 
developed, in which value is assigned to gains and losses rather than to final assets and in 
which probabilities are replaced by decision weights. The value function is normally concave 
for gains, commonly convex for losses, and is generally steeper for losses than for gains. “ 

Decision weights are generally lower than the corresponding probabilities, except in the range 
of low probabilities. Overweighting of low probabilities may contribute to the attractiveness 
of both insurance and gambling. 

In sum, this means that Prospect theory demonstrates that if investors are faced with the 
possibility of losing money, they often take on riskier decisions aimed at loss aversion. They 
tend to reverse or substantially alter their revealed disposition toward risk (Ricciardi & 
Simon, 2000) 

4. Heuristics and biases 
Kahneman & Tversky describe a number of biases they had noticed during studies of how 
people assess random events; biases to which the use of heuristics led.  In their orginal article 
from 1974, they mention, for instance, “insensitivity to sample size”,  “insensitivity to 
predictability”, “illusory correlation” “biases due to the retrievability of instances” and 
“misconceptions of regression”.  

As a decicion about fixed interest period is a choice with many different parameters, it is 
reasonable to assume that borrowers base their decisions on heuristics and biases. For this 
reason, here follows a summary of a number of biases - it is beyond the scope of this paper to 
provide a comprehensive list. The summary concludes with a discussion of the possible 
relevance of the various biases when making a decision about fixed or variable interest. 

One of the starting points for the following discussion about biases and decisions about fixed 
or variable interest is that there is a difference in the level of interest between variable/three 
                                               
4 The status quo bias is elaborated  in 4.8. 
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month interest rate and fixed interest rate. A review of the interest level for SBAB's 
variable/three month interest and the two year fixed interest as at the first day of each month 
between January 2001 and June 2009 show that of the total 102 occasions, there were 4 
occasions on which there was no difference at all in the levels of interest, and 10 occasions on 
which the variable rate was higher than the fixed rate. For the sake of simplicity, it is therefore 
assumed that a variable interest rate is “cheaper”.

A bias can be described as a predictable propensity of human decision makers towards 
irrationality in some important circumstances. (For an extensive taxonomy of biases, see 
Appendix 1). It is also worth noticing that in some of the literature on heuristics and biases, 
the two are not always distinguished but often both referred to as “heuristic-driven biases” 
The following is mainly based on Arnott (1998), Bazerman (2006) and Hastie & Dawes 
(2001): 

4.1 Anchoring and adjustment: 

In many situations, people make estimates by starting from an initial value that is adjusted to 
yield the final answer. This initial value may be suggested by the formulation of the problem, 
or it may be the result of a partial computation. In either case, adjustments are typically 
insufficient. That is; different starting points yield different estimates, which are biased 
toward the initial values (Tversky & Kahneman, 1974) 

In one study Tversky & Kahneman for example asked participants to estimate the percentage 
of African countries in the UN. For each participant a random number (obtained by a spin of a 
roulette wheel in the presence of the participant) was given as a starting point. From there, the 
participants were asked to state if the actual number of African countries was higher or lower 
than that random number and give their best estimate. It was found that the arbitrary numbers 
had substantial impact on the estimates. 

4.2 Confirmation bias 

Confirmation bias connotes the seeking or interpreting of evidence in ways that are partial to 
existing beliefs, expectations or a hypothesis at hand. It can connote a less explicit, less 
consciously one-sided case-building process (Nickerson, 1998) 

The Confirmation bias acts against one of the foundations of scientific method: information 
that refutes a hypothesis is more valuable than information that supports the hypothesis. The 
Confirmation bias can also occur as a fact/value confusion, where strongly held values are 
presented as facts and information that contradicts ones values is ignored. 

4. 3 Habit 

Habit is a broader concept than the Confirmation bias but the basic process could be the same 
as it acts to prevent the search and consideration of new information. Habit is an indicator of 
the avoidance of cognitive work in decision making and represents the extreme case of 
bounded rationally. While habit can be functional in many cases, especially in simple 
decisions where the outcomes are relatively unimportant, it can be dysfunctional for some 
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important decisions. A common example of the Habit bias is irrational consumer brand 
loyalty. 

4.4 Hindsight 

“I knew it all along”. That is a typical example of hindsight bias: people typically are not very 
good at recalling or reconstruction the way an uncertain situation appeared to them before 
finding out the result of the decision. Experimental evidence has shown that when we believe 
a change has occurred, we are apt to distort the past in the direction compatible with the 
change. Hindsight thus acts to increase people’s confidence in their decision making abilities 
but it also reduces their ability to learn from past events. According to Bazerman, the 
Hindsight bias is often explained by anchoring: Knowledge of an event´s outcome becomes 
an anchor with which individuals interpret their prior judgment of the likelihood of the event. 
Since adjustment to anchors are known to be inadequate, hindsight knowledge can be 
expected to bias perceptions of what one thinks one knew in foresight. 

4.5 Overconfidence:  

Barber and Odean (2001) state that “Human beings are overconfident about their abilities, 
their knowledge, and their future prospects.” They also state that several studies have shown 
that overconfidence is greatest for difficult tasks, for forecasts with low predictability, and for 
undertakings lacking fast, clear feedback.   

There is also a gender component in the Overconfidence bias: men are generally more prone 
to overconfidence than women, especially when it comes to tasks perceived to be in the 
masculine domain. Other findings - concerning investors - show that overconfident investors 
believe more strongly in their own valuations, and concern themselves less the beliefs of 
others (Barber & Odean, 2001). People typically do not show overconfidence when they are 
asked questions with which they are familiar (Bazerman, 2006). When it comes to experts, 
they show significantly less overconfidence than naive subjects do; in some tasks showing no 
overconfidence at all (Arnott, 1998) 

4.6 Recall 

The Recall bias emanates from the Availability heuristic. Tversky and Kahneman argued that 
when an individual judges the frequency with which an event occurs by the availability, the 
event whose instances are more easily recalled will appear more frequent. Ease of recall from 
memory is thus to a large extent determined by the familiarity, salience, and vividness of the 
event being recalled. 

4.7 Regression to the mean 

Tversky and Kahneman have stated that people in fact encounter many instances of regression 
toward the mean in their lifetime, like in repeated actions a good performance is likely to be 
followed by a poorer (Tversky and Kahneman 1974). Other examples are that firms that 
achieve outstanding profits one year tend to perform less well the next year, or that in 
comparison, the height of fathers and sons tend to regress toward the mean.  
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Nevertheless, people do not develop correct intuitions about the regression phenomenon. 
First, they do not expect regression in many contexts where it is bound to occur. Second, 
when they recognize the occurrence of regression, they often invent spurious causal 
explanations for it.  

Tversky and Kahneman concluded that in social interaction, as well as in training, rewards are 
typically administered when performance is good, and punishments are typically administered 
when performance is poor. By regression alone, therefore, behavior is most likely to improve 
after punishment and most likely to deteriorate after reward. They also suggest that systematic 
bias is accounted for by the representativeness heuristic; that individuals typically assume that 
future outcomes will be directly predictable from past outcomes. 

4.8 Status Quo bias 

Prospect theory, presented earlier in this paper, suggests that decision makers do not value 
equal-magnitude gains and losses at the same level: losses hurt more than gains satisfy.5 This 
implies loss aversion, i.e. that people are risk-averse in the domain of gains but risk-seeking in 
the domain of losses. Kahneman, Knetsch and Thaler (1991) point out that one implication of 
loss aversion is that individuals have a strong tendency to remain at the status quo. That is 
because the disadvantages of departing from it loom larger than the advantages.  

5. Herd behavior 
As described in the introduction, standard economic theory assumes that the choice of 
individuals/households will not depend upon what other households choose. But it has been 
shown that under certain circumstances, people just imitate decisions of others, ignoring 
substantive private information (Scharfstein & Stein, 1990). This way of decision making is 
often referred to as Herd behavior.  

The financial literature about herd behavior is mainly concerned with the stock market.6
The literature lists some potential reasons for rational herd behavior in financial markets. 
Firstly, there is concern for reputation: Scharfstein and Stein describe how John Maynard 
Keynes in 1936 expressed that investors may be reluctant to act according to their own 
information and beliefs for fear that their contrarian behavior would damage their reputation 
as sensible decision makers: 
“… Wordly wisdom teaches that it is better for reputation to fail conventionally than to 
succeed unconventionally.” (Scharfstein & Stein, 1990). 

Secondly, and also connected to reputation, is the “sharing-the-blame” effect. This can be 
found in times of uncertainty when it may be more favorable to follow the decisions of others: 
if an unprofitable decision is taken, is won´t be as bad for reputation when others have made 
the same mistake (Scharfstein & Stein, 1990). 

                                               
5 Most empirical estimates conclude that losses are about twice as painful as gains are pleasurable (Hastie & 
Dawes, 2000). 
6 For a survey of Herd behavior, see e.g. Bikhchandani & Sharma, 2001. 
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Wärneryd (2001) descibes a study made in 1999 by De Bondt and Forbes investigating 
forecasts of security prices made and published by professionals the UK. The authors found 
that there was dependence among the forecasts and they interpreted the result as providing 
support for their hypothesis that there was herd behavior among professionals and that they 
watched one another.  

Herd behavior can also be derived from James S. Duesenberry’s Relative income hypothesis. 
In 1949, Duesenberry argued in his thesis “Income, savings and the theory of consumer 
behavior” that poverty is relative. He hypothesized a normal or habitual level of consumption 
for each family, which is established on the basis of family income history as well as 
invidious comparison with families situated at the next rung on the social ladder. The force of 
habit prevents a full retreat of households from the lifestyles they have grown accustomed to – 
even in hard times (Brown, 2007). This could also contribute to the phenomenon of herding: it 
is important to make the same choice as one’s peers as not to have to change one’s lifestyle 
more than anyone else in the surrounding or become poorer. 

6. Mental accounting 
Another anomaly to standard economy theory is mental accounting, as described by i.e. 
Richard Thaler (1985, 1990) where he uses the concept of mental accounting to move further 
toward a behaviorally based theory of consumer choice. In standard theory money is 
“fungible”, a notion that money has no labels. Irrespective of if money is current income, 
saving/assets or future income, people should treat it as if the same and have the same 
propensity to spend it (Thaler, 1990).  

But this has been observed to be violated in many different situations. People find it easier to 
spend money they have won on lottery ticket on a fancy dinner than if they would have had to 
pay for it with money from their savings account. In the same way people differentiate money 
in categories like “income”, “savings”, “extra income/bonus/gifts” and “housing equity”. 
These accounting systems often influence decisions in unexpected ways (Thaler, 1985). 

7. Implications for the mortgage rate choice: 
Several studies in the field of behavioral finance have during the last decades concluded that 
decision making is a far less rational and orderly process than standard economy theory 
commonly assumes. That is especially true for decisions made under uncertainty. Since the 
choice of mortgage rate must be considered as such a decision, there is reason to believe that 
heuristics and biases may influence borrowers’ choice of mortgage rate lock-in period.  

The anchoring and adjustment heuristic/bias can influence in several ways: 
The interest rate that the borrower got at an earlier occasion/property purchase may serve as 
anchor: if the mortgage rate that applies when taking out a new mortgage is higher than that 
the borrower had previously, it may feel better to choose a variable rate of interest with a 
temporarily lower rate, despite external circumstances (such as the economic cycle and 
private finances) making it rational to fix the interest rate. Anchoring and adjustment can also 
lead to gradual changes even if circumstances could motivate a larger change. Also if the gap 
between variable and fixed interest rate changes and becomes smaller, the anchoring and 
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adjustment bias might make borrower´s less inclined to change earlier decisions, even though 
that could be for the better. 

These patterns can also be related to the Habit bias. This bias may also influence borrowers in 
other ways, even if not the actual variable/fixed rate choice. Since the banking business is 
known to be sluggish, (Jeppsson, Paulson & Ullmar, 2005) habit may prevent a borrower 
from seeking more advantageous mortage rate loans in other banks than his/her usual bank - 
irrespective of whether the choice would be variable och fixed mortgage rates. 

The implication of the Status Quo bias resembles that of Habit in that serves as an indicator of 
the avoidance of cognitive work in decision making. The loan taker does not deviate from 
earlier choices of mortgage rate – or bank – and thus remains at the status quo. This might 
also be valid for advisers: If they expect their decision to be reviewed by other people they 
will tend to give general advice and/or not depart neither from previous advice or the advice 
from other advisers: i.e. they will become more eager to stick to the current situation/status 
quo when pressure increase to take personal responsibility. 

As mentioned, the Confirmation bias implies seeking or interpreting of evidence in ways that 
are partial to existing beliefs. If a borrower is of the opinion that a certain type of mortgage 
rate is preferable (due to e.g. the media, bank advisors or historic evidence) that can lead to 
new information being ignored. Media has the last couple of years mainly presented variable 
mortgage rates as the preferable alternative. That has also been the case looking only at the 
actual mortgage rate levels. During the same period the variable interest rate share of 
mortgage lending has risen from 46 per cent in 2007 to 62 percent in 20087. Since the 
Swedish repo rate landed at 0.25 per cent in July 2009, there is not much chance of mortgage 
rates getting substantially lower. We will have to see if this new situation, with only rising 
mortgage rates to expect, will change the variable interest rate choice pattern. 

The observed trend can also be related to the Hindsight and Recall biases: Hindsight because 
if a borrower the last couple of years has taken a fixed rate mortgage, it would have been 
financially more advantageous to have a variable rate mortgage. This may make him/her more 
prone to change to a variable rate mortgage, even if the situation today is different from the 
time when the earlier choice was made. The same goes for Recall: making an earlier mortgage 
rate choice – whether profitable or not – have an effect when a new choice must be made: If a 
financially advantageous choice was made earlier, the probability of the same choice is high. 
If having made a less advantageous choice earlier, a modification of the choice might occur. 
The Recall bias might also occur since the media has mostly recommended one type of 
mortgage rate, in this case the variable rate mortgage.  

The fact that we have seen a period of historically low mortgage rates in Sweden lately ought 
to have implications concerning the bias called Regression to the mean: If events tend to 
regress toward the mean, this period is bound to be followed by higher mortgage rates. (This 
would of course also be true the other way round - after periods of extraordinary high 
mortgage rates they will no doubt be followed by lower rates.) This bias may influence people 
to develop incorrect assumptions about the future and make inappropriate choices.  In this 
case this would indicate an increase in mortgages with fixed interest rate - and as this has not 
been observed this bias might not characterize mortgage loan decisions,  

                                               
7 Statistics from Riksbanken, www.riksbank.se 
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Overconfidence has been shown to occur when tasks are difficult, when forecasts have low 
predictability, and for undertakings that lack fast and clear feedback. This can be argued to be 
valid for the mortgage rate decision. The fact that men are more inclined to overconfidence 
than women may result in men making more risky choices. This can also be connected to the 
Confirmation bias where “negative” outside information is neglected. The fact that experts 
have been shown not to be prone to overconfidence8 might imply that they, in their advice 
concerning their costumer´s choice of mortgage rate, might refrain from putting forward very 
risky alternatives.  

Herd behavior, or herding, is generally not considered to be a bias, but more of a behavioral 
tendency. However it may be hypothesized to influence the mortgage rate choice, both for 
borrowers and advisors. As mentioned earlier, findings show that stock market professionals 
watched one another in forecast situations. This could also be valid for mortgage rate 
forecasts/advice from banks thus attaining the “sharing-the-blame” effect if proven wrong. 
For borrowers herding might occur because of people wanting to make the same choice as 
friends and family and  the wish to keep the same standard as other´s in the surrounding and 
not become poorer. This can lead to a trend over time in a certain direction even if the 
"objective" factors do not motivate a change in this direction. 

Mental budgets: Some borrower´s prefer to set aside a certain amount every month to pay 
their mortgages. If mortgage rates are in an upward trend, borrower´s may choose to have a 
bigger share of their mortgage loans at variable rates (since these historically have been lower 
than fixed rates) to keep the monthly payment at a constant level. When rates are in a 
downward trend, the “extra” money (if variable mortgage rate) would be used to amortize the 
loan if the loan taker has a mental account of the money as “asset/housing equity”. Though, if 
the account instead is seen as “current income”, the money will probably be spent on 
consumption.  

 8. Concluding comment 
The aim of this paper has been to give a theoretical background to the empirical studies that is 
presented in Hullgren (2010a, 2010b). A number of hypotheses has been generated that will 
be returned to in those articles. This most important general result is perhaps that given the 
behavioral hypotheses presented above, one should not expect a simple relation between 
mortgage rate choice and standard economic variables like the gap between the fixed and 
variable interest rate levels, or the interest rate level in relation to historical trends.  

                                               
8 See Arnott. 1998. 
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Appendix 1: Decision Bias Cognates9

Bias Cognates 

Anchoring & Adjustment Insufficient adjustment 

Attenuation Best guess strategy; Ignoring uncertainty; "A decision making situation can be 
simplified by ignoring or significantly discounting the level of uncertainty." 

Base Rate Insensitivity to prior probabilities of outcomes; Concrete information 

Chance Misconceptions of chance; Gamblers fallacy; "A sequence of random events can 
be mistaken for the essential characteristic of a process." 

Completeness Logical data display; "The perception of an apparently complete or logical data 
presentation can stop the search for omissions." 

Complexity Decision environment; "Time pressure, information overload and other 
environmental factors can increase the perceived complexity of a task." 

Confirmation Confirmation trap; selective perception;  expectations;
Desire for self fulfilling prophecies, fact/value confusion 
"Often decision makers seek confirmatory evidence & exclude search for 
disconfirming information." 

Conjunction "Probability is often over-estimated in compound conjunctive problems."

Conservatism Not to revise judgment on receipt of new data. 

Control Illusion of control 

Correlation Illusory correlation, "The probability of two events occurring together can be 
over-estimated if they can be remembered to have co-occurred in the past." 

Desire Wishful thinking 

Disjunction Under-estimation of the likelihood of disjunctive compound events occurring 

Escalation Non rational escalation of commitment; Entrapment, "Often decision makers 
commit to follow or escalate a previous unsatisfactory course of action." 

Framing Question format 

Habit Rules of thumb, “An alternative may be chosen only because it was used 
before” 

Hindsight "In retrospect the degree to which an event would have been predicted is usually 
overestimated." 

Imaginability "An event will be judged more probable if it can be easily imagined." 

Inconsistency "Often a consistent judgment strategy is not applied to an identical repetitive set 
of cases." 

                                               
9 The table is mainly based on David Arnott´s A Taxonomy of Decision Biases (1998) and Bazerman (2006).
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Linear Non-linear extrapolation; Inability to extrapolate growth processes 

Mode "The mode and mixture of presentation can influence the perceived value of 
data." 

Order "The first or last item presented may be over-weighted in judgment." 

Overconfidence "The ability to answer difficult or novel questions is often over-estimated." 

Recall Ease of recall; Availability; Bias due to the retrievability of instances

Redundancy Illusion of validity; Repetition; Implication of strength of relationship

Reference "The establishment of a reference point or anchor can be a random or distorted 
act." 

Regression Regression to the mean; "That events will tend to regress toward the mean on 
subsequent trials is often not allowed for in judgment." 

Rule Justifiability; "The wrong decision rule may be used." 

Sample Representativeness, Insensitivity to sample size, 
Law of small numbers, Inferring from small samples 

Scale Powers-of-ten information bias;
"The perceived variability of data can be affected by the scale of the data." 

Search Bias due to the effectiveness of the search set; Limited search strategies 

Selectivity Selective perception

Self-serving bias Confusion about what is personally beneficial and what is fair or moral

Similarity Representativeness 

Subset Conjunction fallacy, 
"A conjunction or subset is often judged more probable than its set." 

Success Fundamental attribution error; Success/failure attribution
"Often failure is associated with poor luck and success with the abilities of the 
decision maker." 

Test Outcome irrelevant learning structures, Outcome irrelevant learning systems 
"Some aspects and outcomes of choice cannot be tested, leading to unrealistic 
confidence in judgment." 

Testimony Logical fallacies in recall, Logical reconstruction 
"The inability to recall details of an event may lead to seemingly logical 
reconstructions which may be inaccurate." 









Factors affecting the Swedish home buyer’s choice of fixed versus 
variable mortgage loan interest rates 

Abstract 
Housing prices in Sweden increased rapidly during the period 2000-2008. This had led to an 
increase in the indebtedness of households. During the same period, there has also taken place 
a change in the type of home loan lock-in period that households have chosen – more 
households choose variable interest which implies an increasing financial risk for households. 

 In the two empirical studies of this paper, the main purpose is to examine what kind of 
mortgage loan interest rate Swedish house-buyers choose and how they reason in doing that. 
The results are then compared to findings from previous international studies on choice of 
interest rate terms and determining factors.  

The results show that there are three significant factors: 
1. Income: households with higher incomes choose, to a greater extent, to take out a large 
proportion of their mortgage on a variable interest-rate.  
2. Media: What media write about home loans and interest rates appears to have an effect on 
how home purchasers think and the choices they make when it comes to the lock-in period for 
home loans. Those who claim being influenced by the media also take out a large proportion 
of their mortgage on a variable interest rate. 
3. Bank staff:  Recommendations from financial and bank advisors seem to influence 
mortgage rate term options: those who perceive they were influenced by their bank are 
inclined to choose, in a significantly higher degree, to divide their mortgage debt into one part 
on a fixed interest rate and one part on a variable interest rate in order to spread risk. 
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1 Introduction 

1.1 Background 

The latter part of the 1980’s was a period of rapid price rises in the housing market. The 
economic crisis at the beginning of the 1990’s put a stop to this development and the price 
level sank in the following three years. As of the second half of the 1990’s prices have once 
again risen rapidly.1 The real estate price index of Statistics Sweden [SCB] show e.g. that 
prices for single or two-family housing units in the whole of Sweden rose from approximately 
86 in 1993 to almost 242 in 2008 (Index 1990=100). During this period the consumer prices 
as a whole have risen significantly more slowly than real estate prices. By way of comparison, 
it may be pointed out that the consumer price index2 rose from 243 to 300 between 1993 and 
2008. 

During the period 2000-2008 the prices for housing changed in absolute terms as follows: at 
the start of 2000 the average price for a single or two-family housing unit in Sweden was 
approx. SEK 0.84 million.3 By mid-2008, the average price exceeded SEK 1.7 million, an 
increase of about 108 per cent. For condominiums, the price for the average apartment 
increased 175 per cent during the same period. (Table 1)

Table 1 Average prices for condominiums/single or two-family housing units [for year-round 
living] per unit according to Statistics Sweden [SCB] 

 2000 average price in SEK 2008 average price in SEK 
Single or two-family 
housing units, Sweden 

835.000 1.736,000 (+108%) 

Single or two-family 
housing units, Stockholm 
County 

1.651.000 3.378,000 (+105%) 

Condominiums 
[bostadsrätter], Sweden 

390.000 1,073,000 (+175%) 

Condomiums [bostadsrätter], 
Stockholm County 

926.000 1.866.000 (+102%) 

The increased housing prices have also led to an increase in the indebtedness of households. 
Their debt ratio 4 has increased from approximately 100 per cent in 2000 to about 150 per cent 
in 2008.5

                                               
1 Statistics Sweden [SCB] 
2 Konsumentprisindex, KPI; Index 1980=100, Statistics Sweden [SCB] 
3 Statistics Sweden [SCB] 
4 The debt ratio is defined as the household debt in relation to their disposable income. (Riksbanken) 
5 Riksbanken: Finansiell Stabilitet 2008:2. 



3 

During the same period, there has also taken place a change in the type of home loan lock-in 
period that households have chosen. Statistics show that in 1998 about 30 per cent of new 
lending took place at variable rates. In 2004 that figure was about 54 per cent and in 2008 this 
share had risen to 62 per cent. 

During the period 1998-2008, home loan interest rates have fluctuated substantially. The 
state-owned Swedish Home Finance Corporation’s [SBAB] variable/three-month rates was in 
the beginning of 1998 5.3 per cent and that level was quite stable for a couple of years. From 
2002 there was a downward trend and in the summer of 2005 the mortgage rates reached a 
level of 2.44 per cent. The next peek was at the start of October 2008; 6.40 per cent. After that 
the mortgage rates plummeted and went under 2 per cent in the spring of 2009.6  

All in all, this trend shows that households have become more sensitive to changes in the 
interest rate and the situation in the real estate market. The general questions that this article 
tries to answer are how the Swedish homebuyers act concerning their choice of fixed or 
variable mortgage rate and which factors they base their choice on. Before formulating more 
specific research question and hypothesis an overview of the results from earlier studies will 
be presented. 

1.2 Important factors according to earlier studies 

Previous research, primarily from the USA, indicate that the mortgage rate choice is an 
important factor to study since it has been pointed out that those households that were to 
experience the greatest changes if the variable interest rates increased are also frequently 
households with small margins (Bucks & Pence, 2008). These households have also been 
shown to underestimate – or know very little about – how much the interest rate may actually 
change.  This is also demonstrated by Finke, Huston, Siman and Corlija (Finke et al, 2005) in 
a study where the borrower categories which increasingly prefer variable interest to fixed-rate 
interest7 are low-income earners with small wealth, low creditworthiness and single-parent 
households, i.e. relatively exposed households. 

A number of international studies have shown, theoretically or empirically, which factors 
influence households’ fixed interest rate choice. Here, it appears that there are two categories 
of factors that may influence the choice: price and other contract factors as well as borrower 
characteristics, such as e.g. economic preconditions, inclination to move and age (Coulibaly 
och Li, 2007). 

Theoretical studies that have demonstrated the weight of both price factors and the 
characteristics of borrowers are e.g. Brueckner, 1986 and Alm and Follain 1987. Alm and 
Follain (1984) also showed the importance of income and loan restrictions. In a study from 
2003, Campbell and Coco call attention to the fact that the choice of mortgage interest may 
have a great impact on the household’s standard of living/financial situation. In its  model, 
they show that households that are in the words of Coulibaly, “borrowing-constrained” having 
                                               
6 Examples of SBAB’s variable/three-month rates: 1st Jan 2004; 3.85%, 1st Dec 2005; 2.44%, 1st Oct 2008; 
6.40%) 
7 The term used in most of the existing literature is Adjustable Rate Mortgage, ARM and Fixed Rate Mortgage, 
FRM. In this paper the term Variable will be used instead of Adjustable. Appendix 3 gives a more extensive 
guide to the FRM and the various forms of variable (adjustable) mortgage rates in the US.  
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“smaller homes in relation to earnings”, having a low risk aversion and a higher inclination to 
move ought to prefer loans with variable interest rates. They are also of the opinion that 
households that are not ‘borrowing-constrained’ should also prefer variable interest rates 
when the inflation risk is high in comparison with the real interest rate risks. 

Several of the empirical studies available have shown that price factors have a considerable 
effect on the choice of mortgage interest rate (see e.g. Statman, 1982; Dhillon, Shilling and 
Sirmans, 1987; Brueckner and Follain, 1988; Sa-Aadu and Sirmans, 1995). Most of the 
studies are carried out in the USA and are based on local data with a small selection (Dhillon, 
Shilling & Sirmans, 1987; Sa-Aadu & Sirmans, 1995) or on econometric analysis of national 
data where information is lacking on the characteristics of borrowers (Brueckner & Follain, 
1988).  

However, a number of earlier studies show that certain characteristics amongst borrowers 
influence the choice of a interest rate: Brueckner and Follain, for example, point to two 
characteristics; higher income and a high inclination to move make it more probable that these 
people would choose variable interest on their home loans. This is also backed up by a study 
of Coulibaly and Li, (2008) and Fortowskys et al. (2009). Sa-Aadu and Sirmans also maintain 
that their analysis, in the study of 1995, shows that younger and more mobile borrowers select 
variable interest to a greater extent. 

In another American study it also emerges that the age of borrowers and moving patterns 
would appear to influence the choice of home loan model (Sa-Aadu & Megbolugbe, 1995). 
An Italian study (Paiella & Pozzolo, 2007) considers that the only borrower characteristics 
that affect the choice of interest rate are age and the number of children in the household: the 
more children and the higher the age, the less likely it is for the household to choose variable 
interest. In the opinion of the authors of the report, this shows that the weaker groups in terms 
of resources prefer to lock in their interest payments.  

Research into how people act in respect of investments in the equity market has shown that 
other factors than purely financial ones may play a role in the investment decision. That is 
also in line with findings from behavioral finance, an alternative field to the traditional 
economics in that it applies psychology to economics (Ricciardi & Simon, 2000). 

Factors that could be of interest in connection with the fixed interest rate decision are:  

The media: When it comes to the influence of the media, the studies show that this is mainly 
indirect, through influence on people’s frame of mind. It has also been shown that the space 
that the media gives to the news may be more important that the news itself (Wärneryd, 
2001). Home loan interest and advice on fixing interest has been a recurrent subject in the 
headlines in recent years. This factor can also be connected to Herd behaviour, when people 
imitate decisions of others, thus ignoring private information. 

Friends and family: Family and friends have been shown to constitute a not unimportant 
factor in financial decisions: an American survey of advice on shareholdings (Mitchell & 
Moore, 1998) shows that the most important discussion partners/advisors were friends or 
family (in the broadest sense). In three cases out of four it was more than twice as common to 
ask these as e.g. one’s bank manager. Also this factor can be attributed to Herd behavior. 
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Expert advice: In a thesis concerning advice about shareholding (Lidén, 2005), it emerges that 
the advice of the equity investment experts studied did not lead to results that exceeded the 
market as a whole. Likewise, Törngren & Montgomery (2004) are of the opinion that both 
laymen and professional share dealers had roughly the same accuracy in predictions about 
share prices. This type of advice can be connected to Overconfidence bias in decision making; 
people are overconfident about their abilities and their knowledge and overconfidence is often 
greatest for difficult tasks and for forecasts with low predictability (Barber & Odean, 2001). 

1.3 Purpose and hypotheses 

The main purpose of this paper is to investigate how a number of factors have affected the 
Swedish households´ choice during the period when there has been a shift from more fixed to 
more variable interest rates. The more detailed purpose is to investigate the following 
hypotheses based on the findings and theories reported above. 

Hypothesis 1: The interest rate differential will influence the home loan applicants’ choice of 
fixed interest period. When the price to fix the interest rate is high, more households will 
choose variable interest rates. (Tested in both interview study and questionnaire). 

Hypothesis 2: The media influence the choice. What, above all, has been highlighted as most 
profitable in recent years is variable/variable interest. (Tested in both interview study and 
questionnaire). 

Hypothesis 3: Age and the number of children in the household should, in accordance with 
previous research, exert an influence so that the more children and the higher the age, the 
greater the probability is that borrowers will choose fixed interest. (Only tested in the 
interview study). 

Hypothesis 4: The higher the income in the household the greater the probability that the 
borrowers choose variable interest. (Tested in both interview study and questionnaire). 

Hypothesis 5: The greater the loan amount in relation to the price of the home or in relation to 
the borrower’s annual income, the more people tend to choose fixed interest in order to reduce 
risk when the household might have difficulties handling the risk. (Tested in both interview 
study and questionnaire).   

Hypothesis 6: The borrowers who consider they have specialist knowledge will choose 
variable interest since this is highlighted as the option that is most profitable in the long term. 
(Only tested in the interview study). 

Hypothesis 7: Those borrowers who claim to have been influenced by family and friends 
have, to a greater extent, chosen fixed interest since these (family and friends) are expected to 
be older than those taking out the home loan and a fixed rate historically has been more 
common. Family members recommend what they themselves have chosen.8 (Tested in both 
interview study and questionnaire).   
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Hypothesis 8: Bank staff: Those who claim they have been influenced by a bank member of 
staff will, to a greater extent, choose a mix of variable and fixed interest rates. The study in 
Hullgren (2010b) of the advice relating to interest rates, provided by bank economists since 
2001, shows that the advice to mix variable and fixed interest rates has definitely been the 
most common, in periods of rising and declining interest rates as well as in periods of stable 
interest rates. 9 (Tested in both interview study and questionnaire).   

Hypothesis 9: People who plan to move soon will choose variable interest, in line with 
previous research. (Only tested in the interview study since only one per cent of those asked 
in the questionnaire had planned to live in their newly purchased home for less than three 
years. This aspect was therefore considered too minor to obtain interesting or significant 
results.) 

The study unfolds as follows: Section 2 presents the interview study, section 3 the 
questionnaire and in section 4, the findings are discussed. 

2. Study 1: Interview study 

2.1 Data  

This study is based on 30 interviews, carried out with persons who purchased an apartment in 
the City of Stockholm during the period 1st February to 1st July 2008. Originally, eight real 
estate agent chains operating in the Stockholm market were contacted, but finally four major 
estate agent chains were to take part in the customer selection for the study.  

The selection of interviewees took place in collaboration with real estate agents from these 
four agencies and the criteria on the basis of which the estate agents had to make the selection 
were that the buyers should: 
a) Have purchased an apartment; not a detached or terraced house. 
b) Have taken out a loan in connection with the purchase. 
c) And that the apartment should be located in the centre of Stockholm (including the newly 
built city district of Hammarby Sjöstad, which belongs to the inner city parish of Sofia). The 
selection of area depended partly on the properties needing to be roughly comparable and 
partly on the possibility of meeting the property buyers  
face-to-face at the time of the interviews.  

The process turned out to be more protracted than anticipated in getting apartment buyers who 
were willing to take part. The real estate agents had no incentive to prioritise this extra work 
and a considerable amount of personal contacts with the agents was required in order to 
secure suitable interviewees. In this case, the proximity to the offices was a clear advantage. 

Interviewees who were deemed to be suitable by the real estate agents (and likely to want to 
participate in the study) were asked if they wished to participate in a study on choice of home 
loan interest. The participants were promised anonymity and, moreover, they received a 
lottery ticket for SEK 25 as a mark of gratitude for their participation. 

                                               
9 Until summer of 2009. Hullgren, M. (2010b)  
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The interviews were carried out either at the estate agent’s office in connection with taking 
possession of the property or by phone a few weeks afterwards, in the great majority of cases 
within a few days so as to avoid ‘memory lapses’. As a rule these interviews have taken 20-30 
minutes. In those cases where there has been more than one buyer in the household the buyers 
themselves have had to agree who of them shall answer the questions. Appendix 1 includes 
the questionnaire used. 

Table 1a Basic data about the interviewees (1) 

 Lowest/highest 
value 

Average value Median 

Age 25-57 years 34.5 years 32.5 years 
Income per 
household 

264.000- 
1.500.000 SEK 

692,400 SEK 660,000 SEK 

Loan amount/ 
Annual income 

2.55-8.10 4.51 4.48 

Loan amount/ 
Price 

0.13-1.0 0.69 0.76 

In addition to the basic data in table 1, one question focused on how long the apartment buyer 
planned to live in his new apartment. 9 persons answered a “shorter period than 3 years”, 5 
answered “3 years” and 12 stated that they intended to live there “longer than 3 years”. 4 
persons stated that they did not know. Those who answered that they plan on staying a shorter 
period than 3 years are considered to be “movers”. In table 1b information about whether the 
household were first-time buyers or not is also reported. 

Table 1 b Basic data for interviewees (2). 

First-time buyers 5 people.
Families with children 9 people 
‘Movers’ 9 people 
Single-person households 9 people 

Interviews were carried out with 30 people. In the evaluations carried out the two respondents 
who chose the loan based on a division of 50 per cent variable and 50 per cent fixed have not 
been included. This means that all evaluations are carried out on a basis of 28 persons. 22 of 
the 30 interviewed households had 100 per cent of the loan either variable or fixed. As 
mentioned above, 2 had 50/50 and the remaining 6 are counted as having had either variable 
or fixed. None of these 6 had less than two-thirds of the alternative to which they were then 
categorised. 

The interview replies have been handled statistically with the Chi Square Method (�2) in order
to see whether the difference may be considered to be significant. The chi square calculations 
are carried out without the Yates correction. The number of degrees of freedom in all 
calculations is 1. The critical �2-value at the 5 per cent level is 3.84 and at the 1 per cent level 
is 6.63 (Stukát, 1993). To the extent that the �2 value exceeds these values a real, significant 
difference between the two populations may be deemed to exist. Where on the other hand, the 
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�2 value lies under these threshold values it may be considered that the sample difference that 
has arisen is due to chance. 

2.2 Results 

The majority of both groups chose to have variable interest on their home loans. In percentage 
terms, the proportion was higher amongst those over 35 years, but the difference between the 
age groups was not sufficiently large to be significant. (Table 2) The same holds when we 
look at the median age. (Table 2b) 

Table 2 Average age of households10 and its influence on the choice of interest 

Age < 35 years Age � 35 years
Variable interest (> 50 %) 13 pers 9 pers 
Fixed interest (> 50 %) 5 pers 1 pers 
�2= 1.2 

Table 2b Household age (median) and its influence on choice of interest: 

 Age < 33 years Age � 33 years 
Variable interest (> 50 %) 11 pers 11 pers 
Fixed interest (> 50 %) 2 pers 4 pers 
�2= 0.53 

Almost six out of ten consider that they are influenced by the difference of interest and a 
majority in both groups have chosen variable interest. The difference between the groups was 
not sufficiently large to be significant. (Table 3)

Table 3 Reported influence of difference of interest 

 Influenced by 
difference of interest 

Not influenced by 
difference of interest 

Variable interest (> 50 %) 14 pers 8 pers 
Fixed interest (> 50 %) 2 pers 4 pers 
�2= 1.77 

The division of households into groups with loans that are four and a half times higher or 
lower than annual income is done in order to obtain groups of roughly equal size. However, 
the interest options are not significantly different between the groups. (Table 4) 

                                               
10 Where the household consists of more than one person the average age has been calculated through taking the 
mean value of the age of household members. 
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Table 4 Household loan amount in relation to annual income 

Loan/annual income 
< 4.5 

Loan/annual income  
� 4.5 

Variable interest  
(> 50 %) 

12 pers 10 pers 

Fixed interest (> 50 %) 3 pers 3 pers 
�2= 0.04 

The division of households into groups with loans of more than, or less than, 75 per cent of 
the purchase sum is done in order to obtain groups of roughly equal size. However, the 
interest options are not significantly different between the groups here either. (Table 5) 

Table 5 Loan amount in relation to price 

 Loan/price < 0,75 Loan/price � 0,75 
Variable interest (> 50 %) 11 pers 11 pers
Fixed interest (> 50 %) 3 pers 3 pers
�2= 0 

The division of households into groups with an annual salary more than, respectively less than 
SEK 328,600/year is done in order to obtain groups of roughly equal size. The Chi Square 
Method is not significant at the 5 per cent level, but it lies very near the limit and is significant 
at the six per cent level. 

Table 6 Income and its influence on the choice of fixed interest: 

 Annual income  
< SEK 328,600 
(< SEK 657,200 if 2 
in household) 

Annual income  
� SEK 328,600 
(� SEK 657,200 if 2 in 
household) 

Variable interest (> 50 %) 3 pers 19 pers 
Fixed interest (> 50 %) 3 pers 3 pers 
�2= 3.70 (significant at 6 per cent level (3.54)) 

A majority in both the groups chose variable interest and in percentage terms there were more 
in the group without children who chose fixed interest. The differences, however, were far 
from significant. (Table 7) 

Table 7 Number of children and its influence on the fixed interest option 

 Children No children 

Variable interest (> 50 %)  9 pers 13 pers 

Fixed interest (> 50 %) 1 pers 5 pers 

�2= 1.21 
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Six out of ten of those interviewed were multi-person households and the proportion in this 
group who opted for fixed interest was slightly higher than amongst single households but the 
differences were not significant. (Table 8) 

Table 8 Household composition and its influence on the interest option: 

 Single-person 
household 

Multi-person household 

Variable interest (> 50 %)  9 pers  13 pers 

Fixed interest (> 50 %)  2 pers  4 pers 

�2= 0.11 

Just over one third of the interviewees stated that they possessed specialist knowledge and in 
the group without specialist knowledge it was more common to choose fixed interest. The 
difference, however, was not significant. (Table 9)

Table 9 Reported specialist knowledge and its influence on the choice of interest: 

 Specialist knowledge No specialist knowledge 

Variable interest (> 50 %) 9 pers 13 pers 
Fixed interest (> 50 %) 1 pers 5 pers
�2= 1.2 

Just over two-thirds of the respondents reported that they had been influenced by what the 
mass media had written on the interest option. Of these, almost nine out of ten chose to have 
variable interest whereas the proportion in the other group not influenced by the media was 
just over half. The differences between the groups are significant at the five per cent but not at 
one per cent level. (Table 10) 

Table 10 Reported influence of the mass media in respect of the interest option: 

 Influenced by the 
media   

Not influenced by the media 

Variable interest (> 50 %) 17 pers 5 pers

Fixed interest (> 50 %)  2 pers 4 pers 

�2= 4.17 

The bulk of the interviewees did not consider themselves to be influenced by family and 
friends (57 per cent). In the group that indicated the existence of influence from family and 
friends the proportion that opted for fixed interest was somewhat higher (33 per cent 
compared to 12.5 per cent). The difference is however not significant. (Table 11) 
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Table 11 Influence of family and friends on choice of interest: 

Influenced by family 
and/or friends 

Not influenced by family 
and/or friends 

Variable interest (> 50 %)  8 pers 14 pers 
Fixed interest (> 50 %) 4 pers 2 pers 
�2= 1.77 

Around four out of ten stated they had been influenced by what their bank staff 
member/manager had said and in this group the portion who chose variable interest is higher 
(91 per cent compared with 71 per cent). The differences are not statistically significant in 
accordance with the Chi Square Method.  

Table 12 Influence of bank staff in case of choice of interest:11

 Influence of bank 
member of staff 

Not influenced by bank 
member of staff  

Variable interest (> 50 %) 10 pers 12 pers
Fixed interest (> 50 %) 1 pers 5 pers
�2= 1.64 

The very low Chi square value when it comes to buyer´s plans to stay in the new apartment 
contradicts earlier – primarily American – findings; the inclination to move within a 3 year 
period does not seem to influence the choice of interest rate in the group interviewed.   

Table13 Influence when household states a probability of moving within the next 3 year 
period: 

 Movers  
(staying < 3 years) 

Not movers  
(staying � 3 years) 

Variable interest (> 50 %) 7 pers 12 pers 
Fixed interest (> 50 %) 2 pers 3 pers 
�2= 0.017 

                                               
11 The table does not include those people who indicated own specialist knowledge in the category of 
‘influenced by bank member staff member’ nor those who indicated colleagues as an external influence since the 
interviews have not examined closely what is meant by ‘specialist knowledge’. 
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Table 14 Summary of results in declining order of significance: 

Chi  square value Significance 
5 % level (�3.84) 

Significance 
1 % level (�6.63) 

Influenced by 
Media 

4.17 Yes No 

Income 3.70 No No 

Interest difference 1.77 No No 

Influenced by 
Family & friends 

1.77 No No

Influenced by Bank 
staff member 

1.64 No No

Average age of 
household 

1.20 No No

Specialist 
knowledge 

1.20 No No

Children in 
household 

1.21 No No 

Household 
composition 

0.11 No No 

Loan/income 0.04 No No 

Probability of 
moving within 3 
years 

0.017 No No 

Loan/price ratio 0.0 No No 

2.3 Discussion 

The evaluations carried out show that only the explicit influence on purchasers of the media is 
a significant factor in respect of the choice of fixed interest type. The result here is significant 
at the 5 % level. 

Other factors are far from being significant with the exception of the result from the effect of 
earnings (income is significant at the 6 % level). Previous foreign studies concerning the 
choice of fixing interest has made it clear that factors such as age, lower income and children 
in household make households more inclined to select a fixed rate home loan. This study, 
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based on Swedish conditions, has not succeeded in replicating these results. Of the 
enumerated factors above it is, therefore, only ‘income’ that lies in the vicinity of a significant 
chi square value.  

Media:  

“Variable interest probably cheapest in the long term”12, “More and more are choosing 
variable interest”13, “Historically, variable interest has been most profitable”14 are just some 
of the headlines of articles that borrowers have been able to read in recent years. Based on 
interview replies, there were also nine persons who disclosed this wording, or very similar – 
i.e. almost every third person.  

The fact that variable interest has been most advantageous in the sense that the interest rate 
cost has been lower is also something that a Swedish study has arrived at (Aminoff & 
Gusterman, 2006). Here, it should be added that it is based on the period 1989 to 2006, a 
period when Swedish interest rates, with short-term exceptions, have gradually declined.  

The repo rate of the central bank of Sweden (Riksbanken)15 touched bottom in the summer of 
2005 at 1.5 per cent and subsequently turned upwards. In February 2008 it had risen to 4.25 
per cent. Despite this, a leading bank economist, during the period 2005 to 2007, in the 
newsletter to customers recommended variable interest or a mix of fixed and variable interest. 
These newsletters have also been available on the web and on occasions have been cited in 
the media.16

The emphasis in the interest rate advice has been placed on variable interest and this has also 
been reflected in the media. On the basis of all this, it is reasonable to assume that the media, 
wholly in accordance with Wärneryd (2001), influence the picture of the future on which 
home purchasers base their decision on loan lock-in periods. 

Income:  

In this context it should be pointed out that previous studies have measured differences on the 
basis of ‘resource-weak’ households. Nobody, however, in the client category that has been 
interviewed can be counted as resource-weak or of very modest means. On the one hand, the 
household’s average income is SEK 692,400 (calculated on basis of both one-person and 
multi-person households), on the other hand, the high prices in the area investigated make it 
hardly possible for those of very modest means to buy a home there. The average price for an 
apartment in the municipality of Stockholm was SEK 40,977 per sq. m.17 For the city district 
of Södermalm, where the majority of those interviewed have purchased their apartments, the 
prices have fluctuated around an average of SEK 50,000 per sq. m. during the spring of 2008.  

                                               
12 DN Ekonomi 16/5/2005 
13 Dagens Industri 25/7/2008 
14 SEB’s private economist Gunilla Nyström in Veckans Affärer 15/2/2007 
15 www.riksbank.se 
16 Boränteråd, SEB [Skandinaviska Enskilda Banken] 
17 Mäklarstatistik, July 2008 
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When we use the Skatteverket [Swedish Tax Agency] limit for the threshold for collection of 
20 per cent national income tax as a dividing line between households with average income 
and higher incomes18 we find, however, a significant effect at the 6 per cent level. 

Interest rate difference:  

16 of 28 households have stated the interest rate difference as a factor that has influenced their 
choice. How, in actual fact, it is not clear that this has exerted an influence since two 
households have indicated the interest rate difference as a reason for choosing fixed interest. 
So far as the interest rate difference is concerned they have undergone changes during the 
investigation period: at the beginning of the interview study (6/2/2008) the variable interest, 
for example, was 5.09 %, 2-yr fixed 4.94 % and 5-yr fixed 5.13 % 19.  In other words, it was 
‘cheaper’ with an interest fixed for two years than having variable interest. Despite this, 
nobody took out a fixed-term loan at this time.20  

At the end of the investigation period, 30/6/2008 the interest rate position was changed: 
variable interest was advertised at the bank at 5.63 %, 2-yr fixed interest 6.02 % and 5-yr 
fixed interest 6.23 %. For the household that, at the start of the period, chose a variable 
interest rate it would have been economically advantageous to have chosen a two-year fixed 
interest rate of 4.94 % when the variable five-month interest lay at 5.63 %. 
The analysis of the interview replies shows that 22 households chose variable interest, 6 chose 
primarily fixed interest and two have chosen 50/50.   

Of those that chose fixed interest, the taking possession of the property was mainly in the 
latter part of the survey, but in total the absolute majority chose variable interest – spread out 
over the period. Here, several reasons may be found: the banks may have offered discounts on 
variable interest loans that do not appear in the official interest rate tables, but in such a case 
discounts on fixed interest loans ought to be equally common. Another reason is that 
households may have expectations of future interest rate reductions from the Swedish central 
bank (Riksbanken). Several stated that they believed that interest rates were on the way down. 
These were also people who stated that they had specialist knowledge. Another frequently 
heard comment was that “variable interest has historically been most profitable”.  

Family and friends:  

Twelve persons reported that they were influenced by family and friends in their choice of 
fixed interest. This was more or less as many as had their bank manager/bank member of staff 
as discussion partner (eleven people) and thereby contradicts Mitchell & More’s (1998) data 
to the effect that in most cases it is the family, not the bank staff, who is the foremost advisor. 
Nor are the differences significant between the groups. In the case of a relative comparison, 
the group that discussed matters with family and friends has, however, a higher portion of 
borrowers who chose fixed interest (33 per cent) than the other group (12.5 per cent). It thus 

                                               
18 In 2008 this threshold is SEK 328 600  
19 Interest rates are taken from Swedbank’s homepage, www.swedbank.se. 
20 The first interviewee chronologically who reported having mainly fixed interest had taken possession on 30th 
April 2008. 



15 

appears as if the first group is more careful in its approach. One explanation might be anxious 
parents, but existing data does not permit a more far-reaching interpretation. 

Bank staff:  

In connection with households taking out loans to finance their home purchase they have, in 
all cases except one, had contact with their bank. In the survey it is not clear, however, 
whether there has been a face-to-face contact or whether this contact has taken place via 
phone/internet. Nor is it clear to what extent the contact has been such that financial advice 
has taken place from the credit institution side. For this reason, we are unable to draw any 
direct conclusions over and above the fact that 11 of 28 households, nevertheless, considered 
that they had been influenced by their bank when they chose the fixed interest period.  

Average age of household:  

The fact that the age factor in this study does not have significance – in contrast to previous 
surveys – may be connected with the homogeneity that distinguishes the interview group. Of 
the original 30 households interviewed, 24 were between 27 and 42 years old (23 of these are 
included in the calculations) and 6 were younger or older than this. (5 are included in the 
calculations). The use of the mean value for the age (chi square value 1.2) yielded a greater 
manifestation than when the median is used (chi square value 0.61) but none of these were 
near to being significant. 

Specialist knowledge:  

One factor that, as far as I know, has not been studied previously where fixed interest rate 
periods are concerned is whether the borrower’s own specialist knowledge influences the 
choice. In the investigation ten persons stated that they had specialist knowledge and, of these, 
nine chose to have a variable rate loan. This group was not significantly different to those that 
did not have similar knowledge. On the other hand, in relative terms there were fewer within 
this group who chose fixed interest, 10 per cent. In the other group the share was 28 per cent. 

Here the question arises to what extent specialist knowledge, for example, can be 
differentiated from the influence of the media, since it is probable that persons with a job 
within banking, finance and real estate keep themselves up to date with what is written in the 
business press and in the economy sections of our newspapers.  

Whether the results of the choices made by those with knowledge of the industry is shown to 
be more accurate than those of the layman we do not know at the present time. This is 
something that the future and continued studies will be able to show. In the short term (as 
viewed in October 2008) we can, however, establish that those who chose variable interest 
during the spring of 2008 have seen their interest charges increase significantly. 

Children:  

Neither does the existence of children in the household appear as a significant factor in the 
choice of fixed interest. This contradicts previous studies that state that households with 
children more frequently choose fixed interest. 
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Household composition:  

Previous surveys have not studied whether the number of persons in a household influences 
the choice of lock-in period. One possibility is that a single-person household is more exposed 
to financial risk than a multi-person household in the event of e.g. illness or unemployment. 
Naturally, this is largely due to the size of the loan in relation to income, but there could also 
be a psychological security factor. It has not been possible, however, to demonstrate any such 
influence in the material.

Size of loan in relation to income as well as in relation to price:  

These two factors have not been investigated in previous studies. That households that borrow 
a lot of money in relation to their income or in relation to the price of the dwelling should be 
more exposed in the case of interest rate rises makes it reasonable to assume that these 
households, to a greater extent, would choose a lock-in term for their loan. The results show, 
however, that there is no support for this assumption. 

Mobility/Movers:  

Several earlier international studies have found that there is a connection between mobility 
and the interest rate decision with mobile borrowers preferring ARMs. This has not been 
shown in the results of this study. A reason for this might well be the difference between the 
features of variable rates in Sweden and the US. 21

3. Study 2: Questionnaire study 

3.1 Introduction 

After the completion of study 1, the opportunity arose to conduct a more comprehensive study 
of the factors home buyers believe to have influenced their choice of mortgage and interest 
rate terms.  

A questionnaire was sent out in spring 2009 to home buyers as part of a study initiated by the 
Department of Real Estate and Construction Management at the Royal Institute of 
Technology in Stockholm and The Association of Swedish Real Estate Agents’ research fund. 
The aim of the questionnaire was to examine or find out: 
- how buyers had financed their property purchase, 
- what type of loan or mortgage they had chosen 
- the extent to which homebuyers worried about financial constraints and concerns 
- if there were any differences between the groups that experienced worry and those who felt 
more secure. 

As this paper focuses on highlighting the factors determining home buyers’ choice of fixed or 
adjustable rate mortgages, buyers were also asked to specify how strongly their choices had 
been influenced, in their perception, and by a number of factors. 

                                               
21 See Annex 3 for an overview of the various forms of variable mortgage rates in the US. 
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The survey was in the form of a posted questionnaire sent out to 987 households in five 
municipalities within Stockholm County, at the end of January and beginning of February in 
2009.22

When it became apparent that it was virtually impossible to retrieve information on addresses 
to households who had bought tenant-owned flats, the survey was limited to households who 
had bought houses or homes of their own, for which records of purchase in the land tax 
register could be used to extract details of names and addresses.  

Besides the municipality of Stockholm, two northern municipalities were chosen where 
residents generally had higher incomes and two southern municipalities where prices and 
incomes were generally lower. Data was recorded not on a municipal level, but with the aim 
of finding as many households as possible in the different income brackets.  

The selection consists of households that received a land registration certificate from January 
to mid-May in 2008, which means that the home was bought either at the end of 2007 or up 
until April 2008. This time interval was chosen in order to collect information about as many 
property purchases as possible as well as to gain results untainted by the unrest and anxiety 
which swept through financial markets around the world in the autumn of 2008. For financial 
and practical reasons, the selection was limited to 1000 households, spread evenly between 
the various municipal groups. Questionnaires were returned in the enclosed envelopes and, in 
the beginning of April, 367 responses had been submitted and registered, giving a response 
frequency of around 37 per cent. In the following discussions it seems reasonable to think that 
there are no significant differences between groups choosing to participate contrary to those 
who chose not to.  

Respondents had been promised anonymity and neither the questionnaires nor the envelopes 
were coded so that senders could be identified. This also means that reminders were not sent 
out. 

3.2 Background data 

An analysis of questionnaire responses shows that the average household consisted of 3.5 
people; the typical homebuyer was a family in which the adults were over 30 years old and 
there were one or two children under 18 years old. 

50 per cent of households had a disposable income within the range of SEK 30 000–49 999 
per month. Only 15 per cent had a lower income than this: 

                                               
22 Kulander & Lind (2008). 
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Table 3.1 Family’s disposable income: 

Disposable income, SEK/month: Number of households Per cent 

0-29 999: 47 14 

30 000–49 999 167 49 

50 000–69 999 80 24 

70 000- 46 13 

Number of responses 340 100 

Other background factors: 
- 85 per cent of households were born in Sweden of Swedish parents. 12 per cent were born 
outside Sweden, while 3 per cent were born in Sweden of foreign parents. 
- Around 80 per cent had already owned a home before moving to the new one. 
- Most had moved within the same municipality. Among homebuyers moving from tenant-
owned flats, it was however more common to come from a different municipality in 
Stockholm County. 
- Only 1 per cent planned to move again within 3 years. 50 per cent had no definite plans. 

The average price of the new home was SEK 4,2 million, with a standard deviation of SEK 
2,4 million. The median value is, however, SEK 3,6 million which indicates that a few, very 
high purchase prices have pushed up the value. 

The average final sales price of a previous home stated by respondents is around SEK 
2.640.000. The median is SEK 2.500.000. 

In terms of mortgage types and options, half of the respondents (180 of 358) chose to have a 
variable interest rate for the entire mortgage debt23. 14 per cent (51 of 358) chose to have the 
whole mortgage on a fixed rate while the 127 remaining households chose to combine the two 
types, with a variable interest rate for one proportion of their mortgage and a fixed interest 
rate for the other.  

The average loan-to-value ratio, LTV, was 63 per cent. 122 households had a loan-to-value 
ratio of � 80 per cent. 

3.3 Hypothesis testing and discussion 

The first four hypotheses are based on questionnaire items about what homebuyers felt had 
influenced their choice of mortgage type. There were three possible responses: not important 
at all, important, quite important and very important. Responses are shown in the table below. 
Response frequencies to the different factors which may have had an influence on choices 
differ slightly from 309 to 325 responses. (Table 3.2)  

                                               
23 The term “variable interest rate” here refers to banks’ wholly variable or three-month interest rate.
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Table 3.2 Factors that was reported to influence the choice of interest term, number of 
responses 

Not important
 at all 

Quite 
important 

Very important Total number 
of respondents 

Difference between 
fixed and variable 
interest rate 

43 (13 %) 109 (34 %) 173 (53 %) 325

Articles read in 
newspapers 

83 (26 %) 179 (55 %) 61 (19 %) 323

News seen on TV 98 (32 %) 170 (54 %) 45 (14 %) 313

Advice and tips 
received from 
relatives and 
acquaintances 

141 (46 %) 111 (36 %) 57 (18 %) 309

Advice from bank 118 (38 %) 135 (43 %) 62 (19 %) 315 

In statistical calculations according to the chi-square method, the possible responses “quite 
important” and “very important” have been combined into one category = Important. The 
general structure of the test is then to see if there is a significant difference between the choice 
of fixed and variable interest rate. The households´ choice has been divided according to the 
proportion of variable interest chosen by the household: 

0-<40 per cent variable interest= Low proportion variable interest 
40-80 per cent variable interest= Medium proportion variable interest 
�80 per cent variable interest= High proportion variable interest 

Test results are shown in table 3.3:  

Table 3.3 Factors of influence, chi-square ratio and significance: 2 degrees of freedom 

Test variable Chi-square 
ratio 

Significance
5 % level (5.99) 

Significance
1 % level (9.21) 

Difference in interest rate 
between fixed and variable 
interest 

0.3 No No

TV 3.05 No No 

Printed media 2.7 No No

Advice from friends and 
acquaintances 

0.3 No No

Advice from bank 9.04 Yes No
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Hypothesis 1: Differences in interest rates will influence mortgage holders’ choice of interest 
rate term.  

Differences in interest rates have previously been highlighted as an important factor in the 
studies of, for example, Baesel & Biger, (1980) and  Brueckner & Follain, (1988). During the 
first half of 2008, when this survey was carried out, the variable/3 month interest was at a 
lower rate than the two-year fixed interest rate.24 In spite of this, half of all households chose 
to take out variable interest mortgages. Indeed, 87 per cent of those asked, state that the 
interest rate difference has been important eller quite important for their decision, but whether 
this was stated in an actual choice of variable interest rate or fixed, we do not know. But there 
is no significant influence on the choice of interest terms.  

Possible reasons for this are that there was an expectation of lower interest levels, founded on 
the fact that the Riksbank’s (Sweden’s central bank) repo rate during the spring of 2008 was 
unusually high compared to previous years25. One parallel explanation might be that 
households perceived the interest rate outlook at that time to be unusual, with past trends and 
previous experience proving variable interest to be the cheapest.26

Hypothesis 2: Media influences choice 

In the first survey in this essay, it emerged that media influence was the only significant result 
in terms of factors influencing homebuyer choice, but this cannot, however, be substantiated 
in this study. Around 70 per cent of the respondents in the questionnaire believed that TV and 
magazines were important or quite important when making a choice, but there were no 
significant differences between those who chose a variable or fixed interest rate.  

Hypothesis 3: Influence of relatives and friends 

Neither do relatives nor friends, according to this study, have any significant influence on 
mortgage-holders’ choice of fixed-rate term. This is entirely in line with results from the 
previous study. When it comes to financing, there has been some discussion that, among 
certain household groups of non-Swedish background, there are other patterns, for example, 
money is more readily borrowed from relatives and from within one’s own social circle than 
from formal Swedish institutions, such as banks. In this survey’s findings, there is not a 
sufficient number of observations to support a thorough analysis of the issue but the question 
of whether differences exist between households of Swedish and non-Swedish background 
regarding influence may be an interesting area for further study in the future. 

Hypothesis 4: Influence of bank advisors:  

In total, 62 per cent of respondents on the questionnaire felt that advice and recommendations 
from their bank had been quite or very important when choosing fixed-interest rate terms. 
Those who believe they were influenced by their bank advisor had more frequently chosen to 

                                               
24 According to interest rate statistics from SBAB’s home page, www.sbab.se. 
25 Statistics from www.riksbanken.se: Repo rate from 2007-10-31: 4 %, from 2008-02-20, 4,25 % and 2008-07-
09 4,5 %. Such levels have not occurred since 2002.  
26 For a more detailed analysis, see Aminoff & Gusterman 2006. 



21 

divide their mortgage between variable and fixed interest rates. This result is significant both 
on a 5 per cent level and very nearly on a 1 per cent level, contrasting with results from the 
first survey where bank recommendations were not found to be significant. 

Hypothesis 5: Disposable income will influence mortgage rate term options 

Besides the first four hypotheses, household income brackets were analysed in order to find 
out if this influenced choice of fixed-rate terms. The starting point is that households in the 
higher income bracket will, to a greater degree, choose variable interest. In order to test the 
significance of disposable income (SEK/month), four income brackets were used: 0-29999, 
30000-49999, 50000-69999, 70000+ and examined in relation to preference for variable 
interest home loans. There were six degrees of freedom. See division of interest rates and 
number in table 3.4. 

Table 3.4 Households’ disposable income, SEK per month, divided into number of households in 
each category 

0-29999 30000-49999 50000–69999 70000+ Total 

Low proportion 
variable interest  
(0-40 %) 

29 66 19 13 127 

Medium-sized 
proportion variable 
interest (40-80 %) 

6 34 14 5 
59 

High proportion 
variable interest  
(80-100 %) 

15 78 54 32 
179 

Sum 50 178 87 50 365 

Table 3.5 Result: Chi-square ratio for income, six degrees of freedom 

 Chi-square ratio Significance 
5 % level (12,6) 

Significance 
1 % level (16,8) 

Disposable income 51.8 Yes Yes 

The result shows that the disposable income of households is a factor that plays a large 
role when choosing interest terms. Households with a high disposable income choose a 
variable interest rate for a large proportion of their mortgage. This result är highly 
significant, both on a five and one per cent level, and in line with previous research 
findings which confirm that households with high incomes choose variable interest rates  
(Brueckner & Follain, 1988). 

It should, however, be mentioned that recent research in the USA suggests an opposite 
trend where a higher proportion of households in the lower income brackets are now 
more frequently choosing variable interest and, by doing so, are putting themselves at 
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greater financial risk (Finke, Huston, Siman, & Corlija, 2005). One of the reasons seems 
to be that the American equivalent to variable interest, Adjustable Rate Mortgage, ARM, 
often starts off by offering interest rate reductions or “teaser rates” so as to appear more 
favourable financially. There is however no evidence in this survey to support the theory 
that lower income households in the Stockholm area would choose variable interest.  

Hypothesis 6: Loan-to-value ratio 

Finally, Chi-square calculations have also been made for households’ loan-to-value ratio. The 
households were divided into three categories: those with low (0-40 %), medium-high (40-80 
%) and high loan-to-value ratio (80-100 %) and the proportion of variable interest was then 
compared. There were four degrees of freedom. The results are shown in table 3.6.

Table 3.6 Chi-square distribution for loan-to-value ratio effect on choice of fixed-interest 
terms. 

  
Low loan-to-

value ratio 
(0-40 %) 

Medium-high 
loan-to-value 

ratio (40-80%) 

High loan-to-
value ratio 
(80-100%) 

Sum 

Low proportion 
variable interest  
(0-40 %) 

29 44 48 121 

Medium proportion 
variable interest  
(40-80 %) 

8 23 22 53 

High proportion 
variable interest 
(80-100 %) 

40 84 52 176 

Sum: 77 151 122 350 

While the loan-to-value ratio was not found to be significant, neither on a 1 or 5 per cent 
level, the Chi-square distribution 6.45 is significant first on a 17 per cent level. This means 
that this study cannot support the hypothesis that households with a high loan-to-value ratio 
would choose fixed interest rates.  

It emerges from closer study of the relationship between the loan-to-value ratio and income 
that 90 per cent of those with a high loan-to-value ratio have a disposable income which is 
higher than or equal to SEK 30.000 per month. This might indicate that it is not the most 
financially vulnerable households which are in question. 

One interpretation might be that the banks practise fairly judicious lending and do not allow 
households to borrow more than they can realistically be expected to manage in terms of 
monthly repayments, even in times of financial difficulty. (Table 3.7) 
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Table 3.7 Chi square distribution for loan-to-value ratio 

Test variable Chi-square 
distribution 

Significance
5 % level (9.49) 

Significance
1 % level (13.3) 

Loan-to-value ratio 6.45 No No 

Table 3.8: Income brackets for mortgage holders with high loan-to-value ratio (%)27

Disposable income
SEK/month 

Proportion among those with 
high loan-to-value ratio (%) 

Proportion of all (%) 

– 29999 10 14 
30 000-49 999 55 49 
50 000-69 999 27 24 
70 000- 8 13 
Total 100 100 

Table 3.9 Summary of results: 

Significance 
5 % level 

Significance 
1 % level 

Income  Yes Yes 

Influenced by bank staff member Yes No 

Loan-to-value ratio No No 

TV No No 

Printed media No No

Difference in interest rate between 
fixed and variable interest  

No No

Influenced by advice from family 
& friends 

No No

4 Discussion 
The most important purpose of the two studies in this article was to examine if results from 
previous international studies on choice of interest rate terms and determining factors, such as 
for example, income, interest rate differences or loan-to-value ratio, hold for Swedish 
households. The results are not unequivocal.  
                                               
27 Kulander & Lind (2008). 
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In the first study, neither income, age, number of children, inclination to move or differences 
in neither interest rates nor loan-to-value ratio were significant. These are factors that 
previous international studies have found significant in respect of home loans and lock-in 
periods. The interview study, based on Swedish conditions, has not been able to replicate 
previous results. Only when it comes to the factor ‘income’ are the results near to being 
significant. 

It emerged though that what the media write about home loans and interest rates appears to 
have an effect on how home purchasers think and the choices they make when it comes to the 
lock-in period for home loans. This also coincides with theories within behavioral finance, 
such as herd behavior. The media influence is not a factor that previously has studied in any 
depth or detail but these findings indicate that this might be an interesting subject for future 
research. 

Other factors that have not been previously studied, such as how the composition of the 
household and specialist knowledge influence the choice of fixed interest, do not appear to 
have any significant effect according to the interview study. This study has been carried out 
into a form of housing in a limited geographical area (central Stockholm and above all 
Södermalm), and with a limited number of interviewees. This naturally means limitations in 
the conclusions that can be drawn.  

It may also be asserted that the climate in the housing and loan market has substantially 
changed since the study was undertaken. It would also be interesting to carry out a similar 
investigation when the borrowers have a picture of the loan market that probably differs from 
that prevailed during the spring of 2008. 

The results of second study – the questionnaire – must be considered to be more interesting 
since this study comprised of a larger and more heterogenous group of respondents. In this 
study income was found to be highly significant: households with higher incomes choose, to a 
greater extent, to take out a large proportion of their mortgage on a variable interest-rate. This 
is in line with previous international studies. 

On top of this, a number of other determining factors were examined and tested. Here, it 
emerges that recommendations from financial and bank advisors also seem to influence 
mortgage rate term options: those who perceive they were influenced by their bank are 
inclined to choose, in a significantly higher degree, to divide their mortgage debt into one part 
on a fixed interest rate and one part on a variable interest rate in order to spread risk. 

An interpretation of these recent results might be that, in the current climate, there is no 
imminent risk of households not being able to manage their interest payments as those 
households that choose mainly variable interest tend to have relatively high incomes. At the 
same time, banks also have opportunities to be heard by and influence their customers with a 
slightly more cautious approach, and encourage combining interest rates as a wise strategy for 
many households. 
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Appendix 1   Question template for survey 1, interviews 

Name/Telephone 

Purchase price 

What is the proportion of cash investment and loan?

How much fixed/variable? 

Basis for decision? 

What factors have influenced choice?  

Previous experience of property purchase and choice of interest 

How long do you plan to stay in the new home? 

7 a Will you still be living there in three years? 

Real estate object flat/house? 

Monthly fee  

Gross income of the household 

Mortgage repayments 

Age 

Number of children in the household. 
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Appendix 2 Question template for study 2, questionnaire

1) How many people are there in your household? _____________________ 

2) How many of them are under 18 years old?_____________________ 

3) How old are the adults in the household? State the number of people in each of the age-brackets: 18 – 29: 
_______  30 – 49:_______ 50 – 64: _________  65+: _________  

4) In which income bracket is the family’s disposable income per month, which is income after tax and including 
benefits?  

               – 29 999 
   30 000 – 49 999 
   50 000 – 69 999 
   70 000 +  

  
5) When was the purchase contract signed for the property?  
Year:  2007  2008 Month:_________________________ 
  
6) How did you live before buying your current home? 

 Own condominium   Own house, terraced/row house, or semi-detached house   Own rental flat 
 Live with parents   Other, e.g. subleasing contract, lodger  

7) Where did you live before moving to your current home?    
 In the same municipality as now    Other municipality in Stockholm County    In another part of the country 

8) What is your (the questionnaire respondent’s) background? 
 Both myself and at least one parent were born in Sweden 
 I was born in Sweden, but both my parents were born outside Sweden 
 I was born abroad 

9) How long did you plan to stay in your new home? 
 less than 3 years  3 years or more  we had no definite plans 

   
Price/financing In this section, you do not need to respond with exact amounts; approximate figures are 
sufficient.

10) What was the price of the property when you bought it?__________________ 

11) If you sold a property in connection with this purchase, what was its selling price?  ___________ 
  
12) How did you purchase your current home? 

 Own investment (state amount):_______________         Loan (state 
amount):_____________________________ 
         
13) Were you helped by relatives or friends, for example, in the form of gifts or favourable loan terms?  
  

 Yes, gift  Yes, loan      No   If yes, state the approximate amount: gift___________  
loan_______________ 

14) If you took out a loan, what type of bank was used?  
 Only ordinary “banks”, like Nordea, Swedbank, Handelsbanken, SBAB 
 Loans from financial institutions specialising in customers that have trouble being approved for a loan in an 

ordinary bank e.g. Bluestep, LånEtt, Bank2 
 Other   
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15) If you have taken out a mortgage, how large a proportion of the mortgage as a percentage (approximately) is 
set on a variable interest rate and how much on a fixed interest rate? 

16a) Mark with a cross how important the following factors were for you when choosing between variable  
and fixed interest. 

16b) Other factors that were significant:____________________________________ 

17) Approximately how much are your mortgage payments per month?____________ 

18) Have you amended or revised the terms of your mortgage during the last six months? 
 Yes, I have fixed the interest on the greater part of the mortgage sum.  
 Yes, I make larger mortgage repayments today  
 Yes, I make smaller mortgage repayments today 
 No 

19) Do you feel worried about managing your living costs during 2009? 
 No, not worried    yes, a bit worried    Yes, very worried 

Mortgage type: Proportion: 
Variable interest/Interest fixed 3 months  
Interest fixed 1 – 2 years
Interest fixed 3 years or more  

Factors: Not at all 
important 

Quite 
important 

Very 
important 

Articles that I read in magazines/newspapers    
News I saw on TV    
Recommendations and tips I was given by  relatives and 
acquaintances 
Recommendations från bank    
Differences in interest rates between fixed and variable 
interest 
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Appendix  3: Guide to American Adjustable-Rate Mortgages and  
Fixed-rate Mortgages28

Fixed-rate mortgages (FRM) 
These generally have repayment terms of 15, 20, or 30 years. Both the interest rate and the monthly payments 
(for principal and interest) stay the same during the life of the loan. 

Adjustable-rate mortgages (ARM) 
An adjustable-rate mortgage (ARM) is a loan with an interest rate that changes. An ARM differs from a fixed-
rate mortgage in many ways. Most importantly, with a fixed-rate mortgage, the interest rate stays the same 
during the life of the loan. With an ARM, the interest rate changes periodically, usually in relation to an index, 
and payments may go up or down accordingly. The initial rate and payment amount on an ARM will remain in 
effect for a limited period.  

With most ARMs, the interest rate and monthly payment change every month, quarter, year, 3 years, or 5 years. 
The period between rate changes is called the adjustment period. For example, a loan with an adjustment period 
of 1 year is called a 1 -year ARM, and the interest rate and payment can change once every year; a loan with a 3-
year adjustment period is called a 3-year ARM.  

For some ARMs, the initial rate and payment can vary greatly from the rates and payments later in the loan term. 
Even if interest rates are stable, rates and payments could change a lot. Beside the initial rate and payment on a 
loan, there could be an annual percentage rate (APR). If the APR is significantly higher than the initial rate, then 
it is likely that the rate and payments will be a lot higher when the loan adjusts, even if general interest rates 
remain the same.  

The interest rate on an ARM is made up of two parts: the index and the margin. The index is a measure of 
interest rates generally, and the margin is an extra amount that the lender adds. 
The payments will be affected by any caps, or limits, on how high or low the rate can go. If the index rate moves 
up, so does the interest rate in most circumstances, and the borrower will probably have to make higher monthly 
payments. On the other hand, if the index rate goes down, the monthly payment could go down. Not all ARMs 
adjust downward, however.  

An interest-rate cap places a limit on the amount the interest rate can increase. Interest caps come in two 
versions:  
A periodic adjustment cap, which limits the amount the interest rate can adjust up or down from one adjustment 
period to the next after the first adjustment, and 
A lifetime cap, which limits the interest-rate increase over the life of the loan. By American law, virtually all 
ARMs must have a lifetime cap. 

Types of ARMs 

Hybrid ARMs 
Hybrid ARMs often are advertised as 3/1 or 5/1 ARMs. These loans are a mix—or a hybrid—of a fixed-rate
period and an adjustable-rate period. The interest rate is fixed for the first few years of these loans—for example, 
for 5 years in a 5/1 ARM. After that, the rate may adjust annually (the 1 in the 5/1 example), until the loan is 
paid off. In the case of 3/1 or 5/1 ARMs: the first number tells you how long the fixed interest-rate period will 
be, and the second number tells you how often the rate will adjust after the initial period. 

Interest-only (I-O) ARMs 
An interest-only (I-O) ARM payment plan allows you to pay only the interest for a specified number of years, 
typically for 3 to 10 years. This allows you to have smaller monthly payments for a period. After that, the 
monthly payment will increase—even if interest rates stay the same—because the borrower must start paying 
back the principal as well as the interest each month. 

                                               
28 The Federal Reserve Board: http://www.federalreserve.gov/pubs/arms/arms_english.htm
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Payment-option ARMs 
A payment-option ARM is an adjustable-rate mortgage that allows the borrower to choose among several 
payment options each month. The options typically include the following: 

a traditional payment of principal and interest, which reduces the owed amount on the mortgage. These 
payments are based on a set loan term, such as a 15-, 30-, or 40-year payment schedule. 

an interest-only payment, which pays the interest but does not reduce the amount owed on the mortgage as 
payments are made. 

a minimum (or limited) payment that may be less than the amount of interest due that month and may not reduce 
the amount owed on the mortgage. If this option is chosen, the amount of interest that the borrower do not pay 
will be added to the principal of the loan, increasing the amount owed and the future monthly payments, and 
increasing the amount of interest one will pay over the life of the loan. In addition, if one pays only the minimum 
payment in the last few years of the loan, one may owe a larger payment at the end of the loan term, called a 
balloon payment.

Many lenders offer more than one type of ARM. Some lenders offer an ARM with an initial rate that is lower 
than their fully indexed ARM rate (that is, lower than the sum of the index plus the margin). Such rates — called 
discounted rates, start rates, or teaser rates — are often combined with large initial loan fees, sometimes called 
points, and with higher rates after the initial discounted rate expires. 









Bank advice about fixed or variable mortgage loan interest rates 

Abstract 
Since the mid 1990´s, Sweden has experienced a period of rapidly rising property prises 
and household indebtedness has kept an even pace. Available information shows that 
housing mortgage costs constitute a major and important part of household spending. The 
choice of interest rate model therefore plays an important part for a household’s financial 
situation and it is difficult for the household to know what interest rate to choose. 

In this paper we have analysed mortgage rate advice given by a bank advisor in 92 monthly 
newsletters during the period 2001–2009. It has been found that:  

• More than half of the interest rate advice was to have both variable and fixed 
interest rates. This is in line with research findings stating that peoples’ aversion to 
taking distinct responsibility for potential losses is strong. It also supports earlier 
suggestions about trust: it is built up slowly but can be destroyed quickly – therefore 
advice will be given cautiously. 

• Interest rate trends (for periods with upwards, downwards and constant trends) did 
not affect the advice: there does not seem to be any relation between the advice and 
interest rate changes from the time of the previous advice. 

• It was hypothesised that when the fixed interest rate level is below 75 per cent of the 
average interest rate during the studied period, the adviser would recommend fixed 
interest rates as it could be considered a way of getting a “cheap” loan over a longer 
period. The calculations show the opposite though: at low fixed interest levels, there 
was never any advice to choose fixed interest rates.  

• There appears to be no significant connection between the advice provided and the 
difference between the variable and fixed interest rate levels. This is not in line with 
previous international research establishing that the difference between fixed and 
variable interest rates in many cases has an impact on the borrower’s choice of 
interest rates. 
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1. Introduction 
Since the mid 1990s, Sweden has experienced a period of rising property prises. According 
to Statistics Sweden (SCB), the price index for one- and two-dwelling buildings has more 
than doubled (120 %) in the period of 1998-2008.1 During approximately the same period, 
the median price of tenant-owned flats increased by 175 per cent when calculated based on 
the entire country. The consumer price index increased with less than 20 % during the same 
period. 

Household indebtedness has kept even paces with property prices. The household 
indebtedness to the mortgage institutes was approximately SEK 549 billion in 1998. The 
equivalent indebtedness in 2008 amounted to approximately SEK 1,334 billion.2 The 
indebtedness has also increased considerably faster than the incomes. At the same time, 
statistics show an increase in household disposable net income by 53 per cent between 1998 
and 2008. 

All available information show that housing mortgage costs constitute a major and 
important part of household spending, and it has been established that the home also 
constitutes a major part of household assets, see for example Campbell & Cocco, 2003. The 
choice of interest rate model therefore plays an important part for a household’s financial 
situation: variable interest rates are often considered to be the cheapest choice in the long 
term (Aminoff & Gusterman, 2006), but it also exposes the borrower to risk, as interest 
rates can rise quickly.  

As can be seen in diagram 1 below there has been a clear change in the borrower’s choice 
of interest rates. Around 1997 less than a third of all new lending had variable interest rates. 
Between the years of 2001 and 2007, approximately 50 per cent of all new loans from the 
mortgage institutions had variable interest rates. A similar increase has occurred in other 
countries as shown by Scanlon, Lunde, & Whitehead (2008). 

                                               
1 Index 1981=100 
2 Statistics from Statistics Sweden (SCB). Please note that the SCB writes: According to a decision by 
Eurostat, the Statistical Office of the European Communities, the SCB has re-classified the Swedish premium 
pension system to a different institutional sector. As of the publication of data for the fourth quarter of 2006, 
the financial statements will list the premium pension system as belonging to the Insurance sector. The 
affected time series for the state, the social insurances sector, the insurance companies and the households 
were re-calculated for the period from 1995 to the fourth quarter of 2006. At the same time, revisions were 
made with regard to data on the temporary management of the PPM funds by the Swedish National Debt 
Office, which were previously missing from the data published in the financial statements. 
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Diagram 1: Borrower’s choice of mortgage loan interest rates. 

In 2008, this share rose even higher to approximately 62 per cent, and during the first three 
quarters of 2009, the share was 70 per cent.3 It can also be mentioned that in the month of 
September 2009, SBAB reported that 91 per cent of new loans had variable interest rates4.  

The Swedish mortgage market has a number of different operators, such as commercial 
banks, mortgage institutes, niche banks, and others. Furthermore, home buyers have a large 
selection of different fixation periods to choose from: there is the variable interest rate (at 
some banks, this is the equivalent of a three month fixation period), and then there are loans 
fixed for various lengths of time. The most common are 1, 3 and 5 years, but many banks 
offer the possibility to borrow for anything from 1 to more than 10 years. 

However, it is not easy for a household to know which choice of interest rate arrangement 
is the best. Previous research indicates that the primary determinants are the interest rate 
difference5, whether the household moves often6, and the household´s income7. With regard 
to income, the results are ambiguous. Brueckner & Follains' results from 1988 show that it 
is primarily households with high incomes that choose variable interest rates8 before fixed 
interest rates (American English, FRM: fixed rate mortgage). However, later studies show a 
different trend: Both Finke, Dhillon and Sirmans (2005) and an Italian study by Paiella & 
Pozzolo (2007) emphasise that it is households with lower incomes that choose variable 
interest rates. 

                                               
3 Statistics from the Swedish Banker's Association website, www.bankforeningen.se 
4 According to SBAB’s monthly statistics on lendings to private clients. 
5 For example, see Baesel & Biger, (1980); Dhillon et al. (1987); Smith, (1987). 
6 For further discussions, see e.g. Dhillon et al. (1987); Brueckner & Follain, (1988);  Brueckner, (1992). 
7 For example, see Brueckner & Follain, (1988); Finke et al. (2005);  Paiella & Pozzolo, (2007). 
8 In much of the literature, the American term “Adjustable rate mortgage”, ARM, is used. In this paper the 
term “variable“ interest rate is used. 
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In a situation where it is difficult for the household to know what is best, it is interesting to 
analyse advice giving by various experts, especially as the purchase of a home is one of the 
largest investments made by a person in his or her lifetime.  One way of obtaining guidance 
on a decision on the choice of interest rates is to obtain advice from their bank advisers, 
who are reasonably considered by many to be experts in the field. With regard to literature 
on financial advisory services not much has been written specifically on mortgages and the 
choice of fixed or variable interest rates. .  

However, in one article within the area of financial advisory services, Andrew Schotter 
found that “People rely on advice from others, even when it comes to financial decisions – 
even if rather uninformed word-of-mouth advice.” In the same article, he states that: “If 
given choice between getting advice or the info that it is based on, subjects tend to opt for 
the advice.” (Schotter, 2003). This indicates that advice provided by a bank adviser is of 
relevance, and that such advice might be viewed by the borrower as a reliable summary of 
current financial trends.  

It can therefore be stated that even though the choice of fixed or variable interest rate has a 
significant impact on household finances, few studies have reviewed the sources on which 
the borrowers’ decisions are based. A source that have an impact on the choice of fixed or 
variable interest rates is the banks (Hullgren, 2010a). This study will therefore take a closer 
look at the advice provided by banks to their customers. This article will not delve on the 
meaning of the term ‘advice’, which will simply be considered to stand for "suggestion on 
how to proceed", "direction"9, ”tip”, or “suggestion”.10

This article has been arranged so that section 2 below deals with the more specific objective 
of the study and its hypotheses, followed by a presentation of the data material. In section 
4, the results are presented, and a more general discussion can be found in the last section. 

2. Objective and hypotheses 

The objective of this study is to chart empirically how a leading Swedish bank has phrased 
their advice to home buyers during the period 2001–2009. The intention is to study the type 
of advice provided, how such advice was phrased, if and how the advice has changed over 
time – i.e., was such advice affected by changes in interest rate levels. The result of the 
study should be of interest for decision making, both for advisers and borrowers.  

To find the underlying explanations of the expert advice and any potential changes to such 
advice, four hypotheses were formulated, based on the conceptions described below. 

Hypothesis 1 The cautiousness hypothesis 

Research from behavioural finance show that there are elements of risk aversion in decision 
making, which advice from a bank economist must be considered to be. For example, one 
study showed that decision makers became more risk averse if they expected their decision 

                                               
9 SAOL, Svenska akademins ordlista (the Swedish Academy Glossary), (1986) 
10 Bonniers svenska ordbok (the Bonnier Swedish dictionary), (1980) 
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to be reviewed by other people. Accordingly, they became more eager to stick to the current 
situation (status quo bias) when pressure increased to take personal responsibility (Tetlock 
& Boettger, 1994).  

Kahneman and Lovallo also established that peoples’ aversion to taking distinct 
responsibility for potential losses is strong (Kahneman & Lovallo, 1993). Further, in a 
study on trust asymmetry, Paul Slovic suggested that trust is built up slowly but can be 
destroyed quickly, sometimes by a single event (Schotter, 1993). This view is also 
supported by Yaniv & Kleinberger, (2000).  

Accordingly, it should be a reasonable hypothesis to assume that advisers are careful and 
want to avoid unhappy customers in case their forecasts are not fulfilled. They will 
therefore suggest that customers divide their loans, regardless of the interest rate situation. 
That way they minimise both their own risk and that of their customers. 
  

Hypothesis 2 The trend hypothesis 

Based on the idea of projected trends, this hypothesis states that the adviser will adjust his 
advice to suit the current interest rate situation in comparison to the situation on the 
previous occasion when advice was provided. For example, the advice would be to fix 
interest rates in a case when the variable interest rate has risen, or change to variable rates if 
interest rates have fallen. The hypothesis is based in the idea that most people have adaptive 
expectations, believing that a change in one direction will be followed by more changes in 
the same direction.  

Hypothesis 3: The level hypothesis 

This hypothesis states that when fixed interest rates are low in absolute terms compared to 
average fixed interest rates over a number of years, e.g. the past five years, the advice will 
be to fix interest rates. Fixing interest at such a period would lead to both low risk and a 
relatively low interest rate. This hypothesis can also be tied to discussions on the 
phenomena “regression to the mean”, i.e. that events/results tend to get closer to the 
average after a number of periods.11 According to this reasoning, there may be expectations 
of an increase in interest rates if it is low in comparison to historic interest rate levels, and 
the adviser will in such situations recommend fixed interest rates.  

Hypothesis 4: The interest rate gap hypothesis 

This hypothesis is based on a simple concept of minimising cost: If the current difference 
between variable and fixed rates is high, in absolute terms or in relation to the average 
difference over a specific period, and the fixed interest rate is higher than the variable rate, 
then it is "expensive” to fix the rate and it will be rational to recommend variable interest 
rates.  

                                               
11 For further information, for example, see Arnott, (1998). 
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3. Data, categorisation and method of analysis 
The study is based on newsletters published by a Swedish commercial bank, in which a 
bank economist has provided advice on mortgage interest rates to customers since 2001. 
The newsletter is roughly one A4 page long (or the equivalent on the website) and is 
generally issued on a monthly basis. It is issued more frequently in connection with major 
events, such as general elections, referendums, and the attack against the World Trade 
Centre in New York. The newsletter is available on the bank website and at their branch 
offices.  

The name of the newsletter creates expectations that it should contain advice specifically on 
mortgage interest rates. The letter contains text only, and is a typical newsletter that starts 
with information on the current global situation and the state of the market, as well as the 
current state in Sweden, possibly including a retrospective view, and almost always ends 
with some form of advice. The newsletter contains the name and photo of the economist 
who issued it. It was the same economist during the whole period. 

The newsletter does not specify to which type of customer the advice is addressed, nor 
which averseness to risk the intended readers might have. Accordingly, the classification 
made in this article does not take customer or customer habits into consideration - it is 
purely based on the newsletter and its sender. 

The article is based on a review of the above mentioned newsletters, from the inception of 
the newsletter in February 2001 until June 2009; a period that has seen both great 
reductions and increases of the repo interest rates set by the Riksbank.12 All in all, there are 
108 newsletters, of which some are slightly revised versions issued in the same month.  

Most of the material was provided by the bank in question, most notably the newsletters 
issued before this study began in 2007. Newsletters from more recent years were obtained 
from the bank website, and it is possible that we may have missed some versions in case 
several versions were issued during the same month. We have only included one newsletter 
per month in our review. In the very few cases where different advice was provided during 
the same month, we have chosen the most recent version. In conclusion, the following 
reasoning deals with a total of 94 newsletters. According to the classification below, there 
are two newsletters that cannot be considered to provide any direct advice. They have been 
eliminated from the more recent calculations, which are therefore based on 92 newsletters. 

The contents of the newsletters have been classified based on how the advice was phrased. 
This classification was first made in early 2008, as the initial thought was to include only 
newsletters issued until the end of 2007. However, as the project was extended, the 
materials were expanded to include newsletter issued until and including June 2009. In 
connection with the extension, we carried out an additional review of the newsletter 
classification to achieve a higher degree of stringency. 
The advice given in the newsletters have been classified in two dimensions: how "strong" 
the advice was and what the content of the advice was. 

                                               
12 In February 2001, the repo interest rate of the Riksbank was 4 per cent. In the Summer of 2005, the repo 
interest rate reached its lowest point at 1.5 per cent, only to rise as high as 4.75 per cent in September 2008. In 
the summer of 2009, the repo interest rate was 0.25 per cent. For further information on the repo interest rate, 
please visit www.riksbank.se.�
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Concerning how "strong" the advice was, a classification into categories as follows has 
been used: 

0 = No advice;  
1 = More vague advice that does not include specific conditions, but rather general 
hedging;  
2 = Specific advice which is conditional upon the situation of the household (if your 
margin is small, if want to know your costs, if you are not a risk taker. In other words, 
turning to the reader); 
3 = Specific advice without hedging. 

The classification was not without complications, as the advice is provided in the body of 
the text and is rarely obvious. The following are examples of phrases and the way I 
classified them: 

”a good alternative could be to fix a part of the loans for a period of two years” = 1 
”Variable is probably cheaper, but the risk is somewhat greater" = 1 
”For those comfortable with fixed rates, the autumn could be the right time to fix 
some” = 2 
”A smaller part fixed, the remainder variable.” (…) If your margins are small, fix a 
larger part, perhaps with a slightly longer life.” = 2 
”In principle: choose variable, but for those comfortable with fixed, now is the time 
fix." = 2 
”If finances are tight – to have a part fixed for five years can be an attractive choice.” 
= 2 
”Fix a smaller part for two years: 65% variable, 35% fixed for two years” = 3 
"One third variable, one third fixed for 2-3 years, and one third fixed for five years, 
feels like a reasonable distribution of the risk" = 3 

Of the 94 newsletters issued by the commercial bank, the distribution among these 
categories was as reported in Table 1. The table also includes the two letters that did not 
contain any direct advice, which were not included in the remaining analysis. 

Table 1 How "strong " the advice was 

No advice = 0 Vague advice = 1 Conditional specific 
advice = 2 

Specific advice 
without hedging = 3 

2 (2.1%) 53 (56.4%) 35 (37.2%) 4 (4.3%)

A rough overview shows that more than half of the advice ended up in category 1 (vague 
advice), and just over a third in category 2 (conditional specific advice). 
The newsletters were also classified based on whether the advice (in categories 1, 2 or 3 
according to the above) recommended variable, fixed, or a mix of both forms of interest 
rate: See table 2.13

                                               
13 One piece of advice was phrased as “no difference either way”. This item was allocated to the mixed 
category.�
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Table 2 Content of advice 

Variable Fixed  Mixed 
32 11 49 

This classification also involved demarcation problems. The advice was classified as a 
”mix” if this word appears in the text, or if words such as ”split”, “mix”, etc are used. The 
advice was classified as ”variable” or ”fixed” if this could be interpreted as the primary 
advice. It is possible that different persons would make a different assessment of the 
material. For details on the classification in each case: see appendix 1. 

Except for the cautiousness hypothesis, the hypotheses were tested with the chi-square-
method. The hypotheses were tested against the null hypothesis, i.e. that there is no 
observed, significant difference in the provided interest rate advice, regardless of current 
interest rate trends, interest rate levels, or the size of the interest rate difference.  The results 
were tested at the 5 per cent level and at the 1 per cent level. 

Comparisons between the variable and the fixed interest rate made during the hypothesis 
testing is based on the variable bank interest rate and the interest rate fixed for two years.14

4. Results 

The cautiousness hypothesis 

To test whether the hypothesis about the advisers´ cautiousness (risk aversion) a simple 
summary was made (table 3). 

Table 3 The cautiousness hypothesis 

Interest rate advice:  Fixed Variable Mixed 
Number (92 in total) 11 (12%) 32 (35%) 49 (53%) 

Accordingly, in this instance it can be found that half of the interest rate advice provided 
during the period from February 2001 to June 2009 was to divide the loans and have both 
variable and fixed interest rates. This could be viewed as being in line with earlier results 
that show that people become more risk averse and take a safer approach if they can be held 
accountable for decisions (or, in this case, for their advice) that affect the financial 
situations of the borrowers. 

The trend hypothesis 

The starting point for the hypothesis testing in this case was the null hypothesis that current 
interest rate trends would not affect the advice. The advice is categorised according to 

                                               
14 The interest rate levels are taken from the SBAB (The Swedish Housing Finance Corporation ) website, 
www.sbab.se, and can be assumed to be comparable to those of other banks. 
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whether they were phrased at a time when the interest rate on loans15 was either higher or 
lower, or at the same level, as at the time of the previous advice/newsletter. (See table 4) 

Table 4 The trend hypothesis 

 Higher interest rate 
level 

Lower interest rate 
level 

Same interest rate 
level 

Fixed 5 3 3 
Variable 11 11 9 
Mixed 14 11 25 

A calculation shows that a chi-square test with four degrees of freedom provides the 
observed value 5.56, which does not exceed the critical value of 9.49. Accordingly, Ho
cannot be rejected, and there does not seem to be any dependency between the advice and 
interest rate changes from the time of the previous advice. 

The level hypothesis 

For the level hypothesis, the starting point was the average fixed interest rate in the studied 
period for mortgages with a two-year fixation period. The hypothesis has been made more 
precise by specifying that if the interest rate for loans fixed for two years is below 75 per 
cent of the average interest rate during the period, then it could be considered beneficial to 
fix the interest rate and this would therefore be recommended.  

During the period from February 2001 to June 2009, the average interest rate on loans fixed 
for two years was 4.48 per cent. Accordingly, the level used to test the level hypothesis is 
3.36 per cent: at interest rate levels below this threshold, the adviser should emphasise that 
fixed interest rates is a beneficial alternative. As before the null hypothesis is that there is 
no relation between the level of the fixed interest rate and the advice provided. 

Table 5 The level hypothesis 

Interest rate level, fixed for two 
years 

� 3.36% < 3.36% 

Advice: fixed interest rate 10 items 0 items 
Advice: variable interest rate 24 items 9 items 
Advice: mixed interest rates 44 items 5 items 

The calculations show that a chi-square test with two degrees of freedom provides the 
observed value of 6.63, which is above the critical value of 5.59 at the five per cent level. 
Accordingly, there appears to be a connection between the advice provided and the interest 
rate levels, and Ho can therefore be rejected.  

So, there is a difference, but the result is the opposite to the hypothesis. In the hypothesis, it 
was assumed that when the fixed interest rate levels was below 3.36 percentage points, the 

                                               
15 In this case, the categorisation was based on the bank's flexible interest rate if the variable interest rate and 
the rate fixed for two years showed different movements. 
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adviser would recommend fixed interest rates. The calculations show that the opposite is 
true: at low fixed interest levels, there was never any advice to fix interest rates. 

The interest rate gap hypothesis 

To test this hypothesis, the interest rate advice for each month has been related to the 
calculated interest rate difference for the same month. The average interest rate difference 
between the variable interest rate and the interest rate fixed for two years was 0,38 
percentage points.  

The basic idea in the interest rate gap hypothesis was that the interest rate recommendation 
should be variable in the months with a relatively large interest rate gap (where the fixed 
interest rate was � 0.38 percentage points above the variable rate) and to fix when the 
difference is small (when the fixed interest rate is < 0.38 percentage points above the 
variable, or when the variable interest rate is higher than the interest rate fixed for two 
years. When the “insurance premium” of a fixed loan is low it would be relatively 
advantageous to fix the interest rate. The null hypothesis is that there is no difference 
between the advice provided in periods with different interest rate gap. 

Table 6 The interest rate gap hypothesis 

Interest rate difference between 
variable rates and rates fixed 
for two years  

� 0.38 percentage points < 0.38 percentage points 

Advice: fixed interest rate 6 items 4 items 
Advice: variable interest rate 13 items 19 items 
Advice: mixed interest rates 31 items 19 items

A chi-square test with two degrees of freedom provides the observed value of 4.59, which 
is not above the critical value of 5.59 at the five per cent level. Accordingly, there appears 
to be no significant connection between the advice provided and the interest rate levels, and 
Ho can therefore not be rejected. It should also be noted that the non-significant trend goes 
in the opposite direction to the hypothesis. 

Control of co-variation between interest rate trends and interest rate gap 

In order to check that the result above did not depend on a co-variation between different 
factors involved, chi-square tests were made for the effect of small and large interest rate 
gaps separately for periods with upwards, downwards and constant trends.   

In the three first the tables below (7a-c), the advice “mixed” was excluded. In the three 
following tables (7d-7e), the advice “mixed” and “fixed” were merged into one category, as 
the number of observations in each cell would otherwise be too small. Ho is as usual that 
the interest rate gap does not have any impact on the choice between fixed and variable 
interest rate. 
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Table 7a  Interest rate advice in case of rising rates compared to the interest rate gap 
between variable and fixed interest rates 

Rising 
interest rates 

Fixed Variable Total 

Large gap 4 7 11 
Small gap 1 4 5
Total 5 11 � 16 

�2=0.85 

Table 7b  Interest rate advice in case of falling rates compared to the interest rate gap 
between variable and fixed interest rates 

Falling
interest rates 

Fixed Variable Total

Large gap 1 4 5
Small gap 1 7 8 
Total 2 11 � 13 

�2=0.13     

Table 7c  Interest rate advice in case of constant interest rate levels compared to the 
interest rate gap between variable and fixed interest rates 

Constant
interest rates 

Fixed Variable Total

Large gap 1 2 3
Small gap 2 8 10 
Total 3 10 � 13 

�2=0.23     

Table 7d  Interest rate advice in case of rising rates compared to the interest rate gap between 
variable and fixed + mixed interest rates 

Rising interest 
rates 

Fixed + mixed Variable Total 

Large gap 13 6 19 
Small gap 7 4 11
Total 20 10 � 30 

�2=0.72     
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Table 7e  Interest rate advice in case of falling rates compared to the interest rate gap between 
variable and fixed + mixed interest rates 

Falling interest 
rates 

Fixed + mixed Variable Total 

Large gap 4 4 8 
Small gap 10 7 17
Total 14 11 � 25 

�2=0.17     

Table 7f  Interest rate advice in case of constant rates compared to the interest rate gap between 
variable and fixed + mixed interest rates 

Constant interest 
rates 

Fixed + mixed Variable Amount

Large gap 20 2 22 
Small gap 7 8 15 
Total 27 19 � 37 

�2=8.85     

The test results show that both in the case of rising and falling interest rates (tables 7a, 7b, 
7d, 7e), the calculations show very low chi-square values, which should indicate that the 
interest rate gap has no impact on the choice between fixed and variable rates, i.e. that the 
adviser provides the same recommendations whether the interest rate gap is large or small. 
Accordingly, Ho cannot be rejected. 

An additional observation is that it is more common with large gaps when interest rates are 
rising than when they are falling. This makes it easy to come to the wrong conclusion when 
adding periods of rising and falling rates without checking the co-variance between interest 
rate gap/interest rate trends, as what seems to be an effect of the interest rate gap could be 
an effect of the fact that interest rates tend to rise when the gap is large. In our previous 
calculation of the trend hypothesis, the chi-square value of 5.56 remained insignificant until 
we arrived at the 24 per cent significance level, so in that case the gap did not have an 
impact on the result. 

With regard to the tests at constant interest rate levels (tables 7c and 7f), there is still no 
difference between large and small interest rate gaps with regard to the recommendation 
fixed-variable after elimination of the advice “mixed” – however, there are very few 
observations in this case. On the other hand, when the advice ”mixed” is included and 
together with "fixed" is posed against the advice “variable”, the interest rate gap becomes 
significant. 

This significant difference should reasonably be construed as follows: in case of invariable 
interest rates and large interest rate gaps, the adviser increasingly recommends an interest 
rate mix, and when the interest rate gap is small, the adviser increasingly recommends 
variable interest rates. 
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This means that the original interest rate gap hypothesis, that fixed interest rates are 
recommended in situations when it is cheap to fix, does not find any support. Quite the 
contrary - the recommendations to mix the loans and keep a smaller portion of the loans at 
variable rates tend to increase when it is “expensive” to fix, even though there is no interest 
rate trend. 

5. Summary and discussion 

The objective of this article was to study how a leading Swedish bank economist 
formulated advice to home buyers on mortgage rate interest in the period 2001–2009, and 
how such advice might have changed over time.  

To find the underlying explanations for the expert advice and potential changes in such 
advice, four hypotheses were formulated:  
• The cautiousness hypothesis: Advisers are careful and want to avoid unhappy 

customers if their forecast/advice does not come true. Therefore, they will suggest that 
the customers divide up their loans, regardless of the interest rate situation on the 
market. 

• The trend hypothesis: Advisers will adjust their advice to the current interest rate 
situation compared to the situation at the previous time of advice. This would mean, for 
example, that the advice will be to fix interest rates if the variable interest rate has risen, 
or to keep it variable if the rate has decreased.  

• The level hypothesis: Advisers will adjust their advice by looking at historic interest 
rate levels. When fixed interest rates are low in absolute figures compared to the 
average fixed interest rate over the past five years, the advice will be to fix interest 
rates.  

• The interest rate difference hypothesis: Advisers will recommend a variable interest rate 
if the difference between current variable and fixed interest rates is large, given that the 
fixed interest rate is higher than the variable, i.e., they will recommend variable interest 
rates when it is "expensive" to fix. 

With regard to the cautiousness hypothesis, we are able to state that the material does not 
allow a formal test, but the material shows that over half (53%) of the advice belonged to 
the “mixed” category, i.e. to divide the loans on both variable and fixed interest rates. This 
is also entirely in line with the research that shows that decision makers avoid sticking their 
necks out. 

Of the other three hypotheses, only in the case of the level hypothesis could we find any 
significant effect on the advice.  However, the results showed that the significant difference 
we found meant quite the opposite: at low fixed interest rate levels, there were no 
recommendations to fix interest rates, but rather an increased amount of recommendations 
in favour of variable and mixed rates. 
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The fact that the interest rate gap hypothesis found no support in our calculations 
contradicts much of the previous research. As previously mentioned, it has been established 
in a number of studies that the difference between fixed and variable interest rates has an 
impact on the borrower’s choice of interest rates. However, according to this study, interest 
rate differences have not had any impact on the adviser’s recommendations. 

This article has provided a first step towards the study of the contents of mortgage interest 
rate advice and can as such hopefully be built on, for example by an extension of the 
materials to include advice provided by other banks and/or mortgage institutions. 
The study has not touched on the customers’ perception of the advice or how the 
customers’ personality traits affect their choice of fixation periods. This would also be a 
natural extension in future research.  
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Appendix 1: Materials for the categorisation of bank advice 

The following is a “guide” to the categorisation of interest rate advice. How the texts should be categorised is 
rarely obvious, as a newsletter can contain many more or less obvious suggestions, depending on future 
economic developments and/or the reader’s own situation and disposition towards risk. To enable us to move 
forward, the categorisation was made as follows:  

When the advice includes expressions such as ‘reason for either or’, ‘Split’, ‘in combination’, ‘Mix’, 'Spread 
the risk’, or 'Mix adjustable and fixed', the advice was categorised as ‘mixed’. This also applied to the 
instances where the same newsletter contains several recommendations. 

To the extent that expressions like ’Advantage’, ’Predominance’, ‘Primarily’, ‘Attractive’, ‘Pays off', etc. 
have been used, the recommendations have been categorised to the category recommended by the issuer, as in 
the following examples: 

Example: ”Obvious advantage”/”Advantage” 
• If you can withstand a higher interest rate in the short term, variable rates have the advantage.  
• Variable is advantageous. 
• Variable will be advantageous when the economic situation evens out later on. 

Example: “Weighing towards” 
• A predominance of variable does not seem too risky.
• Continued reasons for predominantly variable rates.
• Many others count on the Riksbank to change its mind and start to decrease in the autumn. A few people 

believe that the Riksbank will need to raise them once more. This speaks for a predominantly variable 
rate. 

Example: “Primarily” 
• Otherwise, there are continued reasons to primarily choose variable. 
• Choose primarily variable. Cheaper than fixed. 

Example: “The larger part" 
• As we cannot expect a lower variable interest rate, it will pay off to choose fixed for the larger part. 
• There are still reasons to choose fixed for the larger part, with shorter fixation periods. 
• Instead, the weaker economic situation strengthens the reasons to choose variable rates for a larger part. 

Example: “Attractive” 
• Variable has become more attractive after the latest decrease.
• Fixed for one or two years is attractive, following the fall on the stock market.  
• Over time, variable interest rates tend to pay off, and it still remains at an attractive level.  

Examples: ”Pays off”/”Good deal”/”Cheapest” 
• Fixed for one or two years can be a good deal. 
• Variable is often cheaper but entails greater risk. Accordingly, it is a good deal to choose variable for 

those comfortable with the risk 
• Variable or ”almost variable” is still the cheapest option. 
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Appendix 2: Classified advice on interest rate choice, February 2001-  
June 2009 
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Appendix 3: Interest rate levels January 2001-200916 (in per cent) and the 
advice given by the bank adviser at the time. 

A= Variable/3 month, F= Fixed rate, M= Mix  

            Date 
Variable or 3 

months 
Approx. 
2 years Difference Advice

2001-01-01 5.00 5.55 0.55 
2001-02-01 5.05 5.30 0.25 M 
2001-03-01 5.05 5.30 0.25 M 
2001-04-01 5.10 5.10 0.00 
2001-05-01 5.00 5.40 0.40 M 
2001-06-01 5.15 5.70 0.55 
2001-07-01 5.35 6.05 0.70 
2001-08-01 5.45 5.85 0.40 A 
2001-09-01 4.90 5.20 0.30 A 
2001-10-01 4.90 5.20 0.30 A 
2001-11-01 4.90 5.20 0.30 A 
2001-12-01 4.90 5.25 0.35 A 
2002-01-01 4.90 5.25 0.35 A 
2002-02-01 4.85 5.75 0.90 F 
2002-03-01 5.00 5.95 0.95 A 
2002-04-01 5.20 6.10 0.90 A 
2002-05-01 5.35 6.05 0.70 A 
2002-06-01 5.45 6.15 0.70 A 
2002-07-01 5.45 6.00 0.55 F 
2002-08-01 5.45 5.70 0.25 M 
2002-09-01 5.45 5.65 0.20 M 
2002-10-01 5.45 5.45 0.00 
2002-11-01 5.35 5.50 0.15 M 
2002-12-01 5.20 5.20 0.00 M 
2003-01-01 4.85 4.95 0.10 M 
2003-02-01 4.85 4.85 0.00 F 
2003-03-01 4.75 4.50 -0.25 M 
2003-04-01 4.60 4.80 0.20 F 
2003-05-01 4.60 4.75 0.15 F 
2003-06-01 4.50 4.10 -0.40 M 
2003-07-01 4.05 3.90 -0.15 M 
2003-08-01 3.80 4.05 0.25 M 
2003-09-01 3.85 4.40 0.55 M 
2003-10-01 3.85 4.35 0.50 M 

                                               
16 Mortgage rate figures taken from the internet site of SBAB 
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2003-11-01 3.85 4.60 0.75 M 
2003-12-01 3.85 4.60 0.75 M 
2004-01-01 3.85 4.25 0.40 M 
2004-02-01 3.85 4.05 0.20 M 
2004-03-01 3.60 3.90 0.30 M 
2004-04-01 3.10 3.35 0.25 
2004-05-01 3.10 3.65 0.55 M 
2004-06-01 3.10 3.80 0.70 M 
2004-07-01 3.10 3.80 0.70 M 
2004-08-01 3.10 3.70 0.60 M 
2004-09-01 3.10 3.70 0.60 M 
2004-10-01 2.99 3.70 0.71 M 
2004-11-01 2.99 3.60 0.61 A 
2004-12-01 2.99 3.50 0.51 M 
2005-01-01 2.99 3.35 0.36 M 
2005-02-01 2.99 3.25 0.26 A 
2005-03-01 2.95 3.25 0.30 A 
2005-04-01 2.95 3.35 0.40 M 
2005-05-01 2.95 3.05 0.10 
2005-06-01 2.89 3.00 0.11 M 
2005-07-01 2.53 2.60 0.07 
2005-08-01 2.53 2.60 0.07 A 
2005-09-01 2.45 2.85 0.40 A 
2005-10-01 2.45 2.85 0.40 A 
2005-11-01 2.45 3.05 0.60 M 
2005-12-01 2.44 3.20 0.76 M 
2006-01-01 2.59 3.38 0.79 M 
2006-02-01 2.59 3.38 0.79 M 
2006-03-01 2.79 3.49 0.70 A 
2006-04-01 2.98 3.58 0.60 M 
2006-05-01 2.98 3.72 0.74 M 
2006-06-01 2.98 3.82 0.84 M 
2006-07-01 3.23 4.02 0.79 M 
2006-08-01 3.23 4.02 0.79 M 
2006-09-01 3.23 4.22 0.99 M 
2006-10-01 3.43 4.22 0.79 M 
2006-11-01 3.68 4.22 0.54 M 
2006-12-01 3.68 4.22 0.54 M 
2007-01-01 3.75 4.37 0.62 M 
2007-02-01 3.90 4.47 0.57 M 
2007-03-01 4.05 4.47 0.42 F 
2007-04-01 4.10 4.51 0.41 M 
2007-05-01 4.10 4.72 0.62 M 
2007-06-01 4.22 4.72 0.50 F 
2007-07-01 4.22 4.90 0.68 M 
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2007-08-01 4.35 4.90 0.55 F 
2007-09-01 4.45 4.99 0.54 F 
2007-10-01 4.75 5.02 0.27 F 
2007-11-01 4.83 5.02 0.19 M 
2007-12-01 5.25 5.10 -0.15 M 
2008-01-01 5.30 5.30 0.00 M 
2008-02-01 5.05 4.81 -0.24 A 
2008-03-01 5.25 5.01 -0.24 A 
2008-04-01 5.40 5.12 -0.28 A 
2008-05-01 5.40 5.39 -0.01 A 
2008-06-01 5.50 5.77 0.27 M 
2008-07-01 5.67 6.20 0.53 
2008-08-01 5.79 6.10 0.31 A 
2008-09-01 5.79 5.95 0.16 A 
2008-10-01 6.40 5.99 -0.41 A 
2008-11-01 5.90 4.98 -0.92 A 
2008-12-01 5.44 4.54 -0.90 A 
2009-01-01 3.55 3.85 0.30 A 
2009-02-01 3.14 3.45 0.31 A 
2009-03-01 2.35 2.86 0.51 A 
2009-04-01 2.21 2.91 0.70 A 
2009-05-01 1.99 2.80 0.81 A 
2009-06-01 2.04 2.90 0.86 A 

               M=4.10                M=4.48              M=0.38 




