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Motivation

What can security lending facility (SLF) volumes tell us about 

government bond market developments?

- Usage of SLF under different market conditions

- Factors that drive the usage of the facility

- Market functioning and liquidity
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Novelty of this analysis

• Using data on SLF to study changes in the government bond market 

functioning

• Granular data: Daily observations in several dimensions

• Longest data set: 2002-2021
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Purpose of the SLF

• As part of its financing strategy, the Swedish DMO operates a security 

lending facility

• The primary aim of the SLF is to contribute to the liquidity of the Swedish 

government debt and support the smooth functioning of short-term funding 

markets 

• The repo facility allows primary dealers to obtain bonds outside the regular 

securities auctions in the primary markets

• The facility is intended to be a last resort mechanism 

• The DMO acts as a “securities lender of last resort”
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Three types of SLF

• O/N - Overnight
• One day loans of government securities against cash from today until tomorrow

• Prevents delivery failures

• T/N - Tomorrow next
• One day loans of government securities against cash from tomorrow until the day after

• Supports primary dealers to fulfill their market making commitments and deliveries

• Swap
• One week loans of government securities against government securities from tomorrow 

• Supports primary dealers to fulfill their market making commitments and deliveries
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Long-term trends and significant changes…

Declining central government debt Central bank purchases of government bonds

Note: Central bank holdings as a share of domestic government

securities eligible for asset purchase program

Note: Central government debt including on-lending 

and assets under management.
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… have led to lower availability of bonds…

Available nominal government bonds at the market
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… and to changes in market functioning 
and investor behavior
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Perceived liquidity of government bonds Foreign ownership of government bonds
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Note: Score relates to ranking of liquidity in an annual investors’ survey. 

A higher score stands for higher liquidity
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Usage of the SLF mirrors the history of 
crises and changes affecting the market
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Different types of SLF are used differently

O/N T/N Swap

Prevents delivery failures Supports primary dealers to fulfill

market making commitments and deliveries
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Formal analysis

• Panel regression with bond and time fixed effects

• QE period i.e. 2015-2021

• Nominal bonds included in QE programme (14 bonds)

• Monthly aggregates 

𝑆𝐿𝐹𝑖,𝑡 = 𝛼𝑖 + 𝛽1𝐻𝑜𝑙𝑑𝑖𝑛𝑔𝑠𝑖,𝑡−1 + 𝛽2𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠𝑖,𝑡 +

𝛽3𝐼𝑠𝑠𝑢𝑎𝑛𝑐𝑒𝑖,𝑡−1 + 𝛽4𝑉𝑜𝑙𝑡 + 𝛽5𝑅𝑆𝑑𝑢𝑚𝑚𝑦𝑡 + 𝜖𝑖,𝑡
Price change 

in repo swap 

facility
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QE significantly 

increases SLF 

volumes

Issuance 

decreases SLF 

volumes

Market 

volatility/stress 

lowers SLF 

volumes indicating 

flight to liquidity

Pricing change did 

not have 

significant effect 

on SLF volumes

Panel regression I
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Increased issuance 

lowers the usage of 

SLF

QE program increases 

SLF volumes in all SLF 

types

Higher volatility/ stress 

in the market lowers 

the SLF volumes

Price change in repo 

swap facility did not 

affect total SLF 

volumes…

... it caused a 

substitution effect 

Panel regression II
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Conclusions

• Usage of the SLF increases during crisis periods

• QE policies have had a persistent influence on the usage of the facility and primary 

dealers’ demand, while the pandemic crisis effect was short-lived

• Our results show that flight to quality and flight to liquidity can be opposing forces in 

the government bond market

• The terms and conditions attached to a DMO’s SLF are a powerful policy tool and 

changes can bring significant shifts in the usage of the SLF
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