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Fast Comment Sweden

Out of sync with global central bank peers; March Riksbank

monetary policy decision

Policy rate kept unchanged at 4%, and guidance opens door to cut as soon as May

Updated policy rate forecast shows 3 cuts in 2024 but then only a moderate drop to 2.6% in 2027

In line with our forecast of 3 cuts in 2024, we stick with our view of an initial cut in June

Policy rate kept unchanged at 4%, guidance opens door to cut as soon as May

The Riksbank left its policy rate unchanged at 4%, as fully expected by economists and priced in by the markets. The forward
guidance change since the February decision was a noticeable surprise in the dovish direction, we judge. The door to a May
policy rate cut – earlier than all comparable global central bank peers – is wide open, even if the wording of the press release is
a cut in "May or June if inflation prospects remain favourable". By our calculation, the Riksbank's published policy rate forecast
implies a 56% likelihood of a May cut, and governor Erik Thedéen stated it as both "about 50% probability (for May)" and "high
probability for May (conditional on forecasts materialising)" at the press conference. 

It may feel like an eternity since the last full monetary policy report back in November, and that is underscored with abundant
clarity by the Riksbank's substantial forecast revisions. For 2024–25, GDP has been revised upwards, unemployment down and
inflation up. All the while, the policy rate forecast has been cut substantially (as expected).

All told, the market impact was muted in terms of the 2Y bond yield and the krona reaction. Market pricing shows a somewhat
higher probability for a May cut after the announcement.

Revamped policy rate forecast shows 3 cuts 2024

The hallmarks of the 2024 central bank play book are featured in today's Riksbank statement. A new key phrase is that the
Riksbank "wants further confirmation that inflation will stabilise close to the target", echoing the uncertainty expressed by other
central banks. "We need to feel our way forward", said Thedéen. But in other instances, the Riksbank comes across as
surprisingly confident, e.g. by stating that the "need for contractionary monetary policy declines", instead of the February
communication (link in appendix below) that "contractionary monetary policy is still needed to stabilise inflation close to the
target".

The Riksbank's gained confidence seems to stem from the conviction that since February the assessment "that there is less risk
of inflation becoming entrenched..." is even "continuing to decline". The message is muddied, however, by the signal that the
Riksbank still sees unbalanced inflation risks, with a focus on upside risks, keeping the phrase "emphasises that there are risks
that could cause inflationary pressures to rise again", and mentioning the krona weakening as one such key risk. The Riksbank's
conclusion from that is "policy should... be adjusted cautiously going forward, in the form of gradual cuts". How can we reconcile
these two assessments with the Riksbank's new policy rate forecast showing 3 cuts fully expected in 2024? We had expected a
somewhat smaller shift in the overall communication at this stage, given not least the inflation uncertainty, with a policy rate path
signalling roughly two cuts in 2024. 

In line with our forecast of 3 cuts in 2024, we stick with a first cut in June

We stick to our forecast that the first cut will come in June, but the Riksbank's new policy rate forecast brings some risk to our
forecast. Beyond the start of the cutting cycle, today's monetary policy announcement supports our forecast for gradual cuts
during 2024–25.

The reason we still do not see a May cut as the main scenario is that ahead of the May and June Riksbank meetings, there is a
range of potential sources of significant setbacks on the disinflation path. And the Riksbank's new inflation forecast is optimistic
in the short term, implying high sensitivity in the Riksbank's data- and forecast-dependent decisions. Sources of potential
setbacks:
i. – Inflation staying above monthly rates that would be consistent with sustained achievement of the 2-percent target.
ii. – Still-weak, or weaker, krona – a risk that Thedéen focused on at the press conference, saying it would be impactful for near-
term policy decisions.
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iii. – Continued reacceleration of PPI inflation on the back of the global PPI pickup, which will eventually drive consumer goods
prices. Or, more generally, high global inflation, which inevitably spills into to the Riksbank's inflation forecasts for Sweden, as a
small open economy. The importance of global inflation was acknowledged by both Thedéen and the head of the monetary
policy department, Åsa Olli Segendorf, at the press conference.
iv. – Signs of wage growth remaining fast even as we enter the second, lower year of the central agreements, i.e. implying rising
wage drift in the labour market.

Please see the full PDF version of this comment to access the full research links appendix.

Johan Löf, +46 709 391 283, johan.lof@handelsbanken.se
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Appendix: Handelsbanken research on inflation and monetary policy

The most recent

flagship reports and key

regular comments

Global Macro Forecast report; 
--- (Swedish / English with international focus)
The Ins and Outs of Swedish Real Estate; 
--- (Swedish / English summary)
"Softer inflation than expected, but details remain worrisome";
--- February CPI report
"A large step toward rate cuts";
--- February Riksbank monetary policy decision
 

Key in-depth analyses Inflation
"Do not expect service price inflation to normalise and do not worry too much about it";
--- Macro Comment, December 14, 2023
"Brave new nominal world"; 
--- September 2023 (Swedish, p. 20-23 here / English, p. 9-12 here)
"The green transition will be inflationary"; 
--- January 2023 (p. 13-14 here)
"What stops a new high-inflation regime"; 
--- September 2022 (p. 15-17 here)
   
Monetary policy and interest rates
"The Riksbank's asset purchases: Limited effect at high costs – Swedish National Audit Office";
--- Fast Comment, December 6, 2023
"The krona's role in carry strategies";
--- FX Pilot, Nov 17, 2023 (English / Swedish)

mailto:johan.lof@handelsbanken.se
https://reonapi.researchonline.se/f/reqzbOMJNEqkADSmAEYwtA2
https://reonapi.researchonline.se/f/oHnwOGjsEE2nhnsfm8t3yg2
https://reonapi.researchonline.se/f/Sz26wm7AvUSjGX7vDmyB9g2
https://www.researchonline.se/document/9rVTCFkk7EasB1bPFEDnSw2
https://reonapi.researchonline.se/f/6m0tsUbD_kqhLkXVmZHDkQ2
https://reonapi.researchonline.se/f/dwuQiGdrrkuQ4nwCcFKnbg2
https://reonapi.researchonline.se/f/F9u20iCM5kqTpXspWtML6g2
https://reonapi.researchonline.se/f/otoxoc6ZXUewT2si04sPQw2
https://reonapi.researchonline.se/f/_bVAOaumiUiOEyDEAAZkfQ2
https://reonapi.researchonline.se/f/8ZWicm0dskaKf5mEdH-zBw2
https://reonapi.researchonline.se/f/ftppPiVJNEa4zwPQH8cV5A2
https://reonapi.researchonline.se/f/Zn_CqiX8g0CcRMd2cgwSEg2
https://reonapi.researchonline.se/f/ZAvJnZ6mLE6SpRe36ynlIw2
https://reonapi.researchonline.se/f/KrW6QZULhk6POhHngHU0lw2


MACRO RESEARCH 27 Mar 2024 • 11:42 CET

Page 3 of 4

"Fed models support the case that the "bond vigilantes" are back";  
--- Macro Comment, October 6, 2023
"A currency hedged FX reserve is no FX reserve";
--- FX Pilot, October 5, 2023 (English / Swedish) 
"Neutral interest rates on the rise again"; and
"From QE to QT — Smooth transition or turbulent pivot?";
--- January 2023 (p. 7 and p. 9, respectively, here)
"Time to pay the piper – The Riksbank's QE programme largesse is not a free government lunch";  
--- Macro Comment predicting that the Riksbank would need a much bigger recapitalisation from the
treasury than it initially signalled, October 26, 2022
 

https://reonapi.researchonline.se/f/R6UmTB4PiUO3fusgoZDTOQ2
https://reonapi.researchonline.se/f/CkjSd7Z5gUq3P0KzO6ITWg2
https://reonapi.researchonline.se/f/fkNMd_mVx0qNiDu1mT3Ybg2
https://reonapi.researchonline.se/f/8ZWicm0dskaKf5mEdH-zBw2
https://reonapi.researchonline.se/f/zrbMTgU_vUKwKfS0ZZOtog2
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Research disclaimers
Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to herein as ‘SHB’), is
responsible for the preparation of research reports. SHB is regulated in Sweden by the Swedish Financial Supervisory Authority,
in Norway by the Financial Supervisory Authority of Norway and in Finland by the Financial Supervisory Authority of Finland. All
research reports are prepared from trade and statistical services and other information that SHB considers to be reliable. SHB
has not independently verified such information.

In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for any direct, indirect,
special or consequential damages arising out of any use of the information contained in the research reports, including without
limitation any lost profits even if SHB is expressly advised of the possibility or likelihood of such damages.

The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and accurately reflect the
personal views of the respective analysts at this date and are subject to change. There can be no assurance that future events
will be consistent with any such opinions. Each analyst identified in this research report also certifies that the opinions expressed
herein and attributed to such analyst accurately reflect his or her individual views about the companies or securities discussed in
the research report. This research report does not, and does not attempt to, contain everything material that there is to be said
about the company or companies described herein. For additional information about our research methodology please visit,
https://www.researchonline.se/desc/disclaimers

Research reports are prepared by SHB for information purposes only. The information in the research reports does not
constitute a personal recommendation or personalised investment advice and such reports or opinions should not be the basis
for making investment or strategic decisions. This document does not constitute or form part of any offer for sale or subscription
of or solicitation of any offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in
connection with any contract or commitment whatsoever. Past performance may not be repeated and should not be seen as an
indication of future performance. The value of investments and the income from them may go down as well as up and investors
may forfeit all principal originally invested. Investors are not guaranteed to make profits on investments and may lose money.
Exchange rates may cause the value of overseas investments and the income arising from them to rise or fall. This research
product will be updated on a regular basis.

No part of SHB research reports may be reproduced or distributed to any other person without the prior written consent of SHB.
The distribution of this document in certain jurisdictions may be restricted by law and persons into whose possession this
document comes should inform themselves about, and observe, any such restrictions.

The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or existing debt issuances.

https://www.researchonline.se/desc/disclaimers

