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SEK outlook – short, medium and long term 

• In the short term, the krona is in the hands of the Fed, which needs to start its rate cuts

• In the medium term, the krona should benefit from better functioning markets...

• … a more expansionary fiscal policy and a tighter monetary policy compared with the
period 2013-2019

• In the long term, several factors point to the krona being undervalued
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Short-term – SEK in the hands of the Fed 

This theme has characterised the FX market, and the 
krona in particular, since the central banks realised 
just over two years ago that inflation needs to be 
combated with higher interest rates. Since then, the 
krona has weakened as a result of rising global 
interest rates and the increased concern about the 
global – and not least the Swedish – economy. In this 
environment, risk appetite in the foreign exchange 
markets has been low, and this has further fuelled 
the depreciation of the krona.  
 

 
Since the beginning of the year, the krona has 
weakened by about 3 percent against the euro and 
5 percent against the dollar. During the first few 
months, the weakening was driven by global factors, 
i.e. that interest rates in the US, Europe and Sweden 

rose as a result of the market delaying the expected 
interest rate cuts. For most of the past two months, 
these global factors have reversed slightly, and the 
dollar has weakened. However, the krona still 
struggled as the appreciation was counteracted by 
domestic factors, in the form of decreasing Swedish 
interest rates as the market priced in more interest 
rate cuts from the Riksbank.  
 

 
 

The process is captured well in the model above. It 
also shows that, despite headwinds from both global 
and domestic factors, the krona has strengthened 
somewhat over the past week; a strengthening which 
the model fails to capture. Instead, the model 
suggests the krona is stronger than its short-term fair 
value, and there is thus some risk of a rebound 
towards weaker levels again in the near future.  
  

Summary 
  
This FX pilot is based on the theme article on the krona published in our latest Konjunkturprognos in May 2024 
(link here, in Swedish). Here we summarise the most important conclusions and add a few new insights. 
 
The krona is at weak levels, but there are a number of factors that indicate that it will strengthen in the future. 
In the short term, the Fed needs to initiate interest rate cuts in order for the risk appetite to return in the foreign 
exchange markets. 
 
In the medium term – two to five years – we believe that the Riksbank's monetary policy will be somewhat tighter 
than it was in 2013-19, when the krona weakened. This is largely driven by the side effects seen from the 
extremely expansionary monetary policy pursued during that period. Strong public finances pave the way for an 
expansionary fiscal policy going forward, which should benefit the krona since many other countries have 
significantly more strained public finances. Increased government borrowing coupled with the Riksbank 
reducing its bond holdings are helping to bring life to the Swedish government bond market, and the resulting 
improved liquidity should attract foreign investors and lead to a stronger krona. Households' and funds' savings 
in foreign assets have probably contributed to weakening the krona over the past ten years, and there is a risk 
that this effect will persist. 
 
In the long term, there are several structural, economic factors that indicate that the krona is undervalued and 
should therefore strengthen. We conclude that the appreciation of the krona will be somewhat slower than we 
previously had in our forecasts. This is partly motivated by the fact that it may take time for investors to change 
their fundamental view of the Riksbank's monetary policy and thus the krona.  

https://reonapi.researchonline.se/f/xzttJ_CAkEaIw2oEX-AZjg2
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As we already concluded above, in the short term, a 
lot is about the Fed. When it feels confident enough 
to initiate interest rate cuts, the krona and other 
cyclical currencies will strengthen. 
 

Several factors point to a stronger krona in 
the medium term  

If we look beyond the shortest term and instead think 
about the medium term, say two to five years ahead, 
there are a number of factors that speak in favour of 
a stronger krona and, at the same time, a few factors 
that counteract the appreciation. 
 

During the period 2013-20, the krona weakened 
significantly, as the exchange rate against the euro 
went from 8.50 to 10.50, and the exchange rate 
against the dollar went from 6.50 to 9.50. There are 
several explanations for the weakening, but one of 
the most important is probably monetary policy. 
During this period, the Riksbank had problems with 
inflation that was below the target of two percent, and 
in response it conducted a very expansionary 
monetary policy. The policy rate was lowered to 
negative levels, large volumes of government bonds 
were purchased, and a mandate was acquired that 
gave the Riksbank board the ability to intervene 
quickly in the foreign exchange market if the krona 
were to appreciate. A weakening of the krona was 
one of the sub-objectives of the monetary policy 
strategy, since a weaker krona could lead to higher 
inflation. A weaker krona was obtained, and possibly 
it also led to slightly higher inflation, although this is 
difficult to determine.  
 

 
 

In recent years, the side effects of the ultra-
expansionary monetary policy have become 
increasingly visible. The negative interest rate 
received great criticism from the public, who 
wondered why, in the years before the pandemic, the 
Riksbank had a "crisis rate" when the economy was 
actually doing well. It was then abandoned, and 
despite relatively low inflationary pressures, it 
managed to raise the policy rate to zero in two steps 
in 2018 and 2019.  

 

When policy rates rose sharply in 2022 and 2023, the 
next major side effect was exposed, namely the 
losses that the Riksbank made when the bonds it 
had bought fell in value. But that's not the only side 
effect of the purchases. Even before that, it was clear 
that the market for government bonds, in particular, 
was functioning increasingly poorly, in the wake of 
the Riksbank buying bonds and thus removing them 
from the market.  
 

Looking ahead, we believe that the Riksbank will 
avoid this type of extremely soft monetary policy. 
Partly of its own volition, partly because the new 
Sveriges Riksbank Act makes it more difficult to use, 
for example, bond purchases to drive up inflation. As 
the Riksbank's QT programme progresses, and the 
balance sheet normalises, the volume of outstanding 
bonds (the "free float") in the market increases. This 
will make the market work better, which in turn will 
attract foreign investors back to the krona. We have 
already seen examples of this, in the Riksbank's own 
financial market survey. In the chart below, you can 
see how market participants now have a much more 
positive view of the functioning of the government 
bond market. 
 

 
Source: Riksbank financial market survey 2024:1   

Our view is therefore that the Riksbank will stick to a 
somewhat tighter monetary policy going forward, 
and that it can thus tolerate a situation where inflation 
deviates by a few tenths from the target, on either the 
upside or the downside. In that case, the Riksbank's 
communication will be important in order to be able 
to achieve that strategy. Perhaps we can already see 
some signs of that kind of strategy. In the latest 
minutes, after the meeting in May, Erik Thedéen 
spoke about inflation and that it may deviate from the 
target by a few tenths, and then concluded with:  
 

"In this regard, it is important that we and other actors 
have realistic expectations of what monetary policy 
can achieve." 

- Erik Thedéen, Minutes of May 2024 
 



FX Pilot, 3 June 2024 

 

Another factor that has driven the krona depreciation 
over the past ten years is that Swedish households 
and funds, to a large extent, have saved in foreign 
assets, which has meant a steady sale of kronor. 
This is not just a factor that is specific to Sweden. 
The IMF has shown that there is increasing global 
interest in investing in US assets, which of course 
has given support to the dollar. Interest in US assets 
will most likely not decrease going forward, given the 
development of tech and AI. Hence, there is a risk 
that the flows from Swedish households and funds, 
will persist and weigh against the krona.  
 

 
 

On the other hand, one factor that should be able to 
support the krona in the next few years is the scope 
for an expansionary fiscal policy. Sweden has a very 
low national debt compared to most other countries.  
 

The krona undervalued in the long term  

In the long term, say ten years ahead, we usually talk 
about so-called "equilibrium rates". This is a level at 
which the exchange rate tends to be drawn in the 
long term, given that all cyclical and temporary 
shocks in the system subside. We will never have 
such a reality – there will be new 
shocks/disturbances, and new economic fluctuations 
– but it is nevertheless useful to think in terms of 
equilibrium exchange rates when forecasting 
exchange rates. 
 

A common approach is to use models to estimate an 
equilibrium exchange rate. There are a number of 
different models, and each has its strengths and 
weaknesses. A fairly simple one is purchasing power 
parity, which is based on the real exchange rate 
returning to its long-term value, which is often 
estimated as the historical average. Then the 
question arises as to which price index to use to 
calculate the real exchange rate, and depending on 
which one you choose, you can get very different 
answers. The figure below shows two examples, 
where the OECD price index gives an equilibrium 
rate of SEK 10.80 per euro, while the HICP gives an 
equilibrium rate of SEK 9.40 per euro. In both cases, 

the krona is currently undervalued, but the difference 
between the equilibrium exchange rates is large.  
 

  
Some other models instead take the balance of 
payments as a starting point, and then it is common 
to look at the current account, the terms of trade, 
and, for example, the relative productivity of the 
different countries. Even in this type of model, the 
krona is undervalued. For example, it can be stated 
that Sweden has had a stronger productivity growth 
than the eurozone, which should have contributed to 
a stronger krona. 
 

 
 

In light of both the models and the other longer-term 
factors, we conclude that the long-term equilibrium 
exchange rate of the krona against the euro is about 
SEK 10, and against the dollar about SEK 8.50. 
There is, of course, great uncertainty about these 
estimates, but what one can at least feel reasonably 
confident about is that the krona is undervalued and 
should therefore move towards stronger levels, in 
both the short and long term. An important factor, as 
we have discussed, is that foreign investors are 
changing their view of the Riksbank and thus also the 
krona. This transition may take time, and this is 
reflected in our forecasts in that the appreciation of 
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the krona is relatively slow. Even within our forecast 
horizon – the end of 2026 – the krona will not reach 
its long-term equilibrium exchange rates. 
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Risk warning 
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