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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

Handelsbanken cCapital Markets

Handelsbanken capital Markets



FX Pilot, 3 June 2024

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.

rose as a result of the market delaying the expected

Short-term — SEK in the hands of the Fed interest rate cuts. For most of the past two months,

This theme has characterised the FX market, and the these global factors have reversed slightly, and the
krona in particular, since the central banks realised dollar has weakened. However, the krona still
just over two years ago that inflation needs to be struggled as the appreciation was counteracted by
combated with higher interest rates. Since then, the domestic factors, in the form of decreasing Swedish
krona has weakened as a result of rising global interest rates as the market priced in more interest
interest rates and the increased concern about the rate cuts from the Riksbank.

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

Global factors and rate differentials have
weakened the krona since the start of the year
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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.

Sources: Macrobond and Handelsbanken

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
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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.

The Riksbank's holdings of bonds
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Note: The Riksbank also holds municipal and corporate bonds,
but these are relatively small.
Source: Macrobond and Handelsbanken

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.
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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
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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 Al. Hence, there is a risk
that the flows from Swedish households and funds,
will persist and weigh against the krona.

Households' financial savings
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Note: Households' financial savings is the sum of bank
deposits, owndership of stocks, bonds and funds. Divided by
nominal GDP.

Sources: Macrobond and SCB (Sparbarometern)

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.

Large difference between different measures of
the real exchange rate
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Note: Dashed lines indicate the averages over 2000-2024, and
these are our estimated long run equilibrium exchange rates
according to the PPP theory.

Sources: Macrobond, OECD and Handelsbanken

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.
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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.

Handelsbanken FX forecast

Forecasts are based on Handelsbanken's Global Macro Forecast, which is published three times per
year, in January, May and September. Depending on the market situation financial forecast revisions
are made in between publications.

Latest Q22024 Q32024 End 2024 (Q4) Q12025 Q22025

EUR/SEK 11.49 11.65 11.60 11.35 11.20 11.10
USD/SEK 10.60 10.79 10.65 10.51 10.28 10.18
GBP/SEK 13.50 13.71 13.63 13.35 13.18 13.06
NOK/SEK 1.01 1.00 0.99 0.99 0.98 0.98
CHFISEK 11.72 11.89 11.73 11.35 11.09 10.99
JPYISEK 6.77 7.10 7.24 7.35 7.29 7.33
CNY/SEK 1.46 1.49 1.47 1.46 1.47 1.45
EUR/USD 1.08 1.08 1.08 1.08 1.09 1.09
USD/MPY 156.63 162.00 147.00 143.00 141.00 139.00
EUR/GBP 0.85 0.85 0.85 0.85 0.85 0.85
GBP/USD 1.27 1.27 1.27 1.27 1.28 1.28
EUR/CHF 0.98 0.98 0.98 1.00 1.01 1.01
USD/CNY 7.25 7.25 7.25 7.20 7.00 7.00
EUR/NOK 11.42 11.70 11.60 11.50 11.40 11.30
SEK/NOK 0.99 1.00 1.01 1.01 1.02 1.02
USD/NOK 10.53 10.83 10.74 10.65 10.46 10.37
GBP/NOK 13.41 13.76 13.65 13.53 13.41 13.29
CHF/NOK 11.65 11.94 11.84 11.50 11.29 11.19
JPY/NOK 6.72 713 7.31 7.45 7.42 7.46
CNY/NOK 1.45 1.49 1.48 1.48 1.49 1.48

Tommy von Brémsen
tommy.von.bromsen@handelsbanken.se
Tel: +46 72-221 83 16
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Research disclaimer

Risk warning

Allinvestments involve risks and investors are encouraged to make their own decision as to the appropriateness of an investment
in any securities referred to in this report, based on their specific investment objectives, financial status and risk tolerance. The
historical retum of a financial instrument is not a guarantee of future retum. The value of financial instruments can rise or fall, and
itis not certain that you will get back all the capital you have invested. At times, the expected total returns may fall outside of the
above stated ranges because of price movement and/or volatility. Such interim deviations from specified ranges will be permitted

but will become subiject to review by Research Management.

Research disclaimers

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://reon.researchonline.se/desc/disclaimers.

Research reports are prepared by SHB for information purposes only. The information in the research reports does not constitu te
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 documentin 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.

Please be advised of the following important research disclosure statements:

SHB employees, including analysts, receive compensation that is generated by overall firm profitability. Analyst compensation is
not based on specific corporate finance or debt capital markets services. No part of analysts’ compensation has been, is or will
be directly or indirectly related to specific recommendations or views expressed within research reports.

From time to time, SHB and/or its affiliates may provide investment banking and other services, including corporate banking
services and securities advice, to any of the companies mentioned in our research.

We may act as adviser and/or broker to any of the companies mentioned in our research. SHB may also seek corporate finance
assignments with such companies.

We buy and sell securities mentioned in our research from customers on a principal basis. Accordingly, we may at any time have
a long or short position in any such securities. We may also make a market in the securities of all the companies mentioned in
this report. [Further information and relevant disclosures are contained within our research reports.]

SHB, its affiliates, their clients, officers, directors or employees may own or have positions in securities mentioned in research
reports.

In conjunction with services relating to financial instruments, the Bank may, under certain circumstances, pay or receive
inducements, i.e. fees and commission from parties other than the customer. Inducements may be both monetary and non-
monetary benefits. If inducements are paid to or received from a third party, it is required that the payment must aim to improve
the quality of the service, and the payment must not prevent the Bank from safeguarding the customer's interests. The customer
must be informed about such remuneration that the Bank receives. When the Bank provides investment research, the Bank
receives minor non-monetary benefits. Minor non-monetary benefits consist of the following:

. Information or documentation about a financial instrument or an investment service that is general in character.
Written material produced by a third party that is an issuer to market a new issue.
Participation at conferences and seminars regarding a specific instrument or investment service
Corporate hospitality up to a reasonable amount.
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The Bank has adopted Guidelines conceming Research which are intended to ensure the integrity and independence of research
analysts and the research department, as well as to identify actual or potential conflicts of interests relating to analysts or the Bank
and to resolve any such conflicts by eliminating or mitigating them and/or making such disclosures as may be appropriate. As part
of its control of conflicts of interests, the Bank has introduced restrictions (“Information barriers”) on communications between the
Research department and other departments of the Bank. In addition, in the Bank's organisational structure, the Research
department is kept separate from the Corporate Finance department and other departments with similar remits. The Guidelines
conceming Research also include regulations for how payments, bonuses and salaries may be paid out to analysts, what
marketing activities an analyst may participate in, how analysts are to handle their own securities transactions and those of closely
related persons, etc. In addition, there are restrictions in communications between analysts and the subject company. According
to the Bank’s Ethical Guidelines for the Handelsbanken Group, the board and all employees of the Bank must observe high
standards of ethics in carrying out their responsibilities at the Bank, as well as other assignments. For full information on the
Bank’s ethical guidelines please see the Bank's website www.handelsbanken.com and click through to About the Group — Policy
documents and guidelines — Policy on Ethical standards. Handelsbanken has a ZERO tolerance of bribery and corruption. This
is established in the Bank’s Group Policy on Bribery and Corruption. The prohibition against bribery also includes the soliciting,
arranging or accepting bribes intended for the employee’s family, friends, associates or acquaintances. For full information on the
Bank’s Policy against corruption please see the Bank’s website www.handelsbanken.com and click through to About the Group —
Policy documents and guidelines — Policy against corruption.

When distributed in the UK

This document may be distributed in the United Kingdom only to persons who are authorised or exempted persons within the
meaning of the Financial Services and Markets Act 2000 (as amended) (or any order made thereunder) or (i) to persons whohave
professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the “Order”), (ii) to high net worth entities falling within Article 49(2)(a) to (d) of the Order
or (iii) to persons who are professional clients under Chapter 3 of the Financial Conduct Authority Conduct of Business Sourcebook
(all such persons together being referred to as “Relevant Persons”).

Any person who is not a Relevant Person may not rely on this research report.

UK customers should note that neither the UK Financial Services Compensation Scheme for investment business nor the rules
of the Financial Conduct Authority made under the UK Financial Services and Markets Act 2000 (as amended) for the protection
of private customers apply to this research report and accordingly UK customers will not be protected by that scheme.

When distributed in the United States

Important Third-Party Research Disclosures:

SHB research is not “globally branded” research and each recipient of SHB research is advised that in the United States, SHB
research is distributed by Handelsbanken Markets Securities, Inc., (‘HMSI”) an affiliate of SHB. HMSI does not produce research
and does not employ research analysts. SHB research and SHB research analysts and its employees are not subject to FINRA’s
research analyst rules which are intended to prevent conflicts of interest by, among other things, prohibiting certain compen sation
practices, restricting trading by analysts and restricting communications with the companies that are the subject of the research
report. SHB has no affiliation or business or contractual relationship with HMSI that is reasonably likely to inform the content of
SHB research reports; SHB makes all research content determinations without any input from HMSI.

SHB research reports are intended for distribution in the United States solely to “major U.S. institutional investors,” as defined in
Rule 15a-6 under the Securities Exchange Act of 1934. Each major U.S. institutional investor that receives a copy of research
report by its acceptance hereof represents and agrees that it shall not distribute or provide research reports to any other person.
Any U.S. person receiving SHB research reports that desires to effect transactions in any equity securities discussed within the
research reports should call or write HMSI. HMSI is a FINRA Member, telephone number (+1-212-326-5153).





