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Fast Comment Sweden

Inflation hitting target, but not stabilising there; December CPI
report

¢ Headline CPIF virtually at target, but the drop to 2.3% is a base effect from 2022 energy spike
¢ Inflation excluding energy prices still elevated (5.3%) and current monthly momentum too high

¢ We forecast inflation above 3% in January; Riksbank not likely to cut policy rate before summer

Headline CPIF virtually at target due to base effect from 2022 energy spike

The December CPI report shows headline CPIF inflation falling to 2.3% y-o-y from 3.6% in November — a sharp drop it could
seem but no, it was very much in line with the Riksbank's forecast, and our forecast as well as those of other analysts (see
graphs and tables below). The reason such a drop could be successfully forecast is because it mostly depended on a base
effect from the electricity price spike in December 2022, i.e. CPl December 2023 is compared to a higher base than CPI
November 2023 was.

Goods prices rebounded in December after the unusually large drop last month amid "Black weeks" sales.

Underlying inflation still elevated; we see CPIF pickup to above 3% in January

CPIF excluding energy (CPIFXE) inflation — one indicator of underlying inflation — came in at 5.3% y-o-y, down from 5.4% in
November. The monthly pace in CPIF excluding energy and international travel, a Riksbank favourite, picked up sharply to over
4% in annualised terms. This highlights that underlying inflation is still high.

We forecast underlying inflation will linger clearly above 2 percent, at the very least during Q1 2024, and likely longer. Sweden
still exhibits high cost pressures, as we described in our Gordian knot of disinflation analysis in our September macro forecast
report (see research appendix below). And companies' pricing plans, both in Sweden and globally, are still significantly elevated.

Also, buckle up for the uncertainty of the CPI basket re-weighting effect in January.
Our next Global Macro Forecast, with a theme article on policy rate cuts, is out on January 24. Stay tuned!

Riksbank not likely to cut policy rate before summer

We have some nerve-racking months ahead of us — a frustrating situation for all of us, particularly the Riksbank, which will
announce its next policy decision on February 1. The Riksbank cannot yet conclude that inflation is on a credible path to
sustainable target achievement. Of course, the Riksbank has the tools to bring inflation back to 2 percent sooner or later. Ideally,
however, the target should be achieved in a timely fashion and without unnecessary harm to the wider economy.

Apart from our above 2 percent short-term forecast, another obstacle is that upside risks to inflation persist, although admittedly
they have decreased. One example is the elevated short-term inflation expectations, which imply that a Riksbank turning too
dovish too soon would be risking a renewed rise in longer-term expectations as well, paving a road for inflation to reaccelerate
again. Remember that so far the rise in long-term expectations is a welcome one (after the post-GFC period exhibited partly
undesirably low inflation expectations) and current levels are in line with the Riksbank's 2-percent target, and this is important to
safeguard ahead of future price- and wage-setting decisions among companies and households.

Our current call is for a first policy rate cut in August, after major central banks like the Fed (May) and the ECB (June) have
started to cut rates.

Please see full PDF version of this comment to access extra chart pack and the research links appendix.
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Chart pack: Additional CPI report inflation graphs

Distribution of price changes historically hot... ...and improvement halted in December
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Underlying inflation did not slow much in December
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Appendix: Handelsbanken research on inflation and monetary policy

The most recent Global Macro Forecast report;
flagship reports and key --- (Swedish / English with international focus)

regular comments The Ins and Outs of Swedish Real Estate;
--- (Swedish / English summary)
"Climb cancelled and not to be continued, we conclude";
--- November Riksbank monetary policy decision
"On target. But not yet time for Riksbank victory lap";
--- December CPI preview

Key in-depth analyses Inflation
"Do not expect service price inflation to normalise and do not worry too much about it"
--- Macro Comment, Dec 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 krona's role in carry strategies";

--- FX Pilot, Nov 17, 2023 (English / Swedish)

"Fed models support the case that the "bond vigilantes" are back";

--- Macro Comment, Oct 6, 2023

"A currency hedged FX reserve is no FX reserve";

--—- FX Pilot, Oct 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, Oct 26, 2022
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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.
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