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Fast Comment Sweden

4.25 percent revisited; Riksbank forecast change

Policy rate not yet restrictive enough to control inflation

Need to support krona after global central bank hawkishness, or risk new fuel to inflation fire

We add 25bp hikes in September and November, re-raising forecast peak from 3.75 to 4.25 percent

Policy rate not yet restrictive enough to control inflation

We forecast that the Riksbank will need to do more to control inflation, and have added two 25bp hikes to our forecast.

While it is a fair assessment that Riksbank monetary policy is now somewhat restrictive, it appears to not be restrictive enough.
The real rate of interest is positive for most horizons along the yield curve except for the very short end, and the neutral rate is in
our view low, close to zero (but slowly rising, see p.7 in our January Global Macro Forecast). Despite this restrictive stance, the
economy remains inflationary with still-high profits, rising household incomes via higher employment and accelerating wages -
fueling a rising nominal spending trend, and making further price rises possible, feeding back to the start of the loop: profits. And
in parallel to this, note that the Riksbank will likely revise up its forecasts for growth and the labour market.

Admittedly, we have seen the first signs of fading pricing power, but our view is that this is a slow process. Not least, the wage
pressure in Sweden has not really been picking up until now (see also Macro Comment on labour share, profits and inflation
here).

Need to support krona after global central bank hawkishness

Another channel in the monetary policy transmission mechanism where the Riksbank has had too little impact is the exchange
rate. The krona has weakened substantially, stoking inflation pressures, and in the end it is relative interest rates that matter for
exchange rates. We think the Riksbank needs to drive up Swedish real rates to support the krona.   

Setbacks in the global fight against inflation mean that we have today revised up forecasts for the policy rates of all central
banks we cover. This adds to the challenge for the Riksbank, which will need to raise its policy rate more than previously
anticipated to have the desired effect on inflation through the FX channel.

We add 25bp hikes in September and November, taking peak to 4.25%

Like before, we forecast the Riksbank to deliver a 25bp hike and an acceleration of QT at its June policy announcement on
Thursday. But beyond that, waiting for the lagging effects of past policy tightening will not be sufficient. Instead, we judge that
the Riksbank will need to raise the policy rate at a steady but gradual pace ahead, and expect the Executive Board of the
Riksbank to deliver 25bp hikes at the September and November meetings.

So could the Riksbank raise by 50bp straightaway on Thursday? No, we think that is unlikely. Inflation outcomes have not
deviated substantially from the Riksbank's forecast and in the current data-dependent world of central-banking, the more
worrying inflation outlook we paint above is not enough to push the Riksbank into a stressed situation. Nor does the Riksbank
feel confident that it can steer the krona predictably enough to warrant an extra hawkish surprise too. And lastly, remember that
what made us abandon our previous 4.25%-call back in April was the fact that the Swedish central wage agreement looks like
an advantage for the Riksbank, compared to the situation of other central banks: The moderate two-year deal has limited the
risk of a full-fledged wage-price spiral, and the Riksbank has been clear that it allows them to act with more patience to finally
beat inflation. 

Our new central bank forecasts and market developments has also made us revise our krona FX forecast and interest rate
forecasts.

https://reonapi.researchonline.se/f/8ZWicm0dskaKf5mEdH-zBw2
https://reonapi.researchonline.se/f/hjr7Q-zOG0KJAbOdpskhnQ2
https://reonapi.researchonline.se/f/A75Dq7xrtk2qDvBK-NnJAg2
https://reonapi.researchonline.se/f/Th5nGG9_kU2noYxdK06txg2
https://reonapi.researchonline.se/f/SgLzj4vxGkaVS2zX3qHDxQ2
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Pricing power starting to fade? Profitability normalising...
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...without firms resolutely upholding pricing raising plans
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But long way to go as labour (domestic) costs pick up...
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...and firms are unlikely to fully absorb through profits fall
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Labour costs to grow ahead;
and profit growth to slow
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The Riksbank to peak above the ECB
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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, in Finland by the Financial Supervisory Authority of Finland and in
Denmark by the Danish Financial Supervisory Authority. 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

