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Investment Research — General Market Conditions   

    

The Riksbank has been successful in keeping SEK appreciation at bay. However, 

continued muted inflation pressure and a rising media storm, also from an unexpected 

side, raise the question of how effective this really is. In this piece we discuss the recent 

SEK sell-off as well as the recent years’ trend depreciation; its causes and how we assess 

the outlook for the SEK. We argue that the Riksbank, in relation to other central banks, 

is the main, albeit not sole, driver.   

The background is that the SEK has lost 50% of its value vs the USD since 2014. Against 

the EUR the loss is 22% over the same period and 31% from the trough. Mr Ingves tried to 

avoid blame by pinpointing other currencies (NOK, NZD, AUD, CAD) that have weakened 

sharply vs the USD. The depreciation of these currencies is related to the oil price, though, 

not least the collapse from USD110 to USD30 per barrel. We believe it is hard to escape 

the fact that the sell-off in the SEK is highly correlated to the Riksbank’s (1) negative rates, 

(2) significant bond purchases and (3) verbal FX interventions.  

So, mission accomplished? Yes, in terms of weakening the SEK. No, because that is the 

ultimate goal, but only one of the means. The goal to get inflation to 2% has only partially 

succeeded and probably only temporarily unless underlying cost pressure start to pick up. 

We look forward to the re-take on the FX analysis that is requested by Mr Ingves in the 

Minutes. If we are allowed to guess, they will conclude that fundamentals have changed 

too and thus the Riksbank is not the only one to blame. Maybe they will end up with a less 

aggressive KIX forecast. Of course that could have market impact: “not even the central 

bank believes in its currency”. But why should the market care about the KIX forecast: it 

has lacked credibility for so long.   

Fixed xr: EURSEK +19 fig per year… 
 

Floating xr: +8 figures per year… 
 

Negative rate, QE: +32 figures per year  

 

 

 

 

 
Source: Macrobond Financial, Danske Bank  Source: Macrobond Financial, Danske Bank  Source: Macrobond Financial, Danske Bank 

The “Swedish model” since the 1970s seems to be that a weaker currency should solve any 

economic challenges. From 1975 until today (45 years), EUR/SEK has risen 13 figures 

(2.4%) per year on average. Under the fixed exchange rate regime that ended in 1992 and 

which was characterised by too high wage and inflation growth (double-digit), weak 

competitiveness and poor public finances, EUR/SEK rose 19 figures per year on average. 

Under the floating exchange rate regime the economic backdrop improved considerably, 

but soon there were new problems to handle, namely too low wage and inflation growth.  
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The solution? A weaker SEK, of course. Since 1993 EUR/SEK has risen 8 figures per year. 

Since the RB entered negative territory and started QE, EUR/SEK is up 32 figures per year. 

The question is if the currency depreciation model really does solve or in fact conserves 

underlying economic problems. In relation to this we note that several high-profile 

representatives of Swedish industry, arguably short-term winners from a weak SEK, 

claim that it is bad for Sweden: it erodes long-term competiveness. The idea makes 

sense but has recently been dismissed by some Riksbank Board members. 

Also, this year monetary policy expectations have had a visible impact on the krona. 

YTD 20bp of rate hikes have been removed on the back of the inflation misses and the 

Riksbank softness in April. This has helped push EUR/SEK higher (left hand chart). 

Currently, the money market is pricing only 3-4bp for the remainder of 2019. Limited room 

to take away much more from that now, in our view, and hence not in itself an obvious 

SEK negative. USD/SEK has continued higher even though the Fed has been re-priced. 

This is partly related to the fact that carry trades are a dominant theme, where SEK is an 

attractive funding vehicle (spillover to higher EUR/SEK, too). Maybe the most attractive 

as it lacks the safe haven properties that are associated with JPY and CHF.     

We think that it is here, in monetary policy expectations, where one eventually could 

get a trigger for a SEK turnaround. Such a turnaround is hard to see now, though, 

given that Swedish inflation will probably force the RB to stay on hold for longer. 

Carry will continue to a negative for the SEK in the foreseeable future and while this 

is related primarily to USD/SEK, it tend to have a spill-over effect on EUR/SEK. That 

said, pricing of the Riksbank is already extremely soft and unless you go for cuts (not 

justified according to us), that could be a stabilising factor for EUR/SEK.  

Weaker SEK when market re-priced the RB 
 

QE negative for SEK until 2017, but not after that  

 

 

 

Source: Macrobond Financial, Danske Bank  Source: Macrobond Financial, Danske Bank 

Another cyclical observation is that there is a before and after the financial crisis, regarding 

how the krona behaves in relation to the business cycle. Before the crisis, a better/worse 

growth outlook meant a stronger/weaker SEK. After the crisis it has been the other 

way around (see chart below, where PMI is a proxy for growth). Why? Because the 

currency is driven by the Riksbank, which is driven by inflation which has decoupled from 

growth. Hence, the win-win situation that exporters and Swedish portfolio managers have 

felt the last couple of years, could be followed by lose-lose if the SEK appreciates in a 

slowing economy with negative equity markets. A risk that may suggest a higher hedge 

ratio for exporters and portfolio managers. 
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SEK from pro- to counter cyclical  

 
Source: Macrobond Financial, Danske Bank 

Even though growth has been strong during the depreciation trend since 2013, it is not due 

to the krona: net exports are the only part of the economy that have not contributed 

positively to growth. That should raise an eyebrow or two, since it is at odds with general 

wisdom. The currency channel in the Riksbank’s transmission scheme is partially broken. 

There are different explanations: cyclical where strong domestic demand has raised 

imports, and structural related to global supply chains and a bigger import content in 

Swedish exports.  

The RB is not the only one to “blame” though. There are other fundamental reasons.  

The way the current account has developed over the last couple of years suggests that 

Sweden’s competiveness has worsened. While the trade balance in goods has gone from 

plus to minus, the current account surplus has shrunk from 6-7% to 2% of NGDP. What 

previously was a strong and often-used argument that the SEK was undervalued is 

effectively gone. It may even be that the deterioration of the current account is a reason for 

the depreciation of the real exchange rate. If we adjust for “Merchanting”, the C/A surplus 

is zero. Hence, there are fundamental reasons to believe that long-term equilibrium for 

EUR/SEK and USD/SEK is higher today than it was, say, 10 years ago.  

Trade balance (goods) from surplus to deficit  
 

Current account surplus gone 

 

 

 
Source: Macrobond Financial, Danske Bank  Source: Macrobond Financial, Danske Bank 
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It is the same thing with productivity growth, another measure of competiveness. There 

are different ways to measure productivity, e.g. GDP per capita. A study in Ekonomisk 

Debatt (Swedish) shows how Sweden has slid compared to other OECD countries. Another 

approach is based on Ballassa-Samuelson and uses PPI and CPI as input variables 

representing tradables and non-tradables. This approach suggest that there is a trend decline 

since during the floating exchange rate regime. After stabilising following the financial 

crisis, it has dropped again in the last few years, capturing the krona’s depreciation during 

that period. When it comes to productivity, the risk is that we get a negative spiral 

where a weaker SEK eases the pressure on companies to make the business more 

effective. Which in turn weakens the currency… 

Finally, we note that for many years terms of trade was moving in a negative direction, 

when the price on exports decreased in relation to the price on imports. Maybe the 

deterioration of terms of trades around 2000 – together with the negative trend for 

productivity that we described above – helps to explain why the krona refused to appreciate 

like many economists then argued it should as a result of the then big C/A surplus. The 

downtrend in terms of trade has faded though and during the last five years, it has actually 

improved. Hence, terms of trade cannot explain the last years’ depreciation of the krona, 

which is in our view highly and mostly related to the Riksbank’s easy policies. If we 

combine terms of trade and productivity, we get Danske Bank’s MEVA model, which 

is able to explain some of the krona’s hardships.  

Productivity may be able to explain recent SEK weakness…  
 

…while terms of trade suggests it is not  

 

 

 
Source: Macrobond Financial, Danske Bank  Source: Macrobond Financial, Danske Bank 

 

 

 

 

https://www.nationalekonomi.se/sites/default/files/NEFfiler/46-8-jept.pdf
https://www.nationalekonomi.se/sites/default/files/NEFfiler/46-8-jept.pdf
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