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Swedish core inflation to guide Riksbank's rate 
path

The Swedish krona is the second-worst performing
G10 currency year-to-date. While in the first parts of
the quarter, this was due to the Riksbank relaying
substantially more dovish communications than
other central banks in the DM space, eventually it
was the war in Ukraine that pushed EURSEK above
the 10.9 level to rates last seen in May 2020. The
Swedish krona is known for moving in tandem with
broader risk-off conditions, but the Russia-Ukraine
crisis has impacted SEK through Sweden’s
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exposure to eurozone growth and inflation
conditions too. Since the initial sell-off, the krona has ripped over 4.5% higher against the
euro as risk sentiment stabilised and Riksbank’s Governor Stefan Ingves stated the
central bank will probably have to raise rates earlier than 2024 which was outlined in
previous projections. This led markets to bring forward expectations of a rate hike, which
triggered a surge in the krona.

The moderate improvement in risk sentiment and the hawkish 
pivot from Governor Ingves has led SEK to exceed our 1-month 

call and reach our 3-month forecast of 10.4. 

In response to these developments, which we expect to be sustainable in nature, we
have marked-to-market our EURSEK, and thus USDSEK, calls. Looking ahead, we expect
Sweden’s inflationary backdrop to force earlier rate hikes by the Riksbank, however, this
has only led to a mild revision of our longer-end forecasts as markets are already aware
of the possibility of a hawkish announcement and are looking for at least one hike within
the next six months. At the same time, we expect a stronger euro to partly offset the
move as the ECB will likely signal a rate hike around Q4 this year too.

Monex’s revised March forecasts

1-month 3-month 6-month 12-month

EURSEK 10.3 10.1 10.0 10.1

USDSEK 9.45 9.11 8.85 8.86
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EURSEK offsets 
earlier gains after 
more hawkish 
market repricing 
for Swedish rates

At the moment, the Riksbank’s QE tapering prospects lag behind peers across the DM
space while the central bank is also the furthest away from hiking rates. Part of the reason
for this is the fact that Swedish interest rates only left negative territory in December 2019,
months before the pandemic began. Given the failed experiment into negative rates, the
Riksbank would not want to be forced back into negative rates again by tightening policy
too quickly. This left the krona vulnerable through most of Q4 2021 and Q1 2022 as other
central banks were starting to signal or announce tighter policy in the form of rate hikes
and reduced bond buying.

That is, if core inflation in Sweden will stay high for long enough for markets to turn more
negative on EURSEK forward points as they foresee an earlier hike from the Riksbank
than from the ECB. A continuous string of elevated inflation prints has led to the change in
tone for the Riksbank: in December, YoY CPI printed at 3.9%, matching expectations,
however, in January and February the figure rose to 3.7% and 4.3% - well above the
consensus. At the same time, high and persistent global inflation is spilling over to
Sweden, while the weaker krona adds further upside pressure on consumer prices. Due
to the above, Governor Ingves recently stated that policymakers will likely have to raise
rates earlier than its previous estimate of 2024 and stayed away from ruling out a rate hike
this year. The comments bring the policy outlook more in line with market expectations:
Swedish break-even inflation, a proxy for inflation expectations, reached an all-time high
in March and has been elevated well above February’s levels since.

Looking ahead to the coming months, the million-dollar question 
will be whether high inflation expectations for Sweden will turn 

market expectations for the Riksbank more aggressive than 
expectations for the ECB. 
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Swedish 5y break-even sits 
above 3.0 as markets ramp up 
inflation expectations

At the same time, the message from rate markets can’t be clearer: RIBA contracts, which
refer to the future repo rate, see significant hawkishness into the front-end of the curve
given the large upside surprises to inflation. The Riksbank has argued before that
Sweden’s inflationary backdrop differs to that from other economies as Sweden has less
lingering impact from pandemic support measures. Additionally, Sweden naturally has
less exposure to imported inflation via natural gas, as it imports next to none from
European markets. The consumption of natural gas accounts for 2% of Sweden's total
energy usage, as the nation gets most of its electricity from hydro, nuclear, wind and
biomass CHP. While the Riksbank’s argument that Sweden doesn’t import inflation via
natural gas, Sweden’s upside risks to inflation mostly lie in elevated food prices. Still, the
inflation backdrop looks different to many other economies as the risk of a wage price
spiral is limited given wage negotiations in Sweden are centralised and wages show little
signs of problematic increases, but core inflation still remains elevated.

RIBA contracts see more 
hawkishness priced in in 
the short-term

This justifies why Governor Ingves commented publicly that rate 
hikes will come earlier even when it is unusual for the Riksbank to 

comment on rates in between meetings. 
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Swedish core CPIF reaches 
record-high, increasing 
pressure on the Riksbank
to tighten

The minutes of the last Riksbank meeting showed that three dissenters were worried
about inflation staying higher for longer, while Governor Ingves cast the deciding vote in
favour of no change. The more dovish members saw inflation easing in the near-term,
however, that was before core CPIF inflation hit a high of 3.4%. With Governor Ingves
being convinced rate hikes should come earlier than previous projections, a hike in 2022
has become a realistic possibility, and we expect the Riksbank to hike at least once
before year-end. As we have similar expectations for the ECB and the risks for both
central banks are tilted to higher rates, this means longer-term EURSEK forecasts remain
under review until for Sweden, core inflation shows a more determinant trend, while for
the eurozone, the focus will largely lie on the power crisis and how governments tackle
the surging prices.
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