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Riksbank preview: Resisting the ECB’s
dovish lure
This year’s bout of krona weakness and potential for further
depreciation suggests the Riksbank won’t be too fazed by the prospect
of ECB easing. Policymakers are likely to signal that a further rate hike
is possible in the next 12 months, although we think this is unlikely to
materialise

Source: Shutterstock

The next Riksbank meeting will take place on 3 July at 9:30am CET

Riksbank likely to be fairly relaxed about ECB easing prospects
In times gone by, Swedish policymakers have closely mirrored ECB moves, including the shift to
negative interest rates. But this time, things look slightly different. The krona has weakened further
since the start of the year, and with EUR/SEK above 10.50, policymakers appear to be taking a
more relaxed stance when it comes to potential currency strength.
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A few meetings back, the Riksbank ditched a previously long-standing reference to keeping SEK at
a level “compatible” with its inflation target. Recent inflation reports have also factored in some
krona appreciation over coming years, on the belief that the currency is undervalued.

All of this suggests that the Riksbank will opt against ‘meeting fire with fire’ if faced with some
currency strength on the back of a more dovish ECB. In fact, our FX team think the krona is actually
more likely to depreciate further against the euro, as increasing concerns surrounding global
growth outweigh the impact of ECB easing (which is largely priced).

We could see a slightly lower interest rate projection
That’s not to say the impact of ECB/Fed dovishness won’t have any effect. The fact that market
expectations for the Fed and ECB have slipped should translate into a lower Riksbank interest rate
projection – assuming policymakers keep their SEK forecasts broadly unchanged.

That could see a subtle shift in the timing of the next hike – currently projected to come either
later this year or early next. However, we’d still expect the Riksbank to hint at another move by
next summer, given that away from interest rate expectations, there are unlikely to be wholesale
changes to the forecasts previously set out in April. The last two inflation readings, for instance,
came in more-or-less exactly as the Riksbank projected at its last meeting.

A 2020 rate hike may not materialise
In reality though, we think this future tightening is unlikely to materialise – or at least not as soon
as the central bank is currently projecting. Domestic demand is likely to remain fairly lacklustre,
despite a slightly more solid spring housing market performance. The lagged impact of earlier
property price declines is still translating into slower residential construction, while the fragility of
the market is also weighing on consumer sentiment.

There are also some tentative signs that inflation expectations are slipping among labour
organisations (that represent both employers and employees). Admittedly the change is relatively
minor so far, but it comes as another reason why the next round of wage negotiations in the
spring may not yield the kind of agreement the Riksbank is currently forecasting. The central bank
is expecting wage growth to go from 2.6% in 2018 to 3% in 2020.

The potential for a further deterioration in global trade relations could also spell bad news for
Sweden’s relatively open economy. In the context of possible US auto tariffs later this year, it’s
worth highlighting that car exports make up 7.5% of the total, and the US is the biggest customer.

Wrapping all of that together, we expect the Riksbank to keep the repo rate where it is for the
foreseeable future.

FX impact: The krona’s ongoing unattractiveness
We see the recent SEK strength as temporary and driven by positioning (late May) and the
turnaround in risk appetite (late June). In our view, the bearish case for SEK remains fully in
place.

The domestic economy remains weak (as house price declines weigh on consumption and
investment) and with inflation excluding energy below the 2% target, there is a very limited
case for Riksbank hikes – we don’t expect any more hikes during this cycle. As we said
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above, the bar for the Riksbank to surprise on the hawkish side and provide some support to
SEK this week is set rather high.

This means that the unattractiveness of a low-yielding, high beta SEK remains in place. The
currency suffers in the bad times (as do other higher beta FX), while in the good times it
does not overly benefit given that it doesn’t offer yield (instead it tends to be seen as a
funding currency). The krona has also lost the support from the trade balance surplus. We
think there's a high risk of EUR/SEK hitting 11.00 this summer, as the likely escalation of
trade wars is a negative for the currency of an open economy like Sweden.

The Riksbank's July dashboard

Source: Macrobond, Riksbank, ING

The ING Kix forecast is constructed using our FX team's latest forecasts

Author

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person

mailto:james.smith@ing.com


THINK economic and financial analysis

Article | 1 July 2019 4

for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

