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Sweden: Krona increasingly pricing in
domestic woes
We recently published a scenario analysis for EUR/SEK. In the past few
days, a worsening domestic picture in Sweden has weighed on SEK, as
markets increasingly price in housing and economic pain. Our view is
that the Riksbank will manage to avert an uncontrolled property
market slump, and SEK will be able to recover, also thanks to upbeat
eurozone sentiment     

EUR/SEK is enjoying a rather large rally at the time of writing, trading close to the 11.40 level. There
is now a chance that the 2009 historical 11.68 high will be tested in the near term. Unstable risk
sentiment ahead of the Federal Open Market Committee and weak domestic data in Sweden have
likely been the two key drivers of SEK weakness.

After CPI figures surprised on the upside (CPIF rose to 8.4% in the December read), the Economic
Tendency survey, unemployment data, retail sales and, finally, growth data all came in on the soft
side, especially when compared to rather encouraging data out of the eurozone. All this has
increased the perceived risk of a sticky stagflationary environment in Sweden.

https://think.ing.com/articles/eur-sek-four-scenarios-for-2023/
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Swedish growth slumped in the fourth quarter
Swedish GDP fell by half a percent in the fourth quarter, with high-frequency data pointing to
ongoing weakness in consumer spending. Sweden isn’t immune from Europe’s energy crisis,
despite using relatively little gas domestically, and the housing market is particularly vulnerable,
given almost half of mortgages are on variable rate products, and household indebtedness is
comparatively high.

Prices are already down 15% on last February’s peak, and this points to weaker construction
activity this year. Add in Sweden’s exposure to the slowdown in manufacturing and fall in new
orders being experienced across the developed world, and it looks like the country will be among
the weakest performers in Europe through this year.

But 50bp hike by Riksbank still looking likely
For now though, the Riksbank is more worried about core inflation which has continued to climb.
All-important pay negotiations are due to conclude in a matter of weeks, and all signs point to an
uplift in wage growth across wide areas of the economy.

With new Governor Thedeen warning against recent SEK weakness, and the Riksbank saying in the
past that it wants to stay ahead of the ECB in its tightening cycle, we expect a 50bp rate hike in
February. Nevertheless, with the housing market under pressure we think we’re nearing the top for
Swedish rates. We expect one further 25bp hike in April, marking the top of the cycle.

EUR/SEK is overvalued
Our short-term fair value model, which includes rates and equity-related market factors, shows
that EUR/SEK is currently around 2.5% overvalued, beyond the 1.5 standard deviation upper-
bound.

Source: ING, Refinitiv

This suggests that a good deal of negative factors related to the domestic growth picture in
Sweden have already been priced into SEK. It’s also important to note that expectations around
Riksbank tightening have not fallen after the weak data releases, which means that markets are
increasingly pricing in a scenario where the Riksbank is forced to hike and ultimately harms the
economy.
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A moderately bearish EUR/SEK scenario still likely
A particularly strong economic outlook for Sweden was never been our baseline scenario. In
our recent scenario analysis for EUR/SEK, our moderately bearish base case already embeds
a relatively subdued growth outlook compared to other EU countries given the vulnerability
of the Swedish housing market.

It does seem, however, that markets may have started to price in a very pessimistic
scenario for house prices and the Swedish economy. Our view is that the risk of a black-
swan fully-fledged property and economic crash in Sweden has not dramatically
increased, and SEK can have some room to recover in the coming months as markets
gradually price out such risks and SEK can benefit from the improved growth sentiment in
the eurozone, to which it normally has a higher beta than the euro itself.

We still expect a return to the 10.60-70 levels by the second half of this year, even
though upside risks for EUR/SEK have modestly risen. 

Authors

Francesco Pesole
FX Strategist
francesco.pesole@ing.com

James Smith
Developed Markets Economist
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
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.

https://think.ing.com/articles/eur-sek-four-scenarios-for-2023/
mailto:francesco.pesole@ing.com
mailto:james.smith@ing.com


THINK economic and financial analysis

Article | 31 January 2023 4

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

http://www.ing.com

