22 April 2021

Nordea

MARKETS

SEK rates: Riksbank preview

Mats Hydén

Chief Analyst

+46 8 407 91 04
mats.hyden@nordea.com

Completion timestamp: 22 April 2021 14:30 CET
Dissemination timestamp: 22 April 2021 15:00 CET



Riksbank: Hey hey, | saved the world today

The Riksbank announces its policy decision 27 April. Our main scenario is an unchanged policy rate, rate path and QE program. Read our macro

comment here. (in Swedish here)

1. Our take on the policy announcement in a few bullets

» The Riksbank will make no change to the policy plan from
November. Unchanged policy rate @ zero and 400bn SEK in QE
purchases in 2021.

* No need for major changes to Riksbank’s macro forecasts

* The pace of vaccinations has likely been slower than the Riksbank
assumed in February.

* The QE details for Q3 may be announced. The amount of QE for Q3
should be around 70 bn and the distribution between asset should be
unchanged.

* Overall, an rather boring in-between meeting the most likely
outcome.

3. QE program overview

QE & Issuance (bn SEK) 2020E  Actual 2021E Q1Y2021E Q2% 2021E? YTD YTD%

SGB Issuance 97 105 35.0 33.3%
QEY 72 13 10 30 11.3  37.7%
SGBI Issuance 13 21 4.3 20.7%
QEY 35 0.5 2 15 40  26.7%
T-bills Stock? 170 188 125.0
QE - 10 10 40 14.5
Covereds (bmk) Issuance 390 360 108.8  30.2%
QE 210 70 60 220 81.7 37.1%
K1 (bmk) Issuance 77 65 21.3 32.7%
QE 30 20 13 50 24.9 49.9%
Other munis Issuance 45 40 0.0%
QE 15 35 2 10 15 14.9%

) Based on official announcement. Split between SGB/SGBi and Kl/other muni our projection.
2 Whole year of 2021
9 YTD and actual for T-bills is gross issuance, not stock Source: Nordea

2. Overview of risk scenarios and our perceived probabilities

Main No change of policy. Distribution of QE in bond
markets unchanged. ~70bn for Q3.

Dovish The rate path is lowered to below zero for H2
2021 to signal a readiness to cut as economy
opens up.

Hawkish Reduced buying of covereds due to worries for

house prices and household debt. Scaling back
of liquidity measures.

4. 3m Stibor, 5y swap rate and the policy deposit rate
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Riksbank: A gentle massage for the front-end and covereds

1. About 2 bps in rate cuts this year is currently discounted (or less than 10%
probability for a 25 bps rate cut). Non-zero probabilities for a rate hikes ca be
found in the pricing around mid-year 2022. The pricing of the front-end
seems reasonable to us.

Change (bps) Policy rate
Meeting Mkt Riksbank Mkt Riksbank
TODAY 0.00 0.00
27Apr21 - - 0.00 0.00
01Jul21 - - 0.00 0.00
21Sep21 -1 - -0.01 0.00
25Nov21 -1 - -0.02 0.00
10Feb22 - -0.02 0.00
27Apr22 - -0.02 0.00
01Jul22 +4 - 0.02 0.00
21Sep22 +4 - 0.06 0.00
25Nov22 +4 - 0.09 0.00

3. Spreads versus the Euro area has tightened somewhat, but this reflects
more a plateau in US bond yields than any changed expectations on the
Riksbank. Swedish long-end rates may still prove sensitive to higher
bond yields driven by stronger global macro.

_15 d

2. Looking further out the money-market curve, some value in receiving
outright can be found in our view, given the current outlook of contained
inflation, wages fixed the long-term deals and an asymmetric Riksbank (that
rather see inflation overshoot on upside than on downside).
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SEK swap 2yly
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Source: Nordea
4. An unchanged Riksbank-policy should be supportive of covereds. Front-
end covereds that are less disturbed by issuance has richened a lot and
recently also long-end covereds have started to follow. We believe that the
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Duration & covereds: One duration extension to rule them all

1. Bias on duration on covereds Not much new on the duration front, we stay
short. In covereds we are torn between a neutral view, based on historically
tight spreads and the risk for covered underperformance if trend of rising bond
yields resumes, and a bullish view based on better “horizon-return-juice” in

2. Horizon return in SGBs at the top of the recent range...
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Trade Ideas: Is the Riksbank overdosing on SGB 1053s?

1. Curve slope. The SEK swap curve is stuck in a no man’s land in between the 2. SGB ASW. The Riksbank (RB) if focusing the QE purchases on the long-
themes “rising global yields and steeper curves” and “fixed policy rates and end of the SGB curve. On reason for this is likely that it wants to make its
contained inflation”. Neither steepeners nor rolldown trades look that exciting. holdings of SGBs as share of outstanding amounts more equal between
Looking at the shape of the term structure we note that the segment 3y to 5y is the bonds. If one makes the assumption that the Riksbank aims at owning
one that sticks out as the most “receivable” the further out, the more “payable” the around 50% of outstanding amounts in the bonds SGB 1062 to SGB 1053,
curve gets. After a steepening pause, curves like 5/10y, 1y5y/1y10y or 1y3y/10y one gets a crude proxy of the distribution of purchases bgtween the ponds:
may be heating up for continued ascension. If not, steepeners still roll positively. 18% 1062s, 0% 1056s, 52% 1053s, 30% 1063s. So basically, the Riksbank
The risk on the downside for long-end rates is no doubt there but the economy will over-buy 1053s and under-buy 1056s. Also remember that 1056s will
should at least not tank near term (although optimistic expectations may be become the 10y benchmark SGB in a not-too-distant future, so the Debt
shaved off somewhat). We would like to find some more hard-core trigger point Office should start to scale up issuance in this bond eventually. Perhaps the
before adding steepeners to the list of trade ideas. Let's revisit the trade after the SGB 1053/1056 ASW curve has the potential to flatten further?
Riksbank’s policy announcement next week...
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3. Relative value trade ideas

Buy SGB 1062 vs bunds, sell SGB 1059 vs bobls (risk

8-Apr-2021 weighted 2:1) Index-extensions in a commoditized market. Some country spread tightening and flattening.
18-Mar-2021 Buy Shyp 1594 ASW, sell Shyp 1587 ASW Covereds should be more resilient than swaps on higher rates
11-Mar-2021 Steepen SGBi 3112/3111, flatten SGB 1059/1056 Lagging a global trend. Read more here.
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https://corporate.nordea.com/article/64755/sek-rates-thursday1500-government-index-extension-at-the-gate
https://corporate.nordea.com/article/64219/sek-linkers-bei-curve-flatteners-and-a-look-at-3108-ahead-of-switches
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