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Riksbank: Fixed policy with build-in tapering

» The Riksbank’s policy announcement last week did not lead to any 2. Riksbank has started to normalize the certificate cap, draining the money
measurable market reaction. The “envelope” for QE in Q3 and for the market on ON money that has been slushing around in the Riksbank deposit
whole year of 2021 was well inline with the projections from February facility. Eventually this will decrease downward pressure on Stibor.

« The QE purchases was slightly tilted towards more covereds and less 7007 150
bills than trivial guess based on previous quarter. Purchases in SGBs will = Amount deposited ON at Riksbank, bn SEK | 125
continue to be focused on the long-end. 600 - Stibor TN minus repo rate, reversed (bps), rhs ’

+ The Riksbank re-committed to its policy plan and it is hard to see how 500+ =100
d_ata t_urn-outs until the July meeting would be able to swing policy in any I
direction. 400

+ The QE-plan implies a gradual tapering over the course of the year. The - -5.0
frequency of the SEK liquidity auctions is reduced from weekly to 300
monthly, also a marginal tightening of support. It is also worth noting that r2s
the outstanding volume of SEK liquidity support has dwindled during April 200 4 L 00
from just under 170bn to around 30bn SEK. The reduction has led to a
decrease of excess liquidity by a corresponding amount and is likely a 100 4 L 25
consequence of less demand from corporations for loans, plenty of
liquidity in the banking system and a will to reduce risk of future stigma in 0 - 50
connection to being involved in government support operations. J

Source: Nordea Markets and Macrobond
2. Excess liquidity has decreased somewhat as the outstanding 3. Overview of QE measures. Estimates based on Riksbank guidance and own calculations
amount of SEK liquidity lending by the Riksbank has been
reduced. QE & Issuance (bn SEK) 2021E? YTD YTD% 2021Q2(E) 2021Q3(E) 2021 Q4 (E)
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Duration & covereds: Bond baisse entrenching

1. Activity soars as does prices on input goods and commodities. Not
bond friendly.
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3. Bias on duration on covereds Riksbank buys and buys. Like there is no

tomorrow. But the overall policy plan was left unchanged last week, and
liquidity support facilities are beginning to be rolled back and sterilization of
excess liquidity has started with the increase of the certificate cap. We
change our policy cycle input from “easing” to “neutral”. Our duration bias
process is now closer to switching a notch towards more shortness.

Covered bonds may benefit from the index-extension during May. The
covered curve is also rather steep. At the same time underlying drivers of
issuance is pointing at more bond supply going forward, and bond un-
friendly environment may hurt covereds as well.

SHORT

2. With a rebel yell, manufacturing has come back, bigger and stronger than ever.
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SEK macro: Activity roars, but inflation is dead

1. Survey indicators for industry massively on the upside
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3. Households have hoarded cash and are asset prices junkies. Retail sales
exploded accordingly.

Macrobond and Mordea

2. And domestic drivers of growth also improving in a big way
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3. But low wages increases, a globalized labour market, retail prices capped
by web-based competition and a passive fiscal policy make Swedish inflation
outlook bleak, especially compared to the US.
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Trade ldeas: Sell front-end covereds vs govies

1. Covereds. Front-end covereds are very, very rich. No doubt that there are
good reasons for this: covered QE, massive excess liquidity, high deposit
stocks, scarcity of short-term assets (?) and issuers that gradually lowers their
repo rates. One can argue that the “fair-value” of 2y covered ASWs should be
around -10 bps, i.e. close to current levels. Still, comparing covereds to
govies, the super-tight spread levels and the continued scarcity in SGBs
make covered/govie spread wideners an option for market turbulence with
“zero” option premium. What is there not to like? As the certificate cap
increases step by step, ON excess liquidity will dwindle and the marginal
money-market rate will likely rise from the -10bps handle and creep up
towards the policy rate, pulling front-end covereds with it.
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3. Relative value trade ideas Source: Nordea

6-May-2021 Receive SEK swap 5y5y, pay in USD

6-May-2021 Sell 2y Shyp bond future, buy 2y SGB bond future

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

Remove 8-Apr-2021 weighted 2:1)

18-Mar-2021 Buy Shyp 1594 ASW, sell Shyp 1587 ASW
Remove 11-Mar-2021 Steepen SGBi 3112/3111, flatten SGB 1059/1056

Comment

2. Country spread. The increase in USD long-end rate since H2 2020 has
made it very expensive to be short US treasuries vs Bunds or SGBs for a
repo funded or FX hedged investor. However, looking at forward started
swaps, the paying USD 5y5y vs SEK rolls close to flat (and even slightly
positive). The trend in the spread is obvious and the recent set-back may
prove temporary. An important driver over the coming months may turn out
to be relative inflation. Indicators for US inflation point to the moon, while for
Sweden they point straight down into the under-world. Swedish CPI ex
energy y/y numbers will reach (according to our forecast) near 20-year lows
during the summer. The divergence in fiscal response to the pandemic and
Sweden'’s globally integrated labour market (in 2020 working permits for
foreigners were the third highest on record, despite travel restrictions and
lock-downs) may also manifest itself in higher USD 5y5y relative SEK.
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Cheap way to exposed for higher USD rates and low Swedish inflation

Cheap option for market turbulence
Could have more given index-extension, but value-wise SGBs look rich (+8 bps)

Covereds should be more resilient than swaps on higher rates

No catch up to global trend and no action in CPI near-term. (+3 bps)
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