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Riksbank: Under pressure

1. Some Swedish inflation numbers for July came out lower than market
expectations. The breadth of price increases was a tad lower, but core
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inflation continued to accelerate away from Riksbank’s forecast.
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3. Despite inflation closing in on 10 % by year-end, Euro short-term
real rates have not even started to rise, in stark contrast to the US.
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2. Near-term market inflation expectations in the Eurozone is on the

rise markedly. Swedish inflation is highly correlated to Euro

inflation... | have a bad feeling about this!
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4, Swedish real rates mimic Euro real rates. The Riksbank’s
tightening cycle is extreme, but is still lagging the inflation cycle.
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Stibor: Do not underestimate the dark side of rapid rate hikes

1. Stibor’s erratic behaviour consequence of troublesome new 2. Apart from the year-end, we see most other drivers lined up
calculation method. We still expect a downward contribution for higher Stibor. The Riksbank’s balance sheet runs off and the
from year-end effect. new Riksbank law further obstacle to QE.
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3. In rate hike cycles, Stibor often ends up above levels implied by 4. Policy rate hikes also often coincide with wider government swap
rate hike expectations. The sudden shift of policy this time may add spreads. Policy is tightening because economy is strong and the budget
to bank hedging needs and corporate lending may increase as well. balance positive. More bond issuance comes later. Buy front-end SGB
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Duration & covereds: Conventional 5y covereds and a SGB oddity

1. Little issuance during the summer motivates a flatter covered 2. Cheapest point on the covered curve is ... ze five year!
spread curve near-term.
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3. The SGB offers negative return pickup for most duration _ _ _
extensions. Not a winning sales pitch for long-end SGBs. 4. Bias on duration & covereds The balance of neutrality for the

4.0% duration bias remains unchanged from last week: policy tightening
and low/negative excess return on duration extensions speak for

3.5% ® 12m horizon return being short. The outlook and momentum for economic activity

together with downside risk to equities speak for being long.

Source:Nordea
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Trade Ideas: Pay, but be careful about relative value in long-end SEK swaps

1. Outright We do not believe that the bear market in bonds is
over. Central banks are far from through with policy tightening and
historical lead/lag-patterns between inflation and the business
cycle cannot be applied without judgmental adjustments. One
policy pivot in the brewing is the increasing pressure on ECB as
near-term inflation expectations rise and energy prices derail.
Obviously, higher Euro rates will make SEK rates go up as well.
The mid segment of the yield curve should be good point to pay in
swaps and forwards should be better than spot, as curve initially
should steepen up to 5y as bear market resumes.
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3. Relative value trade ideas

2. Outright In the long-end, the SEK and EUR yield curves have
had different experiences. In EUR, rising long-end rates have led to
ALM related paying as the pension sector’s liability side became
over-hedged. ECB has lagged other central banks in the tightening
cycle, also adding steepening pressure. In SEK, the Riksbank has
been more activistic on the policy side, adding flattening pressure.
The Swedish pension sector is less impacted by ultra-long swap
rates for discounting liabilities as the last liquid point by the
regulator is set to 10y. The net effect of solvency, downside stress-
test for rates and liability hedge ratio is far from clear.
Nevertheless, the flatness of the SEK 5y+ curve may have
institutional underpinnings. Better to pay 5y5y outright than to bet
on the spread to EUR.
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17-Aug-2022 Pay 2y2y SEK swaps, receive Dec-22 FRA

5-Aug-2022 Buy SBAB 147 vs swaps

You know it's a bear market

Case for less lending and tighter spread still valid, but early delivery. (+9 bps)
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