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Marketing communication

SEK covereds: Alook at lending, deposits and rate fixing preferences

1. Lending to households for housing purpose continues to be 2. Growth in deposits in bn SEK has decreased more than lending growth.
at a standstill, but downward momentum has decreased. No straight-forward relationship between deposits, lending and covered
bond issuance, but recent growth in the covered stock still reasonable.
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4. Households have hope for lower interest rates. More than 80% of new
loans done at variable rate. Usually coincide with more issuance of
covereds vs swaps and a wide ASW reflection a bond supply discount.

3. Deposits from corporation are clearly decreasing, while household
deposits no longer grows. Quite natural given less lending and
Riksbank’s reduction of excess liquidity.
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SEK rates: A glance at Kommuninvest & local governments

« Sweden’s local governments (kommuner och regioner) have 1. Local governments’ debt has increase Signiﬁcantly since 2010.
increased their debt significantly over the last decade. The debt level Investments linked to population growth/immigration is the main driver.
is also high compared to other countries. 17501 L 1750
* About 50% of debt is linked to corporations owned by local
governments (“kommunernas verksamhet har bolagiserats...”) 1500 | : 1500
+ Larger population growth due to immigration and a decentralized Maastricht debt bn SEK
welfare system where local governments have responsibility for many 1250 1250
services that in other countries are financed through the central bn SEK
government are the reasons for the growth of debt. (see 10001 1000
Kommuninvest's report “Hur héga ar egentligen kommunsektorns Central government debt
skulder?”, March 2023). 707 = | ocal government debt 70
» Ekonomistyrningsverket (ESV) forecasts local debt to be roughly of
the same size as central government debt by 2026. 5007 [ 500
* The duration of Kommuninvest loan portfolio is ~2.7 years compared 250 | 250
to the government’s ~6 year for SEK debt. Local governments
budgets are thus more sensitive to increasing policy rate and they 0 L)
also lack the inflation protection created by value-added taxes that the 96 98 00 02 04 06 08 10 12 14 16 18 20 22 24
government enjoy_ Source: Macrobond and Nordea

3. ... but the under/outperformance of covereds vs swaps is another.
Weaker economy but no financial distress: Kl should underperform

2. Bond supply is one driver of the spread between Kommuninvest (KI) i i }
covereds. Financial turbulence: covereds will underperform Kil.

bonds and covereds...
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Marketing communication

SEK: No panic is a good sign, right?

1. Bid/ask spread in EURSEK on the low side, consistent with 2. Despite sky-rocketing EURSEK, there is no spike in implied volatility.
implied volatility at “normal” levels.
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4. Risk-reversals show decreasing interest to buy protection for higher

3. Indeed, implied volatility is even a touch on the cheap side given EURSEK. No spike in volatility, skews towards the downside in
realized volatility. EURSEK: no sign of panic for higher EURSEK. A good sign, right?
Or does it mean the recent moves north are not stretched at all...
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Marketing communication

Riksbank: Sour surveys, but no extra fuel for disinflation

1. Confidence in the NIER surveys for August took a turn for the worse. 2. The surveys showed a slight uptick in price plans. Not enough to
Manufacturing souring and demand for services a bad sign for the change the scenario of decreasing consumer price momentum, but not
labour market. further fuel for the disinflation theme either.
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3. Indeed, households’ inflation 1y expectations jumped. New highs in 4. With little micro information in the surveys suggesting a softer
fuel prices, lagged effect of mortgage rate increases, higher rents and monetary policy, a 25 bps hike in September with guidance for more
fees for tenant-owned apartment etc Potential drivers are plentiful. in November should still be on the table for the Riksbank.
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Marketing communication

XCCY: The second derivatives of covered ASWs

= One can is some aspects describe the SEK basis market as the “second derivative” of the SEK covered market. For example, if the
domestic covered markets freezes with wide spreads, issuers will issue in Euro and swap to SEK. The EURSEK basis will widen as a
consequence. The risk-premium in domestic covereds for wider spreads, financial turmoil, liquidity drainage etc is also reflected in EURSEK
basis.

= The covered ASW curve is steep and spreads are wide due to high bond yield volatility and housing market concerns. The rolldown in
EURSEK basis is thus a way to exploit this particular risk-premium as well. In the near-term, with good global risk-appetite, covereds should
do ok and the rolldown play in basis as well.

= Some drivers for wider basis spreads both near-term and on the horizon are however worth keeping in mind. Near-term, the issuance
season has geared up. The seasonal pattern for EURSEK suggests some temporary widening. On the medium-term, some increase in
Euro issuance from Swedish issuers may be on the cards. The Riksbank’s QE into SEK covereds depressed ASWs and trigger domestic
issuance: with no QE purchases, foreign issuance may increase somewhat. At the same time, the decrease of FX issuance may also be a
consequence of structural changes over time to banks’ preferred funding. The implication for the XCCY basis curve is inconclusive.

* |In November and December, redemptions of bonds make the Riksbank’s excess liquidity decrease significantly. Indeed, during H2, around
140bn SEK will be off-printed. Less SEK liquidity will obviously mean less downward pressure on short-end basis spreads. (read more in
“The ~140bn QT Goirilla”, 25 Aug)

3. EURSEK xCCY basis, domestic covered ASW and FX issuance 4. The seasonal pattern for EURSEK 5y XxCCY basis
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Marketing communication

Duration: Some slack, but not for central banks

1. US job openings continues to decrease. Initial signs of slack in the 2. The quit rate in the US labour market suggest continued easing of
labour market should steepen the yield curve with a lag. wage pressure. Good news for medium term inflation.
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3. Softening of forward-looking gauges of inflationary pressure should
however not be sufficient for central banks to relax. Disinflation is not the

same thing as inflation anchored at target. History may be no reliable on upside (short duration). The yield curve is still massively
guide, but neither are current forecasts. inverted (expensive to be long). Central banks are still in a

12 16 tightening cycle, although closer to a pause. Activity data has
14 surprised on the upside while some leading indicators, due to

10 14 rising asset prices, no longer are deteriorating. Our duration bias
91 . process continues to output a short bias.

81 . I

74 r[

61 / 10

5 m

4 8 Change since last week
3 Wt 6 Duration = QA Gk Rk ¢ -
21 _,,f (short/long)

T ,\/\, / / F4 Bias on duration. Three stars mean neutral. More than three:

4
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Marketing communication

Trade ideas: The long march towards cheaper SGBs

1. We believe “fair-value” in a 10y SGB ASW is at least tighter than -30 2. Both Kommuninvest and covered bonds are sensitive to risk-
bps, but the adjustment can take time (~9-12m). The recent tightening aversion. The character of the sensitivity should however be
seems right from a trend perspective, but may be near-term overdone. slightly different. Covereds more linked to risk-premium linked to
financial system, Kommunivest more to supply risk due to
recession.
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References: Year-to-date list of trade ideas

Trade idea 1 Trade idea 2

18-Aug-2023
4-Aug-2023
16-Jun-2023
2-Jun-2023
26-May-2023
12-May-2023
5-May-2023
14-Apr-2023
31-Mar-2023
24-Mar-2023
10-Mar-2023
3-Mar-2023

24-Feb-2023
17-Feb-2023
10-Feb-2023
3-Feb-2023

27-Jan-2023
20-Jan-2023
13-Jan-2023

Sell SGB 1061, Buy SGB 1060

Buy covereds 5y vs SGBs

Buy Stadshypotek 5y covered, sell 5y BTPs FX hedged
Sell SGB 10y ASW

Buy KI 2805 vs swaps

Buy SGBI 3112 vs SGB 1059

Pay SEK swap 10y, receive 5y

Buy 5y covereds vs swaps

Sell 1058, buy SWTB Mar-2024
Receive SEK swap 1y2y, pay 1y10y
Pay SEK swap 1y5y

Buy receiver spread 6m1ly amtf/atmf-30bps, sell out-of-the money payer

Pay SEK 5y vs EUR in swaps

Buy Kl 2911, sell SGB 1061

Sell SGB 1060, receive 2y & 10y SEK swaps
Flatten SEK swaps 5/10y in spread to Euro
Receive SEK swap 5y2y, pay 5y10y

Buy 2y Shyp, sell 5y Shyp bond future

Pay SEK 5y vs EUR in swaps

Sell 5y SGB vs Germany

Steepen SGB 5/10y in bond futures
Pay SEK vs EUR 1yly

Steepen the covered 2/5s curve

Buy 5y covereds vs government in bond futures
Receive FRA Sep-2023, Sell SGB 5y
Sell SGB 1056 vs swaps

Receive SEK swaps 1y2y, pay 1y10y
Buy SGBi 3115, sell SGB 1053

Buy 5y covereds vs govies

Sell SGB 1058 outright

Sell 2y Shyp bond future

Pay SEK 5y swap vs 2y & 10y

Sell SGB 1058 outright
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References: Publications year-to-date

Swedish interest strategy publications year-to-date:

25-Aug-2023
18-Aug-2023
11-Aug-2023
4-Aug-2023
3-Aug-2023
16-Jun-2023
9-Jun-2023
7-Jun-2023
2-Jun-2023
26-May-2023
12-May-2023
5-May-2023
28-Apr-2023
21-Apr-2023
14-Apr-2023
31-Mar-2023
24-Mar-2023
17-Mar-2023
10-Mar-2023
6-Mar-2023
3-Mar-2023
24-Feb-2023
17-Feb-2023
10-Feb-2023
3-Feb-2023:
2-Feb-2023
27-Jan-2023
20-Jan-2023
13-Jan-2023
4-Jan-2023

SEK rates weekly:

SE(e)K and you will find

SEK rates weekly:

A hard place

SEK rates weekly:

Bond issuance about to level up

SEK rates weekly:

Risk appetite extends hiking cycle

SEK covereds: Supply update July

SEK rates weekly:

Policy Perpetuum Mobile

SEK rates weekly:

You can hike but you can't hide

SEK covereds: Supply update May

SEK rates weekly:

The Riksbank’s SEKret sauce

SEK rates weekly:

SEK the Enforcer

SEK rates weekly:

Minor changes to government borrowing

SEK rates weekly:

Confuse-a-short

SEK rates weekly:

The return of the forecasters

SEK rates weekly:

The Riksbank to spring again

SEK rates weekly:

The recession bond premium is all around

SEK rates weekly:

Release the QT-hounds

SEK rates weekly:

Exhalation

SEK rates weekly:

Terrible, just terrible

SEK rates weekly:

Yield curve inversions are built on hope

SEK covereds: Supply update February

SEK rates weekly:

Over-tightening not the biggest worry

SEK rates weekly:

Not a great week for the Riksbank

SEK rates weekly:

No increase in SGB issuance near-term

SEK rates weekly:

A brave new world?

SEK rates weekly:

More hikes, lower yields to the extreme

SEK covereds: Supply update January

SEK rates weekly:

A bit higher yields please

SEK rates weekly:

Too rapid inversion of 2/5s

SEK rates weekly: Weak SEK should mean higher rates, not lower

SEK covereds: Supply update December

16-Dec-2023
9-Dec-2022
5-Dec-2022
2-Dec-2022
25-Nov-2022
18-Nov-2022
11-Nov-2022
4-Nov-2022
3-Nov-2022
28-Oct-2022
21-Oct-2022
14-Oct-2022
7-Oct-2022
5-Oct-2022
29-Sep-2022
23-Sep-2022
16-Sep-2022
9-Sep-2022
5-Sep-2022
2-Sep-2022
26-Aug-2022
19-Aug-2022
12-Aug-2022
5-Aug-2022
5-Aug-2022

SEK rates weekly: No cigar for the Riksbank

SEK rates weekly: Demand main driver of covered issuance

SEK covereds: Supply update November

SEK rates weekly: 2023 — a rate odyssey

SEK rates weekly: It is not over yet

SEK rates weekly: 75 bps — priced and done?

SEK rates weekly: Riksbank needs excuses to not stay behind

SEK rates weekly Too many jugglers, too many balls

SEK covereds: Supply update October

SEK rates weekly: The policy rate gap must hold

SEK rates weekly: No change to issuance in borrowing report

SEK rates weekly: Please Riksbank, tell us the story about the SEK

SEK rates weekly: A false dawn for the yield curve

SEK covereds: Supply update September

SEK rates weekly: A SEK liguidity crunch in the brewing

SEK rates weekly: Riksbank overpowered

SEK rates weekly: The Riksbank’s interest rate bomb

SEK rates weekly: In the midst of the Hikenado

SEK covereds: Supply update August

SEK rates weekly: A forest of question marks

SEK rates weekly: Once again short duration

SEK rates weekly: Stibor flies north

SEK rates weekly: Monster extension coming

SEK covereds: Supply update July

SEK rates weekly: Tightening hyperdrive
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