
Strategy Research Sweden: On the radar
This publication is a summary of interesting market related topics and observations that have been covered 
and discussed within the Strategy Research group, but not necessarily yet formalized in form of a specific view 
or trading idea… 

Themes in this edition:
‐ ECB & FX: “Whatever it takes” still alive and kicking
‐ USD rates: Who cares about the business cycle?
‐ ECB & USD/SEK rates: Flattening pressure mounting on the USD curve?
‐ SEK macro: Let’s hope the heat wave only killed growth in July
‐ SEK linkers: The 200bps inflation trade
‐ SEK bonds: SGB 1052 vs 1047 steepening pressure into the futures roll
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“Whatever it takes” still alive and kicking
Once again, Draghi managed to surprise markets and
launch QE credit easing measures (ABS and covered bond
programs). The rate was cut, even though the lower
bound should practically already have been reached. The
vague communication will likely make expectations
ahead of the next meeting volatile.

ECB´s move sparked further life in EURUSD, and ATM vols
reached the highest levels since early summer.
Meanwhile, EURSEK 1M ATM vol dropped close to multi‐
year lows after the Riksbank decision. The case of a
weaker SEK as a result of an uncertain election outcome
could thus be cheaply hedged in option space.
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Source:Nordea & Bloomberg These estimates serve to illustrate our line of reasoning. Our euro 
economists will soon be out with new and updated forecasts
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US rates: Who cares about the business cycle?
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The US bond market is somewhat of a mystery right now.
Data surprises has clearly turned positive (excluding
NFP). Historically this has meant that 10 year yields have
risen 40‐50 bps; currently it has risen 10 bps... The stock
market, on the other hand, liked the surprises and
reached new all‐time highs after the geopolitical mini‐
drop this summer. Also that has historically meant more
significant sell‐offs in bonds than now.

Can it be that the US market is following in the tracks of
Eurozone and suddenly has noted that inflation seems to
be the only thing that matters to central banks nowadays?
Are business cycle and real rate arguments things of the
past? After all, Yellen has to a certain degree signaled
that the key to monetary policy is wage driven inflation.
And wage increases are still too low.

Or is it so that the bond market has glanced at leading
indicators for the US such as ISM and has come to the
conclusion that it can’t go much higher? Much like the
IFO levels of this spring ‐ the next mega‐trend in ISM
must be down, regardless when it starts.

Or is it simply an accident waiting to happen?
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Flattening pressure mounting on the USD curve?
The puzzle described on the previous page may have its
explanation in relative valuations, as Draghi’s statement
to expand ECB´s balance sheet towards the 1trn EUR
mark finally opens up for a lower EUR/USD…

This could in turn trigger capital allocation, out of EUR,
into US. On a yield spread perspective, the Treasury
market does indeed look to offer some value now, with
10yr spreads at historical highs vs. Germany…

The US curve is also looking steep on a relative basis,
but in the scenario where Fed begin to hike rates next
year, the curve looks set to flattening from the front‐
end…
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Sweden: Let’s hope the heat wave only killed growth in July
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Swedish hard data for July has been awful. In m/m terms
retail sales dropped 0.7%, service production also fell
0.7%, industrial production was ‐1.1% and new orders
‐1%. The trade balance figures once again revealed falling
exports of goods. What a way to start the 2nd half of 2014!

We do think that this weakness comes from the
spectacular heat wave that hit Sweden in July. Everyone
that could take time off for vacation did so (production
impact). And no one in their right mind was interested in
going shopping (consumption impact).

But we guess we also have to hope that the quite marked
drop in the manufacturing PMI and a slightly negative
trend in consumer confidence came from equity market
jitters in connection with the geopolitical disturbances
this summer.

Our leading indicators for Swedish growth and the labour
market are still very positive for the rest of 2014, and they
usually get it right. But our alert level has been raised – it
seems like the transformation from leading indicators to
hard data is everything but a straight line.

Consumer confidence, lhs
Sweden PMI manuf, rhs
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Nordea unemployment model

Sweden unemployment rate
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SEK linkers ‐ the 200 bps inflation trade
The market is not only pricing low spot break‐even
inflation, but also very low forward inflation. At the
same time, the nominal rate market is still pricing
higher rates through an upward sloping yield curve.

When we model the impact on CPI from an implied
higher policy rate, that is being discounted on the yield
curve (mortgage interest rate cost is included in
Swedish headline CPI), one can conclude that forward
break‐evens have a significant potential to rise. If not,
the nominal curve should collapse (i.e. flatten).

The charts to the right show both the market’s pricing
of break‐even inflation and the ”fair‐value” break‐even
using both the Riksbank’s and Nordea’s forecasts. The
fair‐value calculations are based on market rates and a
CPIF trend of 2 %.

Interesting trades on back of this: implement proxy
forward break‐even wideners between SGBi 3105 and
3107/3102 or between SGBi 3107 and 3102. Pay
inflation in a 1.5y SEK inflation swap starting in
December 2015 or June 2017.
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SGB 1052/1047 steepening pressure into the futures roll

SGB 1052 is trading rich in the repo market, which we
suspect comes from the fact that investors are short
the future where this bond is underlying (i.e. the 5yr
Dec contract)…

When the 5yr Dec futures contract matures at the Dec
IMM, SGB 1047 will be the new deliverable bond in the
Mar’15 contract. If the short open interest in the Dec
contract is rolled‐over to the Mar contract, it should
translate into a steepening pressure between the cash
bonds SGB 1052 and 1047…

In addition, on the 10th September, the debt office will
publish details on the bond switches in November.
Here, the debt office plans to tap SGB 1047s in order
to increase the outstanding amount of this bond as it
will become the new 5yr benchmark bond. Probably,
when this bond will be tapped, the SGB 1052 will be
bought back. This should offer some extra steepening
support between these two bonds…
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Thank You!
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Nordea Markets is the name of the Markets departments of Nordea Bank Norge ASA, 
Nordea Bank AB (publ), Nordea Bank Finland Plc and Nordea Bank Danmark A/S.

The information provided herein is intended for background information only and for 
the sole use of the intended recipient. The views and other information provided 
herein are the current views of Nordea Markets as of the date of this document and 
are subject to change without notice. This notice is not an exhaustive description of the 
described product or the risks related to it, and it should not be relied on as such, nor is 
it a substitute for the judgement of the recipient.

The information provided herein is not intended to constitute and does not constitute 
investment advice nor is the information intended as an offer or solicitation for the 
purchase or sale of any financial instrument. The information contained herein has no 
regard to the specific investment objectives, the financial situation or particular needs 
of any particular recipient. Relevant and specific professional advice should always be 
obtained before making any investment or credit decision. It is important to note that 
past performance is not indicative of future results. 

Nordea Markets is not and does not purport to be an adviser as to legal, taxation, 
accounting or regulatory matters in any jurisdiction.

This document may not be reproduced, distributed or published for any purpose 
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