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A step in the right direction

� The Riksbank (RB) cuts 50bp and indicates a 
further 50bp within the coming six months. 
We had expected 25bp but welcome warmly 
the bold decision to go for 50. In our view this 
is not panic but rather a prestige-less shift in 
assessment of the economy resulting in a 
more frontloaded monetary policy forecast.  

� The U-turn completed. After hiking 3 Sep the 
RB has now cut 100bp 1 ½ month later. The 
risk that RB will be left (un)safely behind the 
curve has diminished.

� Credibility: An unpredictable RB where the 
public has difficulties understanding its 
thinking, and thus policy actions, has added a 
risk premium on the SEK. RB is now taking a 
step in the right direction which is good for 
confidence and could reduce the risk premium.

� Initial reaction was knee jerk; lower yields on 
relative basis and weaker SEK. Over time 
though we think that it is a better medicine for 
the SEK with a proactive and credible policy 
than it being stubbornly tight.

� The economic outlook has deteriorated sharply 
recently. We forecast zero GDP growth 2009 
and a substantial rise in unemployment. The RB 
is close to zero for GDP but still too optimistic on 
unemployment (6.9% 2009 vs DB 7.8% on avg). 
RB revises its inflation forecast sharply lower 
and now is very close to our until mid 2009, H2 
our forecast is lower. 

� Hence, we stick to the view that the RB cuts the 
repo rate to 3.25% by Q2 which is line with their 
own forecast. Thereafter we see an additional 
50bp in H2 taking the repo rate down to 2.75%. 
Market pricing indicates 2.75% by mid 2009.
This is too aggressive relative to our forecast .

� A recession-like economy is likely to weigh 
further on the SEK. That said, EUR/SEK at 
current levels above 10.00 are not justified by 
fundamentals but reflect heightened risk 
aversion, rebalancing needs, NOK contagion (?) 
and poor liquidity - S/T fair value ca 9.70. Near 
term more of forced SEK selling could arise
though as global stock markets still head lower. 
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RB inflation forecast now close to Danske

CPI forecast
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S/T model indicates SEK is oversold
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� Disclosure
� This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank is under supervision by the Danish 

Financial Supervisory Authority. 
� Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on research objectivity and 

independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed 
that any request that might impair the objectivity and independence of research shall be referred to Research Management and to the Compliance Officer. Research 
analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other 
remuneration linked to specific corporate finance or dept capital transactions.

� Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals� Ethical rules and the Recommendations of the Danish 
Securities Dealers Association. 

� Financial models and/or methodology used in this report
� Recommendations and opinions in this research are formed based on a combination of Danske Bank�s regression models using macroeconomic fundamentals and 

financial variables as input and a general market assessment. Various statistical methods are used to evaluate the market. Standard option pricing models are used in 
respect with derivatives. 

� Risk warning
� Major risks connected with recommendations or opinions in this report, including as sensitivity analysis of relevant assumptions, are stated throughout the text.
� Expected updates
� FX Crossroads is updated every week.
� Disclaimer
� This publication has been prepared by Danske Bank for information purposes only. It is not an offer or solicitation of any offers to purchase or sell any securities, 

currency or financial instrument. The evaluations, calculations, opinions and recommendations of the publication should not replace the making of own opinions about 
whether to make any such transaction. Whilst reasonable care has been taken to ensure that its con-tents are not untrue or misleading, no representation is made as to 
its accuracy or completeness and no liability is accepted for any loss arising from reliance on it.

� Danske Bank, its affiliates or staff may perform business services, hold, establish, change or cease to hold positions in any securities, currency or financial instrument 
mentioned in the publication. Additional and/or updated information is available from Danske Bank. This publication is not intended for private customers in the UK or 
any person in the US. Danske Bank is regulated by FSA for the conduct and investment business in the UK and is a member of the London Stock Exchange.

� Copyright © Danske Bank A/S. All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part without permission.
� This report has been prepared by the correspondent of Auerbach Grayson & Company Incorporated (�AGC�) named above on the date listed above. we are distributing 

this report in the U.S. and any U.S. person receiving this report and wishing to effect transactions in any security discussed herein, should do so only with a 
representative of Auerbach Grayson & Company Incorporated. Additional information on recommended securities is available on request.


