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Executive Summary 
Real GDP in Sweden increased 0.4 percent on a sequential basis in Q1-2017, receiving a big boost 
from domestic demand. Sweden’s economy continues to hum along and appears healthy at 
present – the unemployment rate continues to fall, fiscal prudence continues to define 
government finances and the country’s current account has been in surplus for over two decades. 
However, some cracks may exist below the surface.  
 
In response to stagnant growth following two recessions in quick succession in recent years, the 
central bank of Sweden cut rates into negative territory in an attempt to stimulate the economy. 
As a result, home prices have accelerated since 2013 and the household debt-to-income ratio has 
risen substantially. While most households in Sweden continue to service their debt, a rise in 
interest rates could pose a threat to those with variable-rate mortgages, which is over half of the 
mortgage market. In that regard, the central bank will not likely be hiking rates in the near term, 
especially in a relatively benign inflationary environment. 
 

Q1 GDP Growth: Strength From Within 
Data released today showed that real GDP in Sweden grew 0.4 percent (1.7 percent at an 
annualized rate) in Q1-2017 relative to the previous quarter (Figure 1). This now marks the  
15th consecutive quarter in which the annualized growth rate has surpassed 1.0 percent. The GDP 
print undershot the consensus forecast which called for non-annualized growth of 0.9 percent. 
However, a breakdown of the underlying GDP components reveals a stronger domestic economy 
than the headline figure suggests. 

For example, private consumption increased 1.8 percent at an annualized rate, while investment 
spending shot up 10.2 percent. Despite government spending contracting 0.7 percent, total 
domestic demand increased 3.8 percent, its highest rate of growth since Q2-2016. Weighing on 
the headline figure were the trade accounts. Exports contracted 1.0 percent while imports 
increased 3.4 percent, both annualized, in Q1-2017. As a result, net exports shaved off 
1.8 percentage points from the headline GDP growth figure. 
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Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities 

Risk Lurking In Household Debt? 
As noted above, the Swedish economy has grown at a fairly decent clip over the past few years. 
Accordingly, the unemployment rate in Sweden has trended down from 9 percent in early 2010 to 
6.6 percent at present, which is not too far removed from the low of 5.9 percent that was reached 
prior to the global financial crisis. In other words, the labor market in Sweden appears to be 
strong at present. And other macroeconomic fundamentals are solid as well. The government has 
demonstrated fiscal restraint over the past decade. Consequently, its debt-to-GDP ratio stands at 
only 40 percent at present, and the government’s debt is rated Triple A by both Standard and 
Poors and Moody’s. The country has incurred black ink in its current account for more than 
twenty years. In short, Sweden is a poster child for macroeconomic stability, at least at first 
glance. 

Scratch a bit further below the surface, however, and there are some issues that raise some 
concerns. Sweden suffered a very deep recession in 2008-09 as real GDP nosedived more than 
7 percent.1 The economy bounced in 2010-11, but it subsequently stagnated again in 2012-13 as 
the European sovereign debt crisis caused the Eurozone, to which Sweden sends 40 percent of its 
exports, to slip back into a modest recession at that time. This one-two punch of deep recession 
and then sluggish economic growth weighed on the inflation rate in Sweden (Figure 3). 

The Sveriges Riksbank, Sweden’s central bank, has a mandate to keep inflation around 2 percent. 
As the inflation rate slipped lower and lower, the Riksbank embarked on an aggressive easing 
cycle as it cut its main policy rate from 2.00 percent in December 2011 to 0.00 percent in 
October 2014 (Figure 4). It then followed some other central banks by cutting its policy rate into 
negative territory in early 2015. Today, the repo rate stands at -0.50 percent. The Riksbank also 
embarked on a quantitative easing program in March 2015 which the Riksbank anticipates will 
total SEK 290 billion (about $33 billion at current exchange rates) at the end of 2017. 

                                                             
1 Real GDP in the United States fell a bit more than 4 percent during the Great Recession. 
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Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities 

The Riksbank embarked on its aggressive policy easing in an attempt to stimulate the economy 
and thereby to push inflation back toward its target. A byproduct of ultra-low interest rates, 
however, has been a sharp increase in house prices. To be fair, house prices in Sweden have been 
trending higher for the past few decades due, at least in part, to supply constraints. But house 
prices have accelerated since 2013 as interest rates have plummeted. The average price of a house 
in Sweden has more than trebled since the beginning of the century. 

Because most homeowners finance their house purchases with a mortgage, household debt has 
risen significantly. As shown in Figure 5, the household debt-to-income ratio in Sweden has risen 
from about 100 percent in 2000 to 175 percent at present. Despite the marked increase in 
household debt in Sweden in recent years, the household debt service ratio, which measures the 
proportion of income that consumers need to service their debt, has been essentially trendless 
this decade due to the significant decline in interest rates that has occurred (Figure 6).  

Figure 5 

 

 

Figure 6 

 

Source: Bank for International Settlements, IHS Global Insight and Wells Fargo Securities 

As long as interest rates remain low, most Swedish households should continue to service their 
debts. However, the vast majority of mortgages in Sweden have interest rates that could change in 
the near-to-medium term. Specifically, more than one half of Swedish mortgages are variable-rate 
mortgages while another 40 percent or so have interest rates that are fixed for only 5 years or less. 
Only 3 percent of outstanding mortgages in Sweden have interest rates that are fixed for more 
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than 5 years.2 The household debt service ratio could shoot higher, which could have negative 
consequences for consumer spending in Sweden, when the Riksbank starts to tighten monetary 
policy. 

In that regard, the Riksbank probably will not be hiking rates anytime soon as policymakers have 
stated publicly that they do not anticipate raising the repo rate until mid-2018. Of course, 
policymakers could change their collective minds, especially if inflation were to pick up much 
quicker than the Riksbank currently expects. But with wage growth in Sweden slow at present—
the year-over-year growth rate in average hourly earnings has trended lower over the past few 
years to only 1.5 percent at present—it is difficult to envision a meaningful upturn in inflation on a 
sustained basis anytime soon. 

The consensus forecast looks for real GDP to grow 2.6 percent in 2017 and 2.3 percent next year. 
The consensus also envisions that consumer prices in Sweden will rise only 1.6 percent this year 
and 1.9 percent in 2018. We do not make explicit forecasts for the Swedish economy, but these 
macroeconomic forecasts look reasonable to us. If the Swedish economy evolves more or less in 
line with these forecasts, then the Riksbank likely will remain on hold until mid-2018, as it 
currently envisions. But elevated household debt may eventually pose a downside risk to the 
Swedish economy, especially once the Riksbank starts to hike interest rates. 

Conclusion 
Swedish GDP growth increased 0.4 percent on a sequential basis in Q1-2017, receiving a big boost 
from domestic demand. Sweden’s economy continues to hum along and appears healthy at 
present – the unemployment rate continues to fall, fiscal prudence continues to define 
government finances and the country’s current account has been in surplus for over two decades. 
However, some cracks may exist below the surface.  
 
In response to stagnant growth following two recessions in quick succession in recent years, the 
Swedish Riksbank cut rates into negative territory in an attempt to stimulate the economy. As a 
result, home prices have accelerated since 2013 and the household debt-to-income ratio has risen 
substantially. While most households in Sweden continue to service their debt, a rise in interest 
rates could pose a threat to those with variable-rate mortgages, which is over half of the mortgage 
market. In that regard, the central bank will not likely be hiking rates, especially in a relatively 
benign inflationary environment. 

 

 

                                                             
2 Ulf Holmberg, Hannes Janzén,Louise Oscarius, Peter van Santen and Erik Spector, “An Analysis of the 
Fixation Period for Swedish Mortgages,” Economic Commentaries, Sveriges Riksbank, #7, 2015.  

The Riksbank 
probably will 
not be hiking 
rates anytime 
soon. 
 



 

 

Wells Fargo Securities Economics Group 

 

Diane Schumaker-Krieg Global Head of Research, 
Economics & Strategy 

(704) 410-1801 
(212) 214-5070 

diane.schumaker@wellsfargo.com 

John E. Silvia, Ph.D. Chief Economist (704) 410-3275 john.silvia@wellsfargo.com  

Mark Vitner Senior Economist (704) 410-3277 mark.vitner@wellsfargo.com 

Jay H. Bryson, Ph.D. Global Economist (704) 410-3274 jay.bryson@wellsfargo.com 

Sam Bullard Senior Economist (704) 410-3280 sam.bullard@wellsfargo.com 

Nick Bennenbroek Currency Strategist (212) 214-5636 nicholas.bennenbroek@wellsfargo.com 

Anika R. Khan Senior Economist (212) 214-8543 anika.khan@wellsfargo.com 

Eugenio J. Alemán, Ph.D. Senior Economist (704) 410-3273 eugenio.j.aleman@wellsfargo.com 

Azhar Iqbal Econometrician (704) 410-3270 azhar.iqbal@wellsfargo.com 

Tim Quinlan Senior Economist (704) 410-3283 tim.quinlan@wellsfargo.com 

Eric Viloria, CFA Currency Strategist (212) 214-5637 eric.viloria@wellsfargo.com 

Sarah House Economist (704) 410-3282 sarah.house@wellsfargo.com 

Michael A. Brown Economist (704) 410-3278 michael.a.brown@wellsfargo.com 

Jamie Feik Economist (704) 410-3291 jamie.feik@wellsfargo.com 

Erik Nelson Currency Strategist (212) 214-5652 erik.f.nelson@wellsfargo.com 

Misa Batcheller Economic Analyst (704) 410-3060 misa.n.batcheller@wellsfargo.com 

Michael Pugliese Economic Analyst (704) 410-3156 michael.d.pugliese@wellsfargo.com 

Julianne Causey Economic Analyst (704) 410-3281 julianne.causey@wellsfargo.com 

E. Harry Pershing Economic Analyst (704) 410-3034 edward.h.pershing@wellsfargo.com 

Hank Carmichael Economic Analyst (704) 410-3059 john.h.carmichael@wellsfargo.com 

Donna LaFleur Executive Assistant (704) 410-3279 donna.lafleur@wellsfargo.com 

Dawne Howes Administrative Assistant (704) 410-3272 dawne.howes@wellsfargo.com 

 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and 
Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes these 
publications directly and through subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC,  
Wells Fargo Securities International Limited, Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. Wells Fargo Securities, LLC. 
is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures 
Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading Commission as a swap dealer and is a member in good standing of the 
National Futures Association. Wells Fargo Securities, LLC. and Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products, 
any of which may be discussed within this publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment 
banking transactions. Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and 
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general information use 
only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC assume any liability for any loss that 
may result from the reliance by any person upon any such information or opinions. Such information and opinions are subject to change without notice, are for 
general information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment 
advice. Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company  
© 2017 Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment firm 
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For 
purposes of the U.K. Financial Conduct Authority’s rules, this report constitutes impartial investment research. WFSIL does not deal with retail clients as 
defined in the Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of 
retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, and should not be 
relied upon by, retail clients. This document and any other materials accompanying this document (collectively, the "Materials") are provided for general 
informational purposes only. 

 
SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


