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Broad-Based Strength 

Data released this morning showed that the Swedish economy grew  

1.3 percent (not annualized) in Q4 2015. The surge in activity left real GDP 

4.5 percent higher on a year-over-year basis, the strongest pace in nearly 

five years (top chart). Growth was relatively broad based, as private 

consumption rose 0.9 percent on a sequential basis and fixed investment 

spending jumped 2.0 percent during the quarter. Government expenditures 

added modestly to topline growth, although the contribution from total 

domestic demand was held back by a slower pace of inventory building. 

Meanwhile, net exports contributed solidly to the headline rate of growth, 

as a 2.9 percent sequential rise in exports outshined a 2.0 percent increase 

in imports. 

When Will Strong Growth Lead to Inflation? 

The Riksbank, Sweden’s central bank, is among the growing number of 

central banks that has adopted a negative policy rate. At its February 

meeting, the Riksbank opted to reduce its main policy rate further into 

negative territory to -0.50 percent. However, there were two members of 

the rate-setting committee who dissented from the decision and advocated 

for an unchanged rate, noting that strength in economic activity merited no 

change in policy rather than further easing. Indeed, with real GDP growing 

at a 4.5 percent year-over-year pace, Sweden is among the fastest growing 

economies in the developed world.  

The Riksbank’s decision to cut rates despite strong growth reinforces the 

view that policymakers’ primary concern is to push inflation closer to the  

2 percent long-term target. Policymakers noted that inflation would likely 

be weaker in 2016 than they had expected in December, which they feared 

might undermine confidence in the inflation target and increase the risk of 

inflation taking longer than expected to return to target.   

Despite policymakers’ concerns, it appears that inflationary pressures are 

showing nascent signs of building in Sweden. While the spike in headline 

CPI inflation in January was largely driven by a surge in electricity prices, 

the underlying rate of inflation has clearly trended higher over the past few 

quarters (middle chart). Moreover, the unemployment rate remains 

elevated relative to prior cycles, but it has fallen markedly over the past 

year (bottom chart). Should strong economic growth continue to drive the 

unemployment rate lower, wage pressures may begin to increase and put 

upward pressure on inflation in the broader economy. Although we do not 

expect the Riksbank to reverse any of its previous easing measures, recent 

developments may reduce the likelihood of further reductions in the policy 

rate. Given our expectation that the Fed will continue to increase the fed 

funds rate this year, our currency strategists look for modest depreciation 

in the krona vis-à-vis the dollar in the coming quarters. 
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Sweden GDP Surges in Q4 2015 
Sweden GDP grew at an impressive 5.3 percent annualized pace in Q4 2015, led by strong growth in final 
domestic demand. Robust GDP growth and declining unemployment should lead to inflationary pressures.   
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