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Introduction

Russia has attacked Ukraine, and China is continuing 
with its radical COVID-19 lockdowns. These events 
have resulted in large commodity price upturns and 
persistent bottlenecks in global production and transport 
cycles. Their impact can also be seen in new record-
high inflation figures, putting pressure on central banks 
to speed up and intensify planned monetary policy 
tightening. This negative trend has been discounted 
by economists, corporate analysts and the capital 
market via substantially lower forecasts, plunging stock 
markets, and steeply rising interest rates and bond yields. 
Economic scenarios such as “soft landing” and “recession” 
are presented as alternatives, and probabilities have 
definitely shifted in a negative direction. Meanwhile there 
are bright spots, such as the recent corporate report 
season, which showed reasonably good resilience in 
terms of earnings-generating capacity. The problematic 
start to this year has created large-scale risk aversion, 
clearly moderating and in some cases dramatically 
reducing the prices of financial assets. As a result, general 
risk-taking among investors is now well below what it 
was at year-end 2021. Investors have at least partly 
adapted to the deteriorating conditions now prevailing. 
This is a balancing force, because investors have already 
sold a sizeable proportion of their risk assets, so a lot of 
excesses have disappeared from financial markets since 
the highest-valued companies are among those that have 
fallen most.

Whether or not this is enough will largely be depen-
dent on whether or not the prevailing negative forces 
culminate soon. Signals that inflation has peaked would 

be very welcome. This would reduce pressure on the 
fixed income market and central banks. A de-escalation 
of the Ukraine war as well as a Chinese society with 
less widespread COVID-19 lockdowns would also help 
decrease the pressure.

It is easy to understand that a distinctly defensive 
portfolio, supplemented by commodity exposure, is 
the winner so far this year. Putting together a robust 
portfolio that takes into account several possible future 
outcomes − both positive and negative − is far more 
complex. This Investment Outlook describes how we 
assess the market situation and how we have chosen 
to compose our portfolios, but a quick peek reveals that 
they have a fairly neutral risk composition.

In addition, we present our usual detailed analyses 
about conditions surrounding various asset classes. 
This issue also includes two theme articles. The first 
is about the ongoing energy transition, among other 
things highlighting how the Ukraine war is affecting the 
transition process and what needs to happen to speed 
it up. Our second theme article examines the problem of 
cybercrime and how cybersecurity (or digital security) 
can alleviate or prevent it. Cybersecurity is a sector 
with strong underlying growth and low dependence on 
economic cycles.

Wishing you enjoyable reading,
Fredrik Öberg, Chief Investment Officer

Asset Management & Investments
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Market view, 
risk exposure and
allocation  
—

Steeply climbing 10-year government bond yields

The chart shows 10-year government bond yields in Sweden, Germany 
and the United States since January 2016.

Source: Bloomberg 

High inflation, central banks that must quickly 
raise key interest rates, COVID-19 lockdowns 
in China and much lower economic growth 
expectations have plagued financial markets in 
2022. Risk appetite has fallen as problems have 
mounted. Plunging share prices and soaring bond 
yields have resulted in more reasonable equity 
valuations and more favourable positioning or 
risk-taking. We are choosing to maintain fairly 
neutral portfolios and we expect stabilisation 
soon, but the risk situation remains troublesome. 

In the last Investment Outlook, we pointed out that strong 
normalising forces were then at work. The rapid pace 
of economic growth and inflation would slow, leading to 
earnings increases in the corporate sector that were closer 
to trend. This forecast also said it was time for central 
banks to raise their key interest rates, but in a calm and 
prudent manner. In many respects, it was a reasonably good 
environment for financial assets, although both valuation 
parameters and central bank policies posed risks. Since then, 
conditions have deteriorated. Early 2022 turned out to be a 
very dramatic period, with the outbreak of a war in Ukraine, 
continued widespread pandemic-related lockdowns in China 
and a very high inflation rate. This has led to feverish activity 
among the world’s central banks, which have activated 
far more restrictive monetary tightening programmes. To 
describe the events in figures, we have adjusted projected 
real global growth in 2022 downward from more than 4 per 
cent to 3 per cent, inflation in the United States has reached 
8.5 per cent and the US Federal Reserve is expected to raise 
its key rate rapidly, reaching about 3.5 per cent in 2023.

These deteriorating conditions have had a major impact on 
asset markets. During 2022, government bond yields have 
risen sharply around the world. Ten-year US Treasury yields 
have risen from 1.5 per cent to around 3 per cent, while 
yield spreads against corporate bonds have widened. Similar 
developments have occurred in many other parts of the

world. For example, high-yield corporate bonds in Europe and 
the US now offer yields around 7 per cent, and rising yields 
have caused the corresponding bond indices to fall by 9-10 
per cent in local currencies during 2022.
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GDP growth forecasts, per cent

Market 2020 2021 2022 2023

World -3.2 6.1 3.0 3.4

United States -3.4 5.7 2.3 1.9

China 2.2 8.1 5.0 5.2

Japan -4.5 1.6 2.3 1.9

Sweden -2.9 4.8 1.8 1.8

OECD -4.6 5.5 2.6 2.3

Euro area -6.4 5.4 2.1 2.8

Baltic countries -1.8 5.6 1.1 2.0

Emerging 
markets

-2.0 6.6 3.3 4.4

The table shows forecasts of real economic growth in line with our main 
scenario, expressed in purchasing power parities (PPP).

Volatile stock market performance in late 2021 
has turned into weakness during 2022

The chart shows the performance since January 2021 of Swedish 
equities (SBX), the MSCI World Index and the MSCI Emerging Markets 
Index in terms of Swedish kronor. It also shows the performance of 
Sweden’s OMRX bond index and a global high-yield (HY) bond index, 
currency-hedged to Swedish kronor.

Source: Bloomberg

Market view, risk exposure and allocation  

Increased volatility has also spread in the stock market. At this 
writing, one global equity index had lost 15 per cent in local 
currencies and about 9 per cent as much in Swedish kronor. 
Looking below the surface, it is clear that share prices of 
many previous winners among growth companies have been 
adjusted sharply lower, while commodity companies − led by 
the oil sector − have seen the opposite trend. Valuations of 
growth companies are being squeezed by rising interest rates 
and yields, while the commodities segment is reaping record 
profits due to price upturns. Companies with products and 
services targeted to private individuals are being squeezed 
by eroded purchasing power and by margin problems, while 
traditionally defensive sectors like pharmaceuticals have 
performed well. Swedish financial markets have been weak; 
so far this year, share prices have fallen by 20 per cent and 
the small and medium-sized company segment by almost 
25 per cent. In the foreign exchange market, currencies that 
are normally strengthened by market worries have reacted 
as usual (USD, CHF), but with one exception: the Japanese 
yen has been unusually weak during this period. As usual, the 
Swedish krona has been weak as volatility and risk aversion 
rise. Due to this currency effect and a higher share of defensive 
companies, global equities have performed clearly better in 
krona terms than the Swedish stock market during 2022.

The capital market is thus trying to discount the new 
conditions, while such words as “stagflation” and “recession” 
are increasingly being mentioned by forecasters and other 
market observers. The following is a brief summary of SEB’s 
latest macro forecast.

The basic forecast is still a soft landing – but the risk                                                                                                                                            
of a weaker outcome is increasing 

The economic outlook has greatly deteriorated in recent 
months. The war in Ukraine is now having a profound effect 
on global economic and security policy developments. In 
addition to the tragic humanitarian consequences of the 
war, an already strong inflation impulse is now intensifying. 
There are widespread increases in commodity prices, both 
for agricultural products and energy. Renewed COVID-19 
outbreaks in China are worsening the situation, given that 
country’s highly restrictive lockdown strategy, which is 
leading to continued global supply chain disruptions. Overall, 
this means downward adjustments in 2022 economic growth 
forecasts for the US and Europe as well as emerging markets. 

Despite the poorer growth outlook, central banks must now 
focus on curbing inflation. Price upturns have broadened as 
companies have increasingly passed rising costs onward to 
consumers. If central banks do not act, there are major risks 
that long-term inflation expectations will also take off. We 
expect rapid and sharp key rate hikes, especially in the US 
but also in the euro area and Sweden.

Although the situation has deteriorated, there are positive 
forces that support our growth forecast relatively well. 
For example, we are seeing new fiscal stimulus measures 
in the form of subsidies for rising energy costs, as well as 
increased investment in defence capability and a green 
transition. Households have also strengthened their balance 
sheets during the pandemic, and it is likely that the supply 
side problems now driving up inflation will eventually ease. 
Overall, we expect a soft landing for the global economy, but 
with clear downside risks.
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Corporate analysts expect continued relatively 
normal earnings growth, while investors are more 
pessimistic

The chart shows how aggregate yearly earnings estimates for compa-
nies in the MSCI All Country World Index have been adjusted over time. 
Earnings growth in 2022 and 2023 is still within the long-term average 
range of 5-10 per cent, but investors responding to surveys indicate 
that they are much more pessimistic about the future trend of earnings.

Source: Bloomberg 

Market view, risk exposure and allocation  

The powerful inflation impulse and the key interest rate hikes 
implemented by many of the world’s central banks have 
driven up government bond yields very rapidly. We expect 
key rates to peak by mid-2023, with the US Federal Reserve 
having hiked its key rate to 3.5 per cent and Sweden’s 
Riksbank meanwhile having raised its key rate to 1.75 per 
cent. We also expect 10-year government bond yields to 
peak during 2023, roughly on a par with key rates.

For a more detailed account of SEB’s economic forecasts, see 
the “International overview” section of this issue, which is an 
excerpt from the May 2022 issue of Nordic Outlook.

Expected corporate earnings

First quarter 2022 corporate reports surprised on the upside, 
compared to downgraded forecasts. Commodity companies 
showed the strongest performance, since these prices have 
soared. At the other end of this spectrum, companies that 
sell consumer goods were squeezed by both high input 
goods prices and reduced demand, along with some earlier 
pandemic winners whose goods and services are now less in 
demand. In line with GDP forecasts and the wide divergence 
between the above positive and negative scenarios, earnings 
forecasts for 2022 and 2023 are also subject to unusually 
high uncertainty. In addition, most parameters that affect 
earnings and margins are moving in a way we have rarely 
experienced before. But if our main global growth scenario 
should materialise, it is reasonable to expect a continued 
positive earnings trend until the end of 2023. Consensus 
estimates have moved surprisingly little in early 2022 and 
continue pointing to long-term average estimates according 
to the following chart. Market investors, on the other hand, 
reply in surveys that they have a much more cautious view of 
developments. But we cannot assume that official estimates 
are too positive, because for example commodity segment 
earnings are phenomenal and are at least partially offsetting 
sectors with more problematic conditions.

Various scenarios for the OECD countries

GDP growth, per cent 2021 2022 2023

Main scenario 5.5 2.6 2.3

Negative scenario 1.0 0.5

Positive scenario 3.5 3.0

Source: SEB

The table shows forecasts for real economic growth in the 38 mostly 
affluent OECD countries in line with our main scenario (60 per cent 
probability), our negative scenario (30 per cent probability) and our 
positive scenario (10 per cent probability), expressed in purchasing 
power parities (PPP).

Valuations and relative valuations

The negative economic trend and substantial risk aversion 
have exerted significant pressure on capital markets, leading 
to falling share prices and rising interest rates/bond yields. 
These movements are larger than adjustments that have 
been made to earnings estimates and to estimates of the 
percentage of defaults or credit events in the fixed income 
market. This means that the high valuations that worried 
us early in 2022 are now significantly lower. Segments that 
were winners in previous years have been adjusted the most, 
while laggards have shown more stability. This means that 
growth companies and so-called quality companies have lost 
more than cyclical, defensive and value companies. Weak 
periods always show the advantages of risk diversification, 
not only between asset classes but also within the same 
asset class. For the entire global equity index excluding 
emerging market (EM) equities, the price-earnings (P/E) ratio 
based on earnings forecasts has fallen from 21 to 16. For 
EM equities, the corresponding reduction has been from 16 
to 11. Both these P/E ratios are now in line with valuations 
in 2014-2017, but above the valuations that arose during 
the final phase of 2018. This was when the US Federal 
Reserve hiked its key rate while trying to shrink its balance 
sheet, creating concerns about economic growth and putting 
pressure on valuations.
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Market view, risk exposure and allocation  

The same trend is discernible in the fixed income market. 
If we take underlying government bond yields and add 
the prevailing credit spread for various types of corporate 
bonds, this leads to very large yield upturns. Investors are 
simply receiving higher compensation for bearing risk. Today 
holders of corporate bonds are receiving credit spread 
compensation in line with earlier troubled periods, but not 
of the same magnitude as a pure crisis situation, such as 
when the pandemic broke out in 2020. The same valuation 
arguments also apply to the stock market. This implies that 
if our main scenario proves correct, price adjustments on 
financial assets will be fairly reasonable and there will then 
be potential for stability and positive returns. But in order 
for this to materialise, the economy will need to stabilise and 
inflation must peak, so that acute pressure on central banks 
eases.

For further, more detailed information about earnings trends, 
valuations and the fixed income market, see the sections of 
this issue on the respective asset classes.

Risk appetite and positioning

It is hard to measure overall willingness to invest and risk 
appetite among investors worldwide. The methods that 
are employed include surveys and mathematical models 
using market data as a basis for calculation. But it is easy 
to conclude that risk appetite has decreased during 2022. 
When it comes to positioning, analysts mainly focus on 
allocation among different asset classes such as equities, 
government bonds, corporate bonds, cash and commodities. 
Their assessments are mainly derived from survey responses 
and information from large institutional investors. As for a 

Growth companies have become less expensive

The chart shows the P/E ratios for various types of companies in 
the MSCI World Index since 2017. Growth companies are those with 
rapid sales growth. Quality companies are those with high returns on 
shareholders’ equity, stable earnings growth and low financial debt. 
Cyclical companies are sensitive to economic cycles, while defensive 
companies are not. Value companies are those with low valuations 
compared to the MSCI World average.

Source: Bloomberg 

Valuations have been adjusted lower in response to 
weaker economic conditions and rising yields

The chart shows the P/E ratios for various countries and regions in the 
MSCI All-Country World Index since 2014. P/E ratios in all regions have 
been adjusted lower when the economy weakened and bond yields 
rose, for example during 2018 and 2022. 

Source: Bloomberg 

more aggregate metric such as risk appetite, it is calculated 
by dividing a large number of assets into offensive and 
defensive, respectively and then measuring whether − during 
a given period of time − these assets have yielded over- or 
under-compensation in relation to their underlying risk. This 
type of index often hits rock bottom during crises such as 
pandemics, signalling that it is not a good strategy to reduce 
risk further but that the opposite is true.

Today’s readings show that investors have reduced their 
positioning by lowering the proportion of equities and 
corporate bonds in their portfolios to a neutral position and 
by increasing their cash holdings to higher than normal levels. 
Within their sub-portfolios, investors also have a significantly 
higher proportion of defensive assets than usual. One position 
that stands out is the commodity segment, which normally 
benefits during periods of clear economic slowdown. This is 
due to the high inflation rate and supply constraints.

Overall, investors have clearly more defensive average 
portfolios than usual, but not pure recession portfolios. Their 
positioning is thus more in line with a late-cyclical phase, with 
specific problems prevailing. A recession portfolio, on the 
other hand, usually does not arise solely through re-alloca-
tions but to a large extent via market movements, in other 
words major share price declines that erode equity holdings. 
There are major concerns, and the investor community has 
reacted to this by both reducing and diversifying its risks. This 
will provide some support to stock markets, since the need 
for further defensive rebalancing has decreased.
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Market view, risk exposure and allocation  

Risks

A number of risks have already materialised in 2022. Some 
of them are still present, and new ones may emerge. The 
main ones that have eroded risk appetite are:

(1) The troublingly high level of inflation, which is putting 
pressure on central banks to act by hiking key interest rates 
and trimming their balance sheets. It is already clear from 
market bond yields that key interest rates will climb, but 
possible balance sheet reductions by central banks are 
probably not fully discounted. It is also worth remembering 
that the portion of inflation increases that is due to supply 
side problems must be tackled by means other than those at 
the disposal of central banks.

(2) There are clear risks to economic growth, since there 
have been significant adjustments to growth forecasts during 
2022. The performance of the economy may of course turn 
out to be even weaker, and our pessimistic scenario is much 
more problematic than our main scenario. The same applies 
to corporate earnings expectations.

(3) China’s COVID-19 strategy may continue to hamper that 
country’s economy and cause supply side problems and 
inflationary impulses in the rest of the world.

(4) The war in Ukraine is grinding on − creating enormous 
suffering as well as pushing up prices of a number of 
important commodities and generally contributing to lower 
risk, investment and consumption appetites all over the 
world. Hopefully we are moving towards a time not too 
far in the future when peace will be proclaimed, but it is 
unfortunately common for wars to last much longer than 
we would like. The sanctions against Russia enacted by the 
Western world and plans for restructuring of energy imports 
are reasonable, but they may of course create problems, 
such as even higher prices for natural gas and oil and the 
negative consequences this entails.

(5) Behind us is a long period of more or less constantly 
falling interest rates and strong stimulative asset purchases 
by many of the world’s central banks. This has given rise to 
such concepts as TINA (There Is No Alternative), resulted 
in a gradual upturn in prices of both financial and real assets 
and an increase in risk acceptance as central banks have 
reduced volatility and disqualified low-risk alternatives. This 
very long process has been halted and partly reversed, but it 
is difficult to predict how far normalisation will continue. One 
obvious challenge will arise when central banks, especially 
the Fed, try to shrink their balance sheets beginning this 
summer. In 2018 the same process created high volatility, 
and it is hard to assess what today’s pricing implies.

Finally, it is important to point out that all of the above 
negative risks have counterforces, which means they might 
fade away. They may also have been discounted too much in 
the capital market. This means that such risks will continue 
to affect risk appetite, but that their impact may be both 
positive and negative.

Negative forces, more appealing valuations and lower                                                                                                                                          
risk appetite – why we are rather neutrally positioned

Over the past year, we have adjusted our portfolios in a 
number of steps. We have gradually both reduced and 
rebalanced the risk in them. These decisions include 
lowering the proportion of equities and corporate bonds and 
maintaining a short duration in our fixed income investments, 
as well as following a long-standing and deliberate strategy 
of not duplicating risks in our alternative investments. The 
latter refers to our practice of clearly limiting our exposure 
to both the equity and corporate bond markets within the 
alternative investment sub-portfolio, even when we have 
had positive expectations regarding these asset classes. In 
addition, we have refrained from overweighting segments 
in the capital market that have had strong momentum but 
where the valuation factor has been too challenging. As a 
result, during a year such as 2022 our portfolios have largely 
performed like our benchmark indices, even though we and 
the market have encountered a lot of negative surprises. 
Normally, we should have underperformed our indices, since 
our main scenario early in 2022 was moderately optimistic. 
In absolute terms, however, our performance has been 
clearly negative. Three out of four sub-portfolios − Swedish 
and global equities and fixed income investments − showed 
negative returns. For a balanced portfolio with approximately 
60 per cent equities in a normal situation, this means a return 
of about -10 per cent. During 2021, the corresponding return 
was nearly +18 per cent.

In this situation of unusually great uncertainty, we have 
chosen to maintain balanced risk exposure around 
the neutral position of our portfolios with regard to 
overweighting or underweighting equities in relation to fixed 
income investments and alternative investments. Our equity 
portfolios include a higher proportion of global equities than 
Swedish ones. Our global equity portfolio has an exposure to 
large growth companies, combined with small and medium-
sized companies in the value segment. The Swedish equity 
portfolio has an overweight in large value companies, 
complemented by small and medium-sized companies in the 
quality and growth segments. Our fixed income portfolio now 
has a slight overweight in corporate bonds and a continued 
short duration (low interest rate sensitivity). Finally, our 
portfolio of alternative investments still has a cautious 
strategy. This results in total portfolios with broad risk 
diversification.

This is how our portfolios look right now. It is how we would 
have chosen to manage risk even if our portfolios had been 
more defensive early in 2022. The market will remain volatile 
and difficult to assess. But in a short-term perspective, taking 
into account the price correction that took place this year, 
they reflect a more balanced situation between positive and 
negative factors.
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Difficult international factors and central bank 
tightening have made investors reluctant to take 
risks. Equities are trending lower, despite the 
good earnings being delivered by companies. 
Stock markets see few bright spots in today’s 
economic and geopolitical situation. Valuations 
have normalised and excesses have rapidly 
diminished − creating a basis for more normal 
return figures when headwinds subside  
− but we are not there yet.

Global equities
—
Falling stock market 
trend despite a strong 
report period

Rarely have we seen so many stock market-negative factors 
lined up all at the same time − rising inflation as well as 
interest rates and yields, downgraded economic growth 
forecasts, continued disruptions in global supply chains, 
soaring energy prices, a tragic war on European soil and 
powerful pandemic-related lockdowns in China, the factory 
of the world. You do not need to be a pessimist to realise that 
conditions have become tough.

The normalisation of key interest rates and other monetary 
policies is largely welcome. But in addition to pushing down 
growth, troublingly high inflation is naturally creating a risk 
of larger upturns in interest rates and bond yields. In recent 
years, many analysts have spoken of 3 per cent yields on 
10-year US Treasuries as the threshold where fixed income 
investments come into play and where the TINA argument 
(There Is No Alternative) collapses. But the market is 
adapting and there is probably no such magic threshold. Our 
forecasts point to slightly rising bond yields ahead, which will 
not necessarily trigger stock market drama. But the monetary 
policy support of recent years has now been transformed 
into a headwind for equities.

Hardly anyone could fail to notice that global economic 
growth forecasts are being lowered, and not just by us. So 
far, however, this has not had a major impact on corporate 
earnings forecasts at the aggregate level. First quarter 2022 
earnings turned out better than expected. Global earnings 
forecasts for 2022 have only been reduced marginally so 
far this year: from +8 or 9 per cent to +5 or 6 per cent, but 
these reductions were made before the report period began. 
Quarterly reports have not prompted any major adjustments 
on a global basis. Earnings forecasts for 2023 are stable at 
around +8 per cent. However, they will probably be lowered 
somewhat before the next quarter, since China’s COVID-
related lockdowns are causing supply chain problems. 
Assuming that downward adjustments are not too large, this 
should provide support for share prices, since valuations 
have generally fallen in recent quarters. The price-earnings 
(P/E) ratio for the world equity index has fallen from over 18 
at the beginning of the year to 14.5 at present.
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Steady upward revisions of future earnings at  
Apple and Microsoft

The chart shows earnings revisions for Apple and Microsoft this year 
and next. The repeated upward jumps are changes in forecasts, which 
usually occur at the time of quarterly reports and demonstrate that an-
alysts have regularly underestimated the earnings generating capacity 
of these companies.

Source: Bloomberg

World index valuations have normalised

The chart shows 12-month forward-looking price-earnings (P/E) ratios 
for companies in the MSCI All Countries World Index (net return). 
Valuations have fallen to levels prevailing before the outbreak of the 
pandemic and the subsequent stock market surge.

Source: Bloomberg

Global equities

A tough period for growth companies

Companies are continuing to show good skills in adapting to 
circumstances and generating profits, and investors’ views 
and positioning are also likely to provide reasonable support 
for share prices. Expectations for the future have been 
downgraded significantly, and surveys show that professional 
investors have reduced the risk in their portfolios by holding 
a higher proportion of cash and a lower proportion of equities 
than the historical average.

Among the losers in the current downturn are previous 
years’ winners: growth companies. This has reduced bloated 
valuations for these companies and narrowed historically 
wide valuation gaps against other market segments. The 
change is clearest for small companies with the very highest 
valuations, which have seen their share prices pulverised, 
but the global digital dragons have also been pulled down 
in the general decline. True to form, Microsoft and Apple 
delivered solid reports that exceeded market forecasts. They 
are undeniably impressive profit machines. Apple will earn 
an estimated USD 100 billion after taxes this year, with a 
free cash flow that exceeds earnings. Microsoft is expected 
to increase its after-tax earnings by more than 20 per cent to 
USD 72 billion, with a net margin of 36 per cent.

One company that was a winner during the pandemic but 
whose share price has plummeted this year is Netflix. Its 
growth has slowed clearly in recent months. In addition, 
Netflix is facing competition from Amazon, Disney and other 
companies that are chewing their way into the streaming 
business. The market interprets Netflix’s latest report as 
meaning that its glory days are over. This is clear from its 
current low valuation after a share price decline. Meta 
(Facebook) has also seen its valuation fall sharply after a 
share price decline, but it has greater hopes that growth 
will resume, provided that the company invests in the right 
business (Instagram) and does not waste too much money 

on Metaverse. Amazon is suffering from the aftermath of the 
pandemic, when demand soared and the company adjusted 
its investments in logistics and personnel accordingly. 
Demand has slowed for goods but increased for services, 
which will hurt Amazon in the short term. Further ahead, 
the situation still looks good for Amazon, which dominates 
e-commerce in the US. The positive trend for its cash cow 
Amazon Web Services (AWS) is continuing. Alphabet 
(Google) released an impressive report but has a problem 
with its comparative figures, since its earnings doubled one 
year earlier. But given its extremely strong market position, 

Nasdaq price declines have brought down  
valuations of major growth companies

The chart shows changes in P/E ratios based on 12-month earnings 
forecasts. These valuations reflect the market’s view of each compa-
ny’s future outlook at present. 

Source: Bloomberg
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Energy is this year’s winner, while cyclical  
consumer goods and the IT sector are losers

The chart shows selected sectors in the MSCI All Country World Index. 
The oil price upturn has turned oil companies into winners, while the 
once highly valued IT sector and companies selling consumer capital 
goods are at the bottom.

Source: Bloomberg

Global equities

Alphabet is undervalued and its USD 70 billion buy-back 
programme is expected to help support the share price. What 
all the above companies have in common is strong market 
positions, solid balance sheets and high profitability, as 
well as the fact that they operate in structurally expanding 
sectors. Their valuations have come down to very reasonable 
and appetising levels.

After a lengthy period of falling return requirements and 
low inflation − as well as central banks that have helped 
protect the market against economic weakness − the above-
mentioned factors have gone into reverse. Unsurprisingly, 
this has a major impact on the type of companies and 
sectors that are being rewarded, especially since central 
banks are tightening monetary policy while the economy 
is decelerating. Technology companies, especially 
semiconductor manufacturers, usually do well in periods 
of inflation, but not this time. The reason is that valuations 
in this sector have climbed significantly in recent years. 
But in operational terms, things are going brilliantly, as 
Taiwan Semiconductors and ASML proved in their quarterly 
reports. There is no weakening in sight. On the contrary, their 
prospects are better than ever, especially if we look a few 
years ahead. 

The worst declines have affected highly valued loss-
making software companies in the tech sector that intend 
to generate their profits in the distant future. High inflation 
and gloomy future prospects, as well as overconsumption 
of capital goods during the pandemic, have made cyclical 
consumer goods firms this year’s losers. Meanwhile 
defensive sectors such as pharmaceuticals and certain other 
consumer goods companies have done significantly better. Oil 
companies are big winners due to surging oil prices and are 
by far the best-performing sector this year.

Companies with low valuations have far outperformed 
growth companies this year. Generally speaking, it has been 
a successful strategy to buy companies with low multiples 

Valuation gap between growth and value  
companies has rapidly narrowed in 2022

The chart shows valuations − expressed as P/E ratios − for firms 
characterised as growth companies (high historic and future sales 
and earnings growth) and value companies (low P/E ratios, high direct 
returns, low valuations of equity capital). Since the beginning of 2022, 
the average P/E ratio for growth companies has fallen from 29 to 21.1 
while value companies have gone from 13.2 to 11.6. The discrepancy 
between them has thus narrowed

Source: Bloomberg

regardless of industry or region. The reason is that rising 
interest rates and yields will reward companies with earnings 
that occur soon, since inflation erodes earnings that will 
arrive in the distant future. However, the valuation premium 
between these two factors has narrowed significantly during 
2022. Looking ahead, bond yield trends will be crucial. But 
given today’s long-term yields, aggressive key interest rate 
hikes have largely been discounted. This suggests that the 
performance of value companies and growth companies will 
be less divergent during the rest of this year. 

Continued volatility expected in stock markets

Stock markets are undeniably in a negative trend, even 
though companies are showing record profits and can still 
charge solid prices for their goods and services. Looking 
ahead, we see obvious risks of declining economic growth 
rates, inventory build-up, continued logistics and component 
problems, cost inflation, rising wages and margins that are 
historically high with a clear risk of falling. Central banks are 
also expected to hike their key interest rates rapidly, which 
most often results in a recession.

On the positive side, all this is known and thus a relatively 
negative scenario may have been discounted. Inflation is 
likely to fall again − the highest inflation rates are probably 
behind us and the market is mostly focusing on the pace 
of change. Hopefully central banks will do the same and 
slow down their rate hikes in order not to throttle growth. 
Valuations have fallen sharply and are highly reasonable 
and attractive in some segments. Consumers are still in good 
financial shape. We will need capital spending in order to 
adapt to a changing world, and this will support economic 
growth. However, a number of parameters will have to move 
in a positive direction if equities are to recover their upward 
trend. While awaiting that, we must live with uncertainty and 
volatility in the stock market.
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The stock market had a weak start in 2022 
due to concerns about rising inflation and an 
imminent trend reversal in monetary policy. 
Headwinds from this monetary policy shift are 
now a reality and will probably have a strong 
impact on the stock market for the rest of the 
year. Inflation problems have been further 
intensified by the war in Ukraine and China’s 
extreme COVID-fighting strategy. 

Nordic equities
—
It will get worse  
before it gets better

The central banks’ battle against inflation − combined with 
a war in Europe and China’s war on COVID-19 – are creating 
strong headwinds in the economy, and there are now serious 
concerns about a recession. The nightmare scenario for 
the stock market is stagflation. While this is not our main 
scenario, the risk of such a development must be considered 
higher than normal. This year, the Stockholm stock exchange 
has performed by far the worst among the Nordic markets. 
Yet in our view, there has still not been a market correction 
of the euphoria seen in 2021. It is difficult to see any reason 
why the relative excess valuation of equities in Stockholm 
since 2021, compared to its Nordic neighbours, should 
continue for an extended period. 

Solid quarterly reports are overshadowed by problems

This year’s Q1 earnings reports from Nordic listed companies 
were relatively good overall. Industrials were a surprise, with 
strong order bookings and average organic growth of 11 per 
cent, which was 11 per cent better than expected. The big 
commercial banks exceeded expectations by a wide margin. 
Along with higher key interest rates and upward-revised 

forecasts for short-term yields and rates, earnings forecasts 
for the banking industry have seen a double-digit upward 
revision. However, the brightest stars in the stock market 
during the report period were steel, other metals, forest 
products and oil, with profits surging to new records. These 
industries are the big winners from higher inflation pressure. 
In contrast, consumer-facing companies have generally had 
a more challenging time. Despite lowered expectations, 
earnings reports in most cases had difficulty impressing 
analysts. Nonetheless, consumer-facing equities were not 
alone in showing lukewarm stock market performance. 
The same was true of many other companies with really 
strong reports, but this was instead the fault of their own 
communication regarding their outlook. 

Virtually every company in the manufacturing sector 
highlighted China’s draconian COVID strategy, along with the 
war in Ukraine, as significant causes for concern this quarter 
and in the near future. Few companies dare to promise a 
favourable performance going forward with these dark storm 
clouds looming over us.
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China’s service sector comes to a grinding halt

The chart shows the Caixin purchasing managers’ index (PMI) for 
the Chinese service sector. Its decline has accelerated this spring, 
indicating a sharp decline in economic activity in the country overall, 
probably driven by steep downturns in the regions hit hardest by 
COVID restrictions. 

Source: Bloomberg

Nordic equities

China’s COVID strategy is driving its economy into a ditch

China was initially successful in fighting the COVID-19 
pandemic. A total lockdown of communities put a stop to 
the spread of the virus, and the country saw an impressively 
fast economic recovery by the summer of 2020. However, 
in 2021 the Chinese economy and stock market were 
weighed down by tighter regulatory restrictions, mainly on 
the housing market and digital platform companies. These 
were completely intentional actions by a government that 
had priorities other than purely financial ones. But the 
economic consequences of the country’s extreme COVID 
strategy, which we are now seeing, appear far worse 
and riskier. Global supply chains are being disrupted. The 
bottleneck problems that have characterised the entire 
manufacturing sector over the past year are thus in danger 
of becoming even worse. There is also a risk that the crisis 
in China’s housing construction sector will escalate further, 
potentially triggering domino effects that will be much more 
difficult to remedy. At this writing, it is a little too soon for the 
economic consequences to be visible in macro statistics. But 
sentiment indicators suggest a sudden deceleration in the 
service sector all across China (probably with large regional 
variations). Land sales for new construction projects are 
also falling far faster now than when the first wave of the 
pandemic hit in spring 2020. 

For Nordic listed companies, China is often an important 
market. However, the indirect effects on the global transport 
system, which is already facing numerous problems, may 
cause far stronger headwinds. The component shortage that 
has plagued many manufacturers over the past year could 
also worsen significantly, but with variations depending 
on which regions of China are worst affected at any given 
moment. The de-globalisation trend, already accelerated by 
trade wars and the COVID-19 pandemic, will probably be 
further intensified by the current situation in China, almost 
regardless of how quickly it is resolved. 

Is a turnaround imminent?

The only positive thing about the economic crisis now being 
caused by China’s COVID strategy is that the country’s 
political leaders have been very clear that this is not a 
desirable trend. They promise massive stimulus to remedy 
growth problems and the country’s dramatically weakened 
labour market. It is already apparent that China intends 
to use regulatory changes as well as fiscal and monetary 
stimulus measures to bring its economy out of this slump, 
which so far has only grown deeper. Yet in order for these 
stimulus measures to have an impact, consumers must be 
able to consume, workers need to work and businesses need 
to produce and invest, which in many cases they are currently 
being prevented from doing. 

Once China emerges on the other side of this crisis and 
lockdowns have been lifted, there are good prospects of a 
swift recovery, potentially much like the country’s upturn 
in the summer of 2020 or its recovery after the 2009 
financial crisis. The current crisis situation can then be quickly 
transformed into a new boom, mainly for heavy industries 
and commodities. This kind of turnaround would have 
significant repercussions in the Nordic stock market as well. 

The European energy crisis − a threat and an opportunity

Dependence on Russian fossil fuels is causing European 
Union energy import costs to skyrocket, with today’s natural 
gas prices adding net costs equivalent to about 4 per cent of 
the region’s GDP. Calculated on the basis of peak gas prices, 
the added costs were equivalent to 10 per cent of the GDP. 
There are additional spill-over effects, for example through 

Free fall – land purchases for Chinese housing  
development are down by half

The chart shows land purchases for property development in China 
in percentage change compared to the same month in 2019. This 
year’s collapse makes even the downturn at the start of the pandemic 
in 2020 look modest. China’s residential construction industry was 
already in crisis before the country’s current economic slump, and the 
situation has deteriorated significantly this spring.

Source: Bloomberg, SEB
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The Stockholm exchange still stands out as having 
strangely high valuations

The chart shows 12-month forward-looking consensus forecasts for 
the Nordic stock exchanges expressed as P/E ratios, based on the 
broad all-share index for each exchange. The Stockholm exchange’s 
excess valuation relative to the other markets in 2021, which stands 
out in this comparison, is difficult to explain and will probably undergo 
a correction.

Source: Bloomberg

Nordic equities

electricity prices, which have also seen extreme increases 
due to marginal pricing. Expensive energy is also devastating 
to competitiveness in some industries and undermines 
consumer purchasing power. 

Europe is now at a crossroads. Eliminating its dependence 
on Russian fossil fuels will require massive investments 
and a regulatory framework that will enable them. It will 
also require permitting processes that allow a dramatic 
acceleration in the expansion of renewable energy and 
related infrastructure, as well as at least a partial reversal of 
earlier policies governing traditional energy sources. 

If Europe chooses to invest its way out of the current 
energy crisis, that will bring major business and investment 
opportunities. Investments on this scale will have significant 
spill-over effects for subcontractors in the energy sector and 
a large long-term positive impact on the overall economy. It 
will also generate returns in the form of reduced dependence 
on imports, cheaper energy and hopefully positive effects 
on the climate and environment. There will be many winners 
from this kind of development on all of the Nordic stock 
exchanges − in the energy, industrial and commodity sectors. 

Unfortunately, there is also a great risk that frustrated voters/
consumers will instead trigger populist measures to counter 
high energy costs, with a long-term counterproductive 
impact. In the worst case, necessary reforms to ensure a 
long-term transition in the energy system will meanwhile 
get stuck in bureaucratic machinery and the necessary 
investment wave will never take off. 

Pumped-up valuations make the hangover especially 
painful in Stockholm

All over the world, 2022 has been a weak year for the stock 
market. The Stockholm exchange stands out, with a decline 
of more than 20 per cent at this writing. Stockholm is by far 
the weakest exchange in the Nordic region and one of the 
worst-performing exchanges in the world. Its weak relative 
performance is fully in line with what we previously warned 
of and is not surprising given the valuation bubble that 
inflated during the pandemic. It is worth noting that other 
“winning” stock exchanges during 2021, such as Nasdaq, are 
also among this year’s worst performers. That is a completely 
natural consequence of markets like Stockholm and Nasdaq 
having benefited enormously from aggressive central bank 
monetary stimulus during the pandemic. The trend reversal in 
monetary policy that has been signalled this year by virtually 
every major central bank in the world, apart from China’s, 
points to a continued challenging environment − especially 
for stock markets with the highest valuations. 

After this year’s downturn, the Stockholm stock exchange 
no longer stands out as extremely expensive, but unlike 
the other Nordic stock markets and European large-cap 
indices, it is not cheap from a historical perspective either. 
We still cannot see any good reason why the excess upturn 
in valuations on the Stockholm stock exchange − compared 
to other Nordic stock exchanges as well as most large 
international stock exchanges – which took place in 2021 
should be a permanent change. It cannot be explained by 
historical earnings growth, and the excess valuations seen 
in a number of totally different industries and stock market 
segments appear suspiciously synchronised. 

How soon there is a correction in the Stockholm exchange’s 
remaining relative excess valuations, compared to the other 
Nordic stock exchanges, will now depend a lot on what 
storm clouds loom largest on the horizon. If concerns about 
interest rates, bond yields and inflation dominate, like during 
the first two months of this year, the valuation gap may well 
narrow quickly. If fears about economic growth instead have 
the upper hand, the normalisation of the Stockholm stock 
exchange may be more prolonged, at least compared to 
Helsinki and Oslo, which would probably be squeezed even 
more in that kind of environment whereas Copenhagen would 
outperform its peers. All in all, we continue to rank Stockholm 
as the least attractive of the Nordic stock markets. 

However, it is important to note the continued wide 
divergences between equities, industries and sectors. 
Some of the bubbles we have identified and highlighted 
repeatedly in Investment Outlook over the past year have 
already deflated to some extent. Special purpose acquisition 
companies (SPACs) still stand out with their provocatively 
high valuations, and a number of anomalies persist among 
tech and real estate companies. However, perhaps the 
strangest bubble last year − in investment companies − 
has largely normalised again. Valuations for the 30 largest 
companies are considerably lower than for a broader index 
that includes mid- and small-cap companies. Nonetheless, 
the picture is far more complex than at the start of the 
year. Share prices have fallen broadly in some sectors that 
previously had the most aggressive valuations, so a number 
of smaller, fast-growing tech companies now stand out as 
being cautiously valued.  
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Big upturn in yields and high inflation expectations, 
but real yield still not normal

The chart shows the nominal yield on a 10-year US Treasury note, break-
even inflation expectations over the next 10 years and the real yield on a 
10-year Treasury note. Despite a significant upturn in nominal yield and 
higher inflation expectations than before the pandemic, real yield is still 
low from a historical perspective.

Source: Bloomberg

Nordic equities

Central banks have their hands tied, fundamentally                                                                                                                     
changing the stock market environment 

Inflation pressure has repeatedly triggered downside 
surprises this year, and especially in the US this has clearly 
impacted the labour market. Wage inflation has climbed to 
historic levels instead of decelerating, with the first quarter 
2022 increase in unit labour costs exceeding 11 per cent. 
Anecdotal evidence also suggests that inflation pressure will 
have a significant effect on wage demands in Europe going 
forward. Leading central banks around the world, especially 
the Fed, must therefore focus on their main mission − price 
stability. They are hiking key interest rates and scaling 
back quantitative easing. This is creating a stock market 
environment that is almost the opposite of what all investors 
have been accustomed to over the past 20 years, and 
especially the past two pandemic years. 

However, the biggest difference will become apparent during 
the next crisis. When the pandemic hit in 2020, as well as 
during the euro crisis and immediately after the collapse of 
Lehman Brothers, central banks provided massive stimulus 
to preserve financial stability. Today, their hands are tied due 
to inflation. Sooner or later, there will be new stock market 
setbacks of the same magnitude as those seen over the past 
13 years, when central banks intervened to provide support 
through massive quantitative easing. If the current inflation 
environment persists, the day will come when these kinds 
of problems arise and stock markets will be hit hard. That 

justifies a higher risk premium in stock markets even today. 
Given higher interest rates and yields – especially higher real 
yields – this will also justify higher return requirements in 
stock markets and thus lower valuations than before. To the 
extent that eternally ultra-low interest rates were factored 
into share prices in recent years, markets must now undergo 
a correction. This year we have moved a bit along this path 
towards normalisation, but probably not the whole way. 

But Swedish earnings growth is not impressive

The chart shows 12-month forward-looking expected earnings growth 
(indexed in EUR) for Nordic stock markets. Earnings growth for com-
panies on the Copenhagen stock exchange stands out positively, and 
it is not difficult to understand why this market usually has the highest 
valuations among the Nordics. Earnings growth on the Stockholm stock 
exchange is similar to that in Helsinki – and far worse than in Copenha-
gen and Oslo. Based on earnings forecasts for the coming year or the 
earnings forecast trend of recent years, no explanation can be found 
for today’s premium valuations for Swedish equities relative to other 
Nordic equities.

Source: Bloomberg, SEB

Summary

After the accelerating stock market downturn of recent 
weeks, a counter-movement in indices is soon likely. But to 
ensure a more sustainable upturn in cyclical stock market 
segments, a positive solution to the crisis in China and/or 
clear signs of a sustained healthy rebound from Europe’s 
energy crisis are needed, preferably before US economic 
overheating becomes too costly for growth. Given the 
prevailing inflation environment, it will probably not be 
possible to rekindle last year’s euphoria about interest 
rate- and bond yield-sensitive high-P/E equities, as well as 
real estate, investment and special purpose acquisition 
companies. However, significant short-term price movements 
are likely after the rapid decline seen so far this year. Without 
central banks coming to the rescue of the economy and 
financial markets with massive new stimulus measures, like 
those we became accustomed to after all the stock market 
downturns of the past 13 years, there is an obvious risk that 
the recovery from the next crisis will be far more tentative 
and drawn-out. This may justify a somewhat higher risk 
premium on equities even today. 
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Due to growing concerns about inflation, the 
world’s central banks have both revised their 
rate paths upward and accelerated their 
rate hiking timelines – triggering an upturn 
in government bond yields all along the yield 
curve. Fears that aggressive rate hikes would 
drive the global economy into recession have 
also had a negative impact on the corporate 
bond market. Meanwhile, yield movements 
during the first quarter took long-term yields 
and corporate bond credit spreads to levels not 
seen for a long time, which means expected 
returns look relatively attractive right now.

Fixed income investments
—
Central bank inflation 
fears push up rates 
and yields

Government bonds (excl emerging markets)

The upward trend, mainly for long-term yields, began early 
last autumn when the market highlighted expectations of 
higher key interest rates due to changes in the inflation 
landscape. This upturn was further fuelled by the US Federal 
Reserve’s shift to a hawkish stance in December. Since 
then, a number of other central banks have followed suit, 
including Sweden’s Riksbank in April. The upturn in both 
US and German long-term yields has been driven by higher 
inflation expectations, but in the case of the US also by rising 
real yields. Based on our inflation forecasts, we believe that 
market pricing of inflation expectations will fall somewhat 
during the second half of 2022, which will cause real yields 
to rise more than nominal ones. History shows that US 
long-term yields normally tend to peak just before the end 
of a rate hiking cycle and at somewhat above the Fed’s key 
interest rate. Our forecast is that the US key rate will peak 
at 3.25-3.50 per cent, which means that we expect 10-year 
yields to reach 3.50 per cent by the end of Q2 2023. We also 
expect the Fed’s shrinking of its balance sheet to contribute 
to higher long-term yields.   

The European Central Bank (ECB) has been a key driver of 
low long-term yields in the euro area, with its net purchases 
of government securities outpacing issuances over the past 
two years. This is now changing, since the ECB intends to end 
its bond buying in Q3 2022. Meanwhile, the bond supply is 
expected to grow on account of the security policy situation 
and climate investments. We also expect the ECB to hike 
its deposit rate to 0.75 per cent by next autumn, while we 
expect German 10-year yields to reach 1.60 per cent in 
2023; if the market factors in more ECB rate hikes, these 
yields will rise further.  

Since the start of the year, the spread between Swedish 
and German long-term government bond yields has reached 
its widest since 1997, since Swedish yields are rising more 
than German ones. This upturn is mostly driven by growing 
expectations of Riksbank rate hikes. The Swedish central 
bank is expected to hike its key rate more and earlier than the 
ECB, which suggests that Swedish yields will continue to rise 
more than German ones over the next six months, although 
the market has already taken this year’s interest rate policy 
differences into account. The Riksbank intends to lower its 
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Government bond yield forecasts

10-year government 
bond yields

May 23 June 
2022

Dec 
2022

Dec 
2023

US 2.82 3.10 3.40 3.50

Germany 0.97 1.00 1.30 1.60

Sweden 1.69 2.00 2.30 2.50

  Source: SEB, forecasts May 2022

Given the upturn in government bond yields so far this year, along 
with expectations of future central bank interest rate hikes, we are 
forecasting much higher 10-year bond yields than we did earlier.

Sharp upturn for 10-year government bonds 
during 2022

Source: Macrobond

Because of sustained inflation and total reversals in central bank 
interest rate policies, long-term government bonds rose sharply early 
in 2022.

Fixed income investments

bond purchases by 50 per cent during the second half of 
2022, which has also contributed to relatively higher yields. 
We expect the Riksbank to largely end its bond buying next 
year, which suggests that long-term Swedish yields will also 
rise somewhat more during the first half of 2023.   

It is worth adding that if GDP growth is negative, long-term 
yields will peak both sooner and at lower levels. On the other 
hand, if growth springs an upside surprise, the interest rate 
hiking cycle will be more prolonged and long-term yields will 
also end up higher. 

Corporate bonds – Investment grade (IG) and high yield 
(HY)

As with other risk assets, early 2022 was also challenging 
for corporate bonds. Put simply, the return on corporate 
bonds is compensation for two risk factors – interest rate risk 
and credit risk. Interest rate risk is the risk that underlying 
government bonds yields will rise, which has a negative 
effect on corporate bond prices. Credit risk is the risk that 
the company issuing the bond will experience diminishing 
financial capacity to cover its debt and, in the worst case, will 
default.  Both factors have had a negative impact on corporate 
bond returns in 2022; they also explain why virtually all 
fixed income investments have generated negative returns in 
absolute terms so far this year. Although both factors have had 
a negative effect, the factor with the biggest adverse impact 
has been rising yields – interest rate risk. 

As a result, corporate bonds in the investment grade (IG) 
segment have had a tougher start to the year than their high 
yield (HY) counterparts. IG corporate bonds have a lower 
credit risk relative to HY but also a higher interest rate risk 
(duration/maturity). Because long-term government bond 
yields in both the US and Sweden have risen by more than 1.5 
percentage points so far during 2022, this has sharply driven 
down the prices of corporate bonds with long durations. HY 
bond prices have also been pushed down, due to increased 
uncertainty about the global economic outlook and indirectly 
due to the health of individual companies, which has led to 
higher credit risk. However, heightened credit risk has had a 
somewhat less negative effect on HY bonds relative to the 
effect that high interest rates have had on IG bonds, since 
the financial situation of these companies remains relatively 
good. Individual parameters such as interest ratio coverage, 
cash flow and profit margins still look stable and indicate 
that companies continue to have good potential to service 
their debts. Although the default rate for HY bonds, which is 
historically low at present, is expected to rise over the next 
12 months due to decelerating economic growth, this upturn 
is expected to be relatively limited. According to Moody’s, HY 
default rates in the US and Europe are expected to rise to 3.1 
per cent and 2.6 per cent respectively by the end of February 
2023 – levels that are still below historical averages.

The aggressive central bank policy U-turns of the past 
year and their consequences for market yields have been 
dramatic. However, given the upturn in interest rates 
and yields we have seen, and how clearly central banks 
have communicated their planned rate hikes, we should 
be approaching rates and yields that will both cool down 
inflation and attract investors – two factors that will push 
down or stabilise bond yields. Meanwhile, we will probably 
see lower US inflation in our next update and lower figures in 
Europe this summer. 
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Uncertainty about economic growth has led to 
wider credit spreads and higher credit risk

Rising financial costs and uncertainty about economic growth have 
caused credit spreads in the high yield segment to widen. However, this 
movement has been limited by the strong financial health of compa-
nies, with limited defaults and good debt service coverage.

Source: Bloomberg/Macrobond

Fixed income investments

There is thus reason to believe that interest rate risk and 
investments in IG bonds may continue to work in favour of 
investors in the not too distant future. HY bond performance 
will be closely related to how well central banks manage 
to balance their upcoming rate hikes without hampering 
economic growth more than necessary and while minimising 
the risks of recession. However, recession risk is limited at 
present, and given expected net returns of 3-4 per cent for 
European and US HY bonds, they provide relatively good 
compensation for the credit risk they carry.

Emerging market debt (EMD)

Most factors have had a negative impact on emerging 
markets since the start of the year. Sharply higher US 
interest rates and yields have obviously increased the 
cost of servicing USD-denominated loans, which are quite 
common among emerging market countries. The Russian 
invasion of Ukraine has also led to general risk aversion, 
dampening investor sentiment in these markets. The above 
two factors – higher interest on USD-denominated debt and 
growing market risk – have also led to significant US dollar 
appreciation compared to other currencies. A stronger USD 
means a heavier cost burden when domestic currencies 
need to be exchanged for USD to pay interest on USD-
denominated loans. Finally, the world’s biggest emerging 
market – China – is struggling with worsening economic 
growth problems due to lockdowns stemming from the 
country’s zero-COVID policy. 

The upturn in US interest rates and yields should probably 
slow in the months ahead as inflation falls back somewhat 
and because upcoming rate hikes have been clearly 
communicated and factored into market prices. Meanwhile, 
China is implementing monetary policy measures to 
stimulate growth in that country, and some easing of credit 
is discernible. However, these measures are probably still 
too weak to generate increased demand for imports in the 
near term. Perhaps the most important factor will be the US 
dollar trend. Since the Fed’s aggressive rate hikes will lead to 
wider key rate differentials against other countries, the USD 
will continue its strong performance. This trend will probably 
need to be reversed before emerging markets can start to 
recover from their early-2022 downturn.    
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The focus of energy policy has shifted dramat- 
ically as a consequence of the war in Ukraine. 
Suddenly security of supply and self-sufficien-
cy are most important, followed by household 
energy costs. Climate change and environmental 
issues have been given lower priority. Optimism 
has started to build among European producers 
of oil, gas and coal as well as nuclear power. 
There has been a dramatic shift in energy policy 
priorities, but the need for renewable energy  
remains unchanged. Expanding capacity has 
only become even more pressing and urgent. 

Theme: Energy transition
for security of supply,  
lower costs and the climate
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The cost of natural gas has skyrocketed in the EU

The chart shows the estimated cost of natural gas in the European 
Union as a percentage of GDP, based on prevailing forward natural gas 
prices for delivery the following month.

Source: Bloomberg, SEB

EU dependence on Russian natural gas is a major 
political and economic risk

The chart shows European Union natural gas imports by country of 
origin. The region imports 90 per cent of all natural gas consumed 
there (80 per cent if the United Kingdom is also included). Three 
fourths of imports come in gaseous form via pipelines whereas only 
one fourth is in liquid form (liquefied natural gas or LNG). Natural gas 
supplied by pipelines – unlike LNG, oil and coal − cannot be freely 
traded globally and it is thus far more difficult to replace the supplier. 

Source: European Commission 

Theme: Energy transition – for security of supply, lower costs and the climate

The effects of the war would have been far milder if Europe 
had made more progress in replacing fossil energy with 
renewables. Obviously, we would have had better potential 
for managing the current situation if shutdowns of nuclear 
power plants and some coal-fired power plants had been 
postponed, but nothing would have been better from a cost 
and self-sufficiency perspective than expanded renewable 
energy production with related energy storage solutions. 

Energy import costs are now skyrocketing, with today’s 
natural gas prices adding net costs equivalent to about 4 per 
cent of European Union GDP. Calculated on the basis of peak 
gas prices, the added costs were equivalent to 10 per cent 
of the region’s GDP. There are additional spill-over effects, 
for example through electricity prices, which have also seen 
extreme increases due to marginal pricing. This expensive 
energy is also devastating for competitiveness in some 
industries and erodes consumer purchasing power. Expensive 
natural gas has also caused the price of chemical fertilisers 
to surge, which will further contribute to food price inflation 
over the next few years. 

The EU’s plan − REPowerEU 

In early March 2022, REPowerEU – a new plan for how 
the European Union could phase out the use of Russian 
fossil energy well before 2030 and thus escape its current 
dependence – was unveiled.  Despite some success in 
switching to renewable sources for electricity generation, 
the region is still extremely dependent on fossil energy, 
especially when we include the transport, manufacturing and 
heating sectors instead of just zooming in on electrical power. 
Burning fossil fuels is not only expensive and environmentally 
damaging, but it also makes Europe dependent on imports 
from elsewhere. No less than 90 per cent of natural gas 
consumed in the EU is imported, and so is nearly all crude oil. 
Self-sufficiency is far better when it comes to coal, especially 
lignite, but at the same time that is the most damaging 
alternative for the climate and environment, which is why 
coal use has been phased down significantly over the past 
decade. Dependence on Russian natural gas is what makes 
it enormously difficult for Europe – especially Germany and 
Italy – to cut ties with Russia.

Large parts of REPowerEU are a restatement or intensification 
of earlier comprehensive plans for the EU’s energy transition 
from the Fit for 55 package that was published during the 
pandemic. In addition to Fit for 55 measures focused on 
energy efficiency, electrification and renewable energy 
expansion, REPowerEU includes plans to diversify natural gas 
imports and invest far greater amounts in biogas and green 
hydrogen gas. A further acceleration of Fit for 55 initiatives is 
also recommended, along with even more energy efficiency 
improvements and energy saving measures, for example, 
lowering indoor temperatures in homes.  
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Imported fossil energy dominates EU energy use

The chart shows energy use by source in the EU-28 countries in 2019. 
When transport, heating and manufacturing are included, the progress 
achieved over the past decade in the electric power sector’s transition 
appears to be limited. The supply of natural gas and oil is almost 
entirely based on imports. 

Source: IEA

Theme: Energy transition – for security of supply, lower costs and the climate

The problem with these comprehensive EU strategy plans is 
that in practice, they do not appear to be having any direct 
impact on EU energy policy. It is up to each member state 
to implement any changes and up to each local authority or 
region to make decisions on concrete issues at the micro level 
– that is, whether permits will be issued for investments in 
new facilities or related infrastructure, including high-voltage 
cables. It is at this micro level that the transition is faltering. 
Given all the permit applications that have been rejected, 
this is not what is needed to achieve the overall goals at the 
national or EU level. 

Based on the needs already identified and highlighted in Fit 
for 55, investment activity in Europe should be record-high 
in solar and wind power. Although installed solar energy 
capacity is growing at a faster pace, this is due to small-scale 
solar rooftop systems. The volume being installed in large-
scale solar farms has still not returned to its 2019 level. For 
onshore wind power, installation activity in large economies 
such as Germany and France peaked in 2017, while the 
record years in Italy and Spain are even further back in time. 

Given today’s high energy prices and widespread 
expectations that European energy prices will remain high, 
there is enormous interest in new solar and wind farm 
investments, both by traditional power producers and from 
niche project development companies and new operators 
such as oil companies. Yet suppliers of wind turbines are 
experiencing major obstacles today. Large-scale solar farms 
also face ever stronger opposition to the granting of the 
necessary permits. 

Populism is leading to quick but poor solutions

The ongoing energy crisis upsets many people, including 
voters with the power to change the government at the next 
election. This has prompted a number of different policy 
measures, some with long-term counterproductive impacts. 
One quick, simple, tried and tested way to address high 
costs for heavily demanded products is to introduce price 
regulations and/or subsidies. 

Unfortunately, that is often a sure-fire recipe for making the 
problem worse in the long term, regardless of whether the 
product in question is bread, onions, electricity or diesel. The 
price regulations on electricity generated by solar and wind 
power that were introduced last autumn in Spain decreased 
the attractiveness to investors of constructing new facilities. 
These regulations risk undermining supply growth over 
time, and they temporarily halted all such new investment 
decisions in Spain. Subsidies and/or lower taxes on electricity 
and/or fuels weaken the incentive for households to reduce 
their consumption. By lowering the requirement for the blend 
of renewable diesel, based on food industry waste, Finland 
has ensured that − all else being equal – it will need to import 
even more fossil oil and diesel. Populist measures thus risk 
intensifying and prolonging Europe’s energy crisis. 

Critical permitting processes

Many companies have noted that it has recently become 
harder to obtain permits to build new wind farms; this is a 
trend in numerous European countries. Despite a widespread 
consensus on the need for more climate-smart energy 
supplies at the global and national level, many projects tend 
to be blocked by local opposition: renewable energy by all 
means, but not in my backyard (NIMBY). In Sweden, 18 per 
cent of all planned wind farm projects were vetoed by the 
affected local authority in 2018; three years later, the share 
had increased to 78 per cent. 

The lack of national coordination also tends to lead to the 
approval of more expensive projects located further from 
population centres, while permits for less costly projects 
situated closer to electricity consumers are more often 
rejected. Over the past 30 years, more than half of all 
planned wind power projects and 22 per cent of solar power 
projects (larger than 1 MW) in the United Kingdom have 
been rejected. Research at the London School of Economics 
indicates that suboptimal location of these facilities 
because of local resistance has helped to make wind power 
construction in the UK 10-30 per cent more expensive. 

It is no exaggeration to describe the current situation as a 
deep crisis for wind turbine manufacturers. Europe’s leading 
wind turbine companies – Vestas and Siemens Gamesa – 
have both had to issue repeated profit warnings recently. The 
crisis is partly related to COVID effects, logistics problems 
and component shortages, which have made it more difficult 
for companies to deliver products, and partly due to sharply 
higher commodity costs. 

However, probably the greatest problem for the wind power 
industry is the difficulties faced by power producers in 
obtaining the necessary permits to build new facilities. The 
CEO of the world’s biggest manufacturer of onshore wind 
turbines, Vestas, summed up the situation thusly: “There is 
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Renewable energy sources are competitive even 
without subsidies

The chart shows total electricity generation costs in USD per MWh 
for new US electric power plants using different energy sources, 
without subsidies or taxes, according to the US Energy Information 
Administration (EIA). The prices refer to estimates for new power 
plants expected to be operational in 2027 and show the range 
between projects with the highest and lowest prices as well as the 
unweighted average price of electricity to be generated by them. The 
cost of fossil fuelled power obviously depends greatly on the price of 
natural gas or coal, for example. It is worth noting that solar energy is 
relatively cheap even when the facility is supplemented with batteries 
providing power equivalent to four hours of use. In practice, costs are 
in some cases strongly affected by taxes and subsidies; in the US, it 
is mainly offshore wind power that is subsidised, but so are nuclear, 
geothermal and solar energy.   

Source: EIA, SEB
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only one way to speed up the power supply to the system. 
Accelerate licensing.” Based on how the market functions 
today, Bloomberg New Energy Finance (BNEF) estimates 
that less than half of the additional wind power capacity that 
the EU aims to install between now and 2030 will become 
a reality. Not only are permitting processes time-consuming 
and unpredictable, but their administration is also costly. 
One example is from EnBW in Germany, which was obliged 
to submit no less than 36,000 pages of documents to obtain 
permits to build three new wind turbines. The cost of this 
administration is equivalent to EUR 800 per MW. 

Fortunately, there are now also many reform proposals, 
measures and regulatory changes that may have a large 
positive impact on energy supplies, the cost picture and the 
environment. 

Sweden, Germany and the UK are reviewing their 
permitting processes

To tackle suboptimisation and time-consuming permitting 
processes, whose outcome is perceived in many cases as arbi-
trary, the Swedish Ministry of the Environment is now studying 
the possibility of compensating those who are considered to be 
adversely affected by new facilities. Local authorities will also 
be given incentives to support the expansion of wind power. 
In addition, the period during which local authorities can veto 
projects will end earlier in these processes. There should not 
be a surprising “No” after ten years of preparatory work. To 
facilitate offshore wind power in particular, a number of other 
possible measures are being studied. 

Similar changes are planned in the UK.  Permitting processes 
for new offshore wind farms will be made easier and 
speedier, while residents in the vicinity of onshore facilities 
will be guaranteed lower electricity prices as compensation. 
Permitting processes for solar energy facilities will also be 
reviewed, up to eight new nuclear reactors will be built, 
and investments in the domestic oil and gas sector will be 
encouraged. 

In Germany, just before Easter the government unveiled a 
package of measures aimed at dramatically speeding up the 
expansion of renewable energy production in the country 
and enlarge its power transmission network. The package 
includes measures to make permitting processes more 
efficient. The national goal of a carbon dioxide-free energy 
supply will take precedence over a number of other common 
problems such as local opposition or the risk of disruption to 
nearby weather stations and radio masts. The aim is to more 
than triple the pace of annual solar power expansion to 22 
GW starting in 2026, while onshore wind power expansion 
will quadruple to 10 GW annually starting in 2025. Solar 
power subsidies will be increased, especially for facilities 
where solar power production and agriculture are combined. 
A special subsidy system is also being introduced for offshore 
wind power. To improve access to biogas for manufacturing 
and transport applications, the use of biomass for electricity 
generation will be scaled down. 

Spain and Portugal have also recently lowered environmental 
requirements for approving new solar and wind farms. This 
kind of deregulation may have a major impact. In Spain, solar 
power projects totalling 120 GW of capacity are planned, 
which is seven times the capacity currently in service. 

One major advantage of solar farms compared to traditional 
power plants is that once the permitting process is over and 
the construction phase has begun, the facility can be ready to 
supply electricity to the power grid after just a few months. 

The US energy transition is flagging

President Joe Biden ran for office on the promise of a Green 
New Deal and has set ambitious targets for the country’s 
energy transition. Electrification will be speeded up and 
electricity generation is to be carbon-free by 2035. To achieve 
this, a quadrupling of the pace of new solar power installations 
is needed, according to calculations from the US Energy 
Information Administration. So far, concrete measures to 
reach that goal are conspicuously absent. The most important 
federal subsidy programme for wind and solar power has 
not been extended; that was largely expected. Consequently 
the system has not improved, as many had hoped when the 
Democrats won the presidency. Since the end of last year, it 
has been clear that Biden’s Build Back Better (BBB) package 
of social reforms and green stimulus measures, which the 
Democrats tried to pass in 2021, will not become law. 
However, the main problem was probably a lack of support 
for various social reforms in the BBB package rather than 
opposition to renewable energy. So far, the White House has 
unfortunately not tried to push through the parts of BBB that 
have the greatest likelihood of passing, such as an extension of 
the tax credit on solar and wind power investments. 
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On top of this, an ongoing investigation into alleged 
circumvention of punitive US tariffs on Chinese solar cells has 
raised great concern among many stakeholders in the solar 
energy sector and led to a physical shortage of solar panels 
for large-scale projects. Assembly plants in South East Asia 
whose products are based on solar cells from China have 
avoided exporting goods to the US, forcing some companies to 
warn of extensive delays in solar farm projects. California, the 
single most important state for solar energy, is also planning 
reforms in its incentives for households to use rooftop solar 
panels. This has raised concerns in the industry, but so far it 
has not had any discernible impact on market growth. 

Combined with difficult permitting processes in Europe, the 
Biden government’s surprising lack of interest in the energy 
transition and the total lack of progress in this area are 
contributing to the current market situation and to the cool 
investor sentiment. We see great potential for improvement 
(from the solar and power industry’s perspective) in US 
energy policy, and we believe such decisions must be made 
before November this year. After that, there is a risk that it 
will be much harder to push through such changes. 

Investment upturn in distributed solar energy and 
efficiency measures is already here

The most immediate effect on the energy sector is the 
accelerated growth in small-scale distributed solar energy 
generation, including batteries, and in energy efficiency 
measures. Households, businesses and other organisations 
are expected to invest far more in rooftop solar panels and 
heat pumps to reduce and stabilise energy costs. A number 
of companies noted in their Q1 2022 reports that this has 
already started to happen; there was no normal seasonal dip 
at the start of the year.  

To the extent higher petrol and diesel prices accelerate the 
electrification of passenger cars, this in turn will probably 
further contribute to interest in rooftop solar panels for 
homes. An American survey indicates significantly higher 
interest in generating their own electricity among households 
that have recently purchased an electric car. An average US 
household that wants to supply its own electricity and also 
switch to an electric car needs a system that is about 40 per 
cent larger than for a household that continues to drive cars 
with internal combustion engines. The Ukraine war is likely to 
make this equation even more enticing in Europe. 

Even before the outbreak of the war, there was a strong 
international trend towards increasingly combining rooftop 
solar panels on a building with a large battery to balance 
energy use at night. This helps to improve the reliability and 
stability of energy supply and helps boost the value of such 
installations. An investment boom in distributed solar energy 
generation and storage as well as many kinds of energy 
efficiency measures does not require any major political 
reforms. It is enough for households and businesses to be 
persuaded by favourable financial calculations. 

Theme: Energy transition – for security of supply, lower costs and the climate

Summary and conclusion

European energy policy has fundamentally changed since 
Russia’s invasion of Ukraine, which is yet another argument 
for expanding renewable energy. This transition has become 
even more urgent. Investment activity in distributed solar 
energy generation and energy efficiency has already clearly 
accelerated; no new policy incentives have been necessary. 
It is enough to let households and companies take action 
based on prevailing market forces. However, the greatest 
improvement potential is probably in large-scale facilities, 
mainly offshore but also onshore wind farms as well as solar 
farms. Faster permitting processes and giving higher priority 
to self-sufficiency could lead to an even bigger upturn in this 
segment. It remains to be seen whether this will be the case, 
but political leaders in a number of countries have clearly 
begun to realise that these problems are slowing down the 
energy transition.

For the fossil-based energy industry and nuclear power, 
the game plan has changed significantly. Suddenly political 
leaders want to see large new investments instead of 
closures. Expectations for the biogas industry, which is 
already growing rapidly, have also risen further. The same 
is true of green hydrogen gas, which at least on paper has 
suddenly become much more cost-competitive than natural 
gas. Even larger investments in new power generation 
capacity are needed for this. 

If Europe chooses to invest its way out of the current energy 
crisis and reduce its dependence on Russian fossil fuels, this 
will lead to major business and investment opportunities. 
Investments on this scale will have significant spill-over 
effects on energy sector sub-contractors and eventually a 
major positive impact on the economy as a whole. This will 
also generate long-term returns in the form of reduced import 
dependence and hopefully positive effects on climate change 
and the environment. 
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Economic crime has moved out into cyberspace 
and into our computers. Private individuals, 
businesses and government agencies are more 
and more frequently subjected to cyberattacks. 
Cybercriminals, who are often untraceable, are 
among our biggest security threats. The already 
high costs of cybercrime are soaring. This has 
turned internet security – or cybersecurity –  
into a sector that is growing at record speed.  

Theme: Cybersecurity
A topic we cannot  
ignore  
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Accelerating growth in subscriptions for  
machine-to-machine communication 

The chart shows how the number of Telia machine-to-machine 
communication subscriptions for connected devices has grown since 
Q1 2015 (index 100). The number of subscriptions is now at 4.2 million. 
As indicated, growth has accelerated in recent years.  

Source: Telia
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Today a large percentage of the world’s population is already 
connected to the internet 24/7 through mobile phones, 
tablets and computers, while new kinds of connected 
devices are growing exponentially. More and more systems 
are digitally connected, and the internet of things (IoT) 
– which links together various smart devices online – is 
a fast-growing trend that includes everything from self-
driving cars and smart refrigerators to clothing that can 
control electronic devices. According to the organisation 
iPropertyManagement, the number of IoT devices surpassed 
14.2 billion in 2019, up from 12 billion in 2018. The number 
of IoT devices is expected to exceed 75 billion by 2025. 

This technology is gaining ground not only at the consumer 
level but also the industrial level, for example, in the 
development of smart city solutions. Traffic planning is 
another area where IoT is expected to make a breakthrough. 
The list of applications is long and growing. 

The rising number of connected devices is also reflected 
in the growth of a telecom operator like Swedish-based 
Telia. The company has seen accelerating growth in mobile 
subscriptions for machine-to-machine communication. At the 
end of Q1 2022, this kind of subscription had increased by 
45 per cent compared to the same date in 2021, and by 7 
per cent since year-end 2021.  

Cybercrime – our fastest growing security threat 

As our society continues to digitise, there is greater incentive 
for criminals to move into the digital world. Cyberattacks are 
among our fastest growing security threats, and there is no 
sign that this growth is slowing, despite the record amounts 
being spent on cybersecurity. The first cyberattack to attract 
widespread attention, which came to be known as the Morris 
Worm, took place in 1988. The worm destroyed some 6,000 
computers, which at the time represented 10 per cent of 
the entire internet. Since then, the trend has unfortunately 
accelerated, both in terms of the frequency of attacks and 
their degree of sophistication. According to recent statistics, 
a ransomware attack – using a virus programme that 
encrypts data – is carried out every ten seconds. According to 
Cybersecurity Ventures, by 2031 we can expect a new attack 
on an individual or organisation every three seconds. An FBI 
agent who works with cyber intrusions told The Wall Street 
Journal as early as 2018 that every US citizen can assume 
that their personal data have been stolen and are available on 
the dark web, a well-concealed part of the internet.

More than 70 per cent of all attacks are for economic 
motives. A report from as far back as 2013 noted that 
cybercrime had a turnover greater than the global trade 
in marijuana, cocaine and heroin combined. Intellectual 
property rights theft and espionage account for most other 
cyberattacks. 

One of the very largest attacks to date was the 2017 
WannaCry ransomware attack, in which 230,000 computers 
in 150 countries were infected with a virus. Last year, one 
trend was to attack different kinds of platforms, such as firms 
that supply software to other companies. These companies 
were then infected by a computer virus when they updated 
their software. One such attack targeted the software 
company Kaseya and led to a majority of the Swedish-based 
Coop’s 800 supermarkets being forced to close since their 
point-of-sale tills stopped working. According to a survey 
carried out by the audit firm PWC, an increased number of 
attacks on so-called cloud services is expected in 2022. 

A selection of attacks over the past year

Meta (Facebook) April 2021 – data from more than 
530 million users were stolen and 
published online

Colonial Pipeline May 2021 – the oil pipeline opera-
tor was hit by a ransomware attack 
carried out by the DarkSide hacking 
group, which led to production shut-
downs and panic buying in the US.

T-Mobile August 2021 – data from 50 million 
customers were stolen by a  
21-year-old.

AP-HP September 2021 – personal data 
from 1.4 million people were stolen 
from a hospital in Paris. 

Poly Network August 2021 – cryptocurrency  
worth more than 600 million dollars 
was stolen.

Source: Fortinet
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Hacker groups are often behind attacks 

While individuals do carry out cyberattacks, most known 
large-scale attacks have been carried out by well-organised 
hacker groups. For example, the work of the group known 
as Shadow Brokers is behind two of the biggest attacks 
in history – NotPetya and WannaCry – with the latter 
probably carried out by the North Korean-based Lazarus 
Group. The attacks were based on software vulnerabilities 
that the group managed to steal from the US National 
Security Agency (NSA). A third example is the cybergroup 
Anonymous, which is considered the first hacker group to 
have played a revolutionary role in society. The group was 
behind an attack on PayPal that cost the company USD 5.36 
million. It has also gone on the attack against Russia since it 
invaded Ukraine, including Russian state television.  

A weapon in warfare

Technological advances have improved the efficiency of 
public sector activities and essential services, with the result 
being that large parts of society today are totally dependent 
on IT and the surrounding infrastructure. Attacks are 
generally not expensive to carry out but may cause enormous 
damage and have a devastating impact on the functioning 
of society, while the risk of getting caught is relatively low, 
at least so far. As a result, there is a significantly growing 
risk of cyberattacks that can have consequences for the 
supply of drinking water and the distribution of electricity, as 
well as the functioning of electronic payment systems and 
healthcare facilities. 

In the ongoing conflict between Russia and Ukraine, Russian 
or Russian-backed cyberattacks on Ukraine have been 
regarded as part of Russia’s hybrid warfare strategy. The 
objective, according to Microsoft, which identified 237 
cyberattacks on Ukraine just before war broke out, is to 

destroy, disrupt and infiltrate. The day before the invasion, 
hundreds of targets in Ukraine’s government agencies and IT, 
energy and financial sectors were attacked. These attacks, 
aimed at erasing data, are known as wiper attacks. According 
to Microsoft, the Russian intelligence agency GRU was 
closely affiliated with those carrying out the attacks. 

Some common types of cyberattacks

Malware Harmful software, such as a comput-
er virus, spyware or Trojan horse. 

Ransomware Malware that locks or encrypts data 
until a ransom is paid.

Phishing attacks Measures to obtain sensitive infor-
mation (such as passwords or credit 
card information) through a disguised 
email, phone call or text message.

Social Engineering Psychological manipulation of an indi-
vidual to obtain confidential informa-
tion; often overlaps with phishing. 

DDoS (distributed 
or denial of service) 
attacks  

Overload of a website, for example, 
thus preventing users from  
accessing it.

Wiper attack Attacks aimed at erasing important 
data.

No one is spared

The chart shows that no particular target stands out. Instead, individu-
als as well as all kinds of activities have been subject to cyberattacks.  

Source: hackmageddon.com

Devastating consequences and soaring costs

According to a report by Cybersecurity Ventures published 
in early 2021, cybercrime costs globally are expected to 
rise 15 per cent annually in the years ahead. By 2025, costs 
are expected to have reached USD 10.5 billion annually, an 
increase of USD 7.5 billion since 2015. In comparison, costs 
for natural disasters totalled USD 300 billion in 2017, a 
record year, according to the World Economic Forum.

The average total cost for a company affected by a data 
breach is rising and is currently estimated at USD 4.2 million, 
according to IBM Security. In addition to the direct cost of 
restoring functionality etc., an attack also often leads to a 
halt in production and decreased trust in the company. This 
in turn may cause difficulties in attracting new customers 
and securing new financing. For small businesses, the 
consequences are often devastating. More than half of all 
cyberattacks have targeted small and mid-sized firms, and 
60 per cent of companies that have fallen victim to an attack 
are no longer in business six months after the incident, 
according to statistics from Mastercard. 
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Large-scale cybersecurity investments create 
opportunities

Since the number of victims is growing and the cost of an in-
cident is high and rising, more and more companies and other 
organisations around the world are investing in preventive 
measures to reduce the risk of cyberattacks. The future of 
companies that provide products and services in this field 
certainly looks bright. Cybersecurity includes protecting 
computers, networks, software and data from unauthorised 
access. According to an analysis by Bloomberg Intelligence, 
cybersecurity investments may exceed USD 200 billion by 
2024, up from about USD 134 billion in 2020. This is an enor-
mous amount in absolute terms, but the figure actually looks 
low relative to expected costs associated with cybercrime. 

The cybersecurity industry has historically provided services 
to enable compliance with various standards. It is now 
also increasingly common to help organisations raise their 
awareness of various security risks, as well as contribute 
know-how and thereby improve the ability of these 
organisations to protect their assets. 

As noted, cyberattacks have become increasingly sophisti- 
cated, but fortunately so have the tools to avoid, prevent and 
mitigate their effects. New companies and new products and 
services are continuously being launched. One example is  
artificial intelligence (AI). According to a survey carried out 
by IBM Security, the cost of a data breach is 30 per cent 
lower for companies with a well-developed AI platform.

The costs associated with an attack are  
clearly rising

In the chart above, we can clearly see that the costs associated with an 
attack have risen for most sectors, with the healthcare sector standing 
out by a wide margin. 

Source: IBM Security

Regulations are driving industry growth  

In recent years, a number of new regulatory measures have 
been implemented. In Europe, the EU General Data Protection 
Regulation (GDPR), adopted in 2018, plays an important part 
in making the internet more secure for private individuals. 
The directive regulates how companies collect and manage 
their customers’ personal data. Companies that fail to comply 
with these requirements may be ordered to pay heavy fines. 

The NIS Directive (directive on security of network 
and information systems) is aimed at fostering security 
measures and increasing the level of protection for critical 
infrastructure in EU member countries. Furthermore, the EU’s 
new cybersecurity guidelines for banks entered into force in 
2020. It is now clearer how various financial services should 
be able to manage internal and external risks associated with 
IT and security. There is even more proposed legislation in the 
works related to improved IT security.

A larger share of expenditure will go towards  
security

The chart shows the rate of growth in expenditure for security and for 
software generally in 2021 in per cent for 60 US organisations, as well 
as their forecasts for 2022.  

Source: Morgan Stanley

Cybersecurity – high on the list of priorities 

A survey by Morgan Stanley early this year of 60 US-based IT 
executives indicates that investments in information security 
will accelerate in 2022. In contrast, investments in software 
generally are expected to grow at about the same rate as in 
2021.
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According to the survey, a heightened threat environment is 
the main reason for the increased demand. Upgrading and 
updating existing technology is another driver, as are the 
growing points of attack for cyberthreats. More stringent 
regulations and regulatory compliance were also mentioned 
as reasons for the companies’ investments.

The strongest growth is expected in the field of enhanced 
protection of company networks. Many companies build their 
network architecture on the basis of cloud services. This is 
also true of IT security, which increasingly consists of cloud-
based services instead of − or in addition to − the company’s 
own personnel and software. 

One fast-growing technology or security concept is Secure 
Access Service Edge (SASE). A number of local networks are 
connected and combined with security services in a cloud-
based model. The model identifies the user and the device 
being used, applies customised security and provides secure 
access to the application or data intended. Organisations can 
thus allow access regardless of where the user is located. 
Since the number of connected products is growing rapidly, 
there is increasing demand for this service. 

Software that provides protection for an increased number 
of new interfaces is another area that is growing rapidly. 
This software is used for everything from mobile phones and 
computers to IoT devices, since they are frequently the target 
of attacks aimed at gaining access to valuable assets within 
networks. This area includes, for example, virtual private 
networks or VPNs (commonly used for remote work, which 
has increased due to the pandemic) and regular updates of 
antivirus programmes. 

A third fast growing area is identification and asset 
management software, a framework of policies and 
technologies aimed at allowing only authorised people 
access to certain data. The software is centralised, and one 
example is to approve access for employees connected to a 
virtual network so they can work outside the office. 

Conclusion

As society becomes increasingly digitised, there are also 
growing incentives for criminals to go digital. Unfortunately, 
the number of cyberattacks continues to climb, and so do the 
costs for those who are affected. It is easy to get the feeling 
that criminals have a head start in this field compared to the 
products and services available to prevent cyberattacks, but 
advances are rapidly being made. More and more resources 
are being invested in cybersecurity, and a growing number of 
companies want a piece of this fast growing market. There 
are many indications that plenty of attractive investment 
opportunities exist in this field and that this will be the case 
for a long time to come.
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The Ukraine war is putting pressure on the 
global economy. Widespread commodity price 
upturns are fuelling inflation further. Despite 
a poorer growth outlook, central banks must 
prioritise their fight against inflation, thus 
squeezing households and businesses. We have 
lowered our 2022 global GDP growth forecast 
by more than one percentage point.   Due to 
fiscal stimulus, pent-up demand, strong private 
balance sheets and eventual easing of global 
supply chains, a soft landing is still the most 
likely outcome.

International overview
Excerpt from the Nordic Outlook research report.  
For the full report, see seb.se/nordicoutlookreport.

—
Global soft landing 
likely but downside risks 
dominate

The international economic outlook has greatly deteriorated 
in recent months. The war in Ukraine is having a profound 
effect on global economic and security policy developments. In 
addition to the tragic humanitarian consequences of the war, 
an already strong inflation impulse is now intensifying. There 
are widespread increases in commodity prices; both Russia 
and Ukraine are major exporters of agricultural products. 
Russia’s metals are also highly important for world market 
balance. Energy prices are climbing due to powerful sanctions 
against Russia and the European Union’s ambition to quickly 
reduce its dependence on Russian energy. Renewed COVID-19 
outbreaks in China are worsening the situation further, since 
authorities refuse to relax their highly restrictive lockdown 
strategy. We thus see no immediate prospect of substantial 
relief from global supply chain disruptions.

Inflation focus among central banks

Central banks are now focusing on inflation, despite the lower 
economic growth outlook. The price upturn has broadened 
as companies have passed rising costs onward to consumers. 
Earlier comparisons with the supply side-driven inflation 
wave of 2008 seem increasingly irrelevant, now that we 
are seeing overheating trends in both goods and labour 
markets. If central banks do not act, there are major risks 
that long-term inflation expectations will also take off. As 
for pay increases, the situation remains divided − with clear 
acceleration in the United States and the United Kingdom, but 
still a relatively subdued upward trend in Germany and the 
Nordic countries.      
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Global GDP growth, %

Market 2020 2021 2022 2023

United States -3.4 5.7 2.6 1.7

Japan -4.5 1.6 2.3 1.9

Germany -4.6 2.9 1.5 3.3

China 2.2 8.1 5.0 5.2

United Kingdom -9.3 7.4 3.7 2.5

Euro area -6.4 5.4 2.1 2.8

Nordic countries -2.1 4.3 2.4 2.1

Sweden -2.9 4.8 2.0 1.8

Baltic countries -1.8 5.6 1.1 2.0

OECD -4.6 5.5 2.6 2.3

Emerging markets (EM) -2.0 6.6 3.3 4.4

World, PPP* -3.2 6.1 3.0 3.4
Source: SEB Nordic Outlook 

*PPP = purchasing power parities. The table shows forecasts of real 
economic growth in line with our main scenario.

International overview

Clear downward adjustments in growth forecasts 

In response to the outbreak of the Ukraine war, we published 
an updated forecast in late March. Compared to this, our 
GDP forecast has generally held up rather well, although the 
probability of a relatively short war has decreased. But our 
downward adjustments are sizeable compared to the last 
Nordic Outlook forecast, published in January. We now expect 
global GDP to grow by 3.0 per cent this year: more than one 
percentage point lower than in January, and fairly evenly 
distributed between the mainly affluent OECD countries 
and the emerging market (EM) economies. Our forecast for 
2023 is largely unchanged at the global level. The outlook 
for the US economy has deteriorated rather gradually as the 
Federal Reserve’s need for monetary tightening has become 
increasingly evident. Our downgrades are biggest for the euro 
area and Germany, mainly due to their need for a rapid energy 
transition. Norway is coping with the changing environment 
better than other Nordics. Bloated home prices are leading to 
high interest rate sensitivity in Sweden, and we have lowered 
our GDP growth forecast sharply to below 2 per cent in both 
2022 and 2023. Larger trade with Russia makes Finland and 
the Baltic countries more vulnerable. But our theme article 
“The changing Baltics” on page 42 of Nordic Outlook, May 
2022 analyses their long-term trend towards weaker links 
with the Russian economy.

A soft landing scenario is the most likely outcome 

We are sticking to our soft landing scenario, which is 
supported by a number of positive forces. New fiscal stimulus 
measures in the form of subsidies for rising energy costs, as 
well as intensified investments in defence capability and a 
green transition, will provide short-term support for growth 
in the euro area. Meanwhile some of the stimulus funds 
provided during the pandemic, especially in the US but also in 
the euro area, have not yet made their way into the economy 
but remain as part of large household savings buffers. Strong 
balance sheets will make the private sector more resilient 
to rate hikes. The household debt burden is far lighter than 
before the outbreak of the global financial crisis. It is likely 
that the supply side problems now driving up inflation will 

eventually ease. The reopening of the service sector is not 
yet complete, and a continued shift to service consumption 
may ease pressure on goods production and shift demand 
to sectors that do not face the same supply shortages. Also 
worth pointing out is that real interest rates will remain low 
despite key rate hikes, which means that economies are not 
yet facing a clear tightening of monetary policy.

Downside risks predominate 

The reversals in central bank policies have been dramatic. 
Although the inflation shock was not easy to predict, fiscal 
stimulus during the pandemic − combined with zero interest 
rates and quantitative easing − will be carefully evaluated 
in the future. Historically, it has been hard to ensure a soft 
landing in line with our main forecast. This accentuates 
the downside risks in this forecast. We may possibly be 
underestimating the interest rate sensitivity of the economy, 
for example the impact of rates and yields on share and 
home prices. The inflation upturn may also be stronger 
and more protracted, thus requiring even more powerful 
medicine. The possible need for energy rationing in Europe 
and China’s economic headwinds are other downside risks. 
Upside potential is limited but mainly consists of a faster-
than-expected resolution of supply side problems. It is also 
conceivable that prices will broadly normalise more than we 
expect, reinforcing the base effects that are the main drivers 
of the inflation downturn in our main forecast. But overall, 
the downside bias is bigger than usual. We estimate that 
the probability of our negative scenario is 30 per cent, our 
positive scenario 10 per cent.  

Various scenarios for the OECD countries

GDP growth, per cent 2021 2022 2023

Main scenario 5.5 2.6 2.3

Negative scenario 1.0 0.5

Positive scenario 3.5 3.0

Source: SEB

Front-loaded key rate hikes 

We have generally adjusted our central bank forecasts much 
higher as the banks implement front-loaded rate hikes out 
of concern for their inflation targets. The Fed will hike its 
key rate by 50 basis point (bp) steps at its next few policy 
meetings, moving gradually towards 3.50 per cent by mid-
2023. Spurred by upwardly revised inflation forecasts, the 
European Central Bank will also start its hikes earlier, raising 
the deposit rate in July and then its entire rate corridor in 
September, with an end point of 1.00 per cent for the deposit 
rate. The Riksbank’s dramatic policy reversal will be followed 
by new steps in a hawkish direction, probably including a 
50 basis point hike in September. Due to weak growth in 
Sweden, the Riksbank will end its hiking cycle by mid-2023 
at a repo rate of 1.75 per cent. Concerns about interest 
rate-sensitive Norwegian households will justify a gradual 
strategy by Norges Bank, with five hikes this year and two 
more in 2023.

Policy U-turns are pushing up bond yields 

Long-term bond yields have climbed sharply, in line with 
growing central bank worries about inflation. Rate hikes and 
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quantitative tightening (QT), as well as an increased supply of 
bonds in Europe, will push 10-year US Treasury yields to 3.50 
per cent and 10-year German bonds to 1.60 per cent by end-
2023. Sweden’s long-term yield spreads against Germany will 
widen a bit further, driven by more and earlier Riksbank hikes 
– partly because the Riksbank is moving towards phasing out 
bond purchases. But by end-2023, spreads will widen again as 
the ECB also reduces its reinvestments.

Dollar peak will be delayed

Because the Fed will hike its key rate faster than other central 
banks in the near term, the US dollar has not yet peaked. The 
euro area’s proximity to the Ukraine war and its dependence 
on Russian gas create vulnerability, which is weighing down 
the euro. EUR/USD will fall to 1.02 before the euro starts to 
rebound closer to long-term equilibrium; at year-end 2023, 
EUR/USD will be at 1.15.  The krona is being hurt in the short 
term by the global slowdown and reduced risk appetite, but 
Riksbank rate hikes will eventually contribute to sharp SEK 
appreciation as earlier structural outflows linked to negative 
interest rates and quantitative easing reverse. We foresee a 
strong tailwind for the krona in 2023 and believe EUR/SEK 
will bottom out at 9.55 by mid-year.

Protracted conflict would have major impact 

Russia’s attack on Ukraine now dominates global economic 
and political developments on many levels. This Nordic 
Outlook thus includes two theme articles that deal with 
different aspects of this. It is now clear that the war will 
probably become more drawn-out than the 3-6 months 
that seemed likely when it began on February 24. Today 
neither Russia nor Ukraine has any strong incentives to seek 
a negotiated solution. Ukraine is gradually getting better at 
defending itself, mainly thanks to support from the US and 
from EU countries. Russian President Vladimir Putin has not 
achieved any of the goals mentioned when he began the 
invasion. With more resources to deploy if needed, Russia is 
unlikely to back down.

International sanctions will hurt the Russian economy

GDP is expected to fall by 10 per cent this year and another 
3 per cent next year. The sanctions − combined with a 
repressive political environment, weak rule of law and 
widespread corruption − will probably lead to economic 
stagnation, causing Russia to continue declining in prosperity 
compared to its peers. Even in countries whose governments 
do not distance themselves from Russia’s war, most firms 
that sell goods in the US and the EU will follow the sanctions 
against Russia. The choice between a stagnant Russian 
economy and dynamic high-tech Western economies is 
easy for most companies. But meanwhile it is clear that the 
Russian economy has not collapsed, partly due to steps 
Moscow has taken since the 2014 annexation of Crimea to 
reduce dependence on other countries.

Divergent views on responsibility for the war 

The rapid, powerful response of the Western world and 
various other democracies − in the form of sanctions against 
Russia − has surprised many people. But at the same time 
a number of governments, including China, have expressed 
support for Russia’s argument that NATO should not expand 

and that Russia is entitled to defend itself against an 
existential threat. Other big emerging market economies such 
as Mexico, Brazil and India have adopted a neutral position on 
the war. But if the Kremlin were to escalate the war and use 
chemical or nuclear weapons, countries such as China and 
India would probably be forced to distance themselves from 
Russia, which would then become increasingly isolated.

Rising food prices may have severe consequences

The outbreak of war sent shock waves through global 
commodity markets. Many prices rose sharply. Aside 
from fossil fuels − oil, natural gas and coal − Russia is a 
major exporter of grains, nickel, aluminium, palladium and 
fertilisers. Several difficult dilemmas are likely to arise in the 
future. Metal shortages, for example, may delay investments 
needed to accelerate the transition to sustainability. But 
the consequences of rising food prices may become more 
explosive. Wheat prices have doubled and may surge even 
higher. Due to shortages and high prices, global fertiliser use 
is declining, leading to smaller harvests even far away from 
the war. There is a clear risk of food shortages in Africa and 
elsewhere, which may lead to social unrest and violence. High 
food price inflation may also lead to social tensions even in 
less impoverished parts of the world.

Difficult to isolate Russia

This illustrates the dilemma that support for sanctions may 
decrease if Russia is shut out of the global economy without 
replacements for its products. Food supply problems are 
likely to become more acute. The UN World Food Programme 
is now warning of famine disasters. Tensions related to 
this will probably increase in parts of the international 
community. The theme article “Russia’s new role” in Nordic 
Outlook discusses various consequences of a lengthy war 
and persistent global tensions. One conclusion is that Russia 
is so much more integrated into the global economy today 
than the Soviet Union was that it is nearly impossible to 
completely isolate the country. 

The New York Fed’s stress index shows that value chains remained 
stretched, although the global situation seems to have improved 
somewhat.

Source: Federal Reserve Bank of New York, Macrobond, SEB

Continued high stress level in corporate value 
chains
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The expected slowdown will not be so powerful that it will drive up un-
employment, according to our forecast. We also anticipate a somewhat 
increasing labour supply in the United States, which will dampen pay 
increases. 

Source: Statistics Sweden, Eurostat, BLS, ONS, Macrobond, SEB

International overview

Continued global supply chain problems

New virus outbreaks in China are exacerbating disruptions in 
global supply systems. The authorities are trying to reduce 
the harmful effects on production and shipment of goods 
from China, but they are still generally applying a restrictive 
lockdown strategy. The Ukraine war and the isolation of 
Russia are also worsening the situation in some areas. 
Component shortages and bottlenecks in transport systems 
thus continue to hamper growth and push up inflation. 
These problems are likely to persist longer than previously 
anticipated. We now expect the situation to begin improving 
only early next year. But even in the long term, we may see 
increased fragmentation of the world economy into clear 
geopolitical blocs, with production chains becoming more 
regional instead of global.

EM growth being squeezed from different directions 

Overall, it is clear that the economic performance of 
emerging market (EM) countries is under pressure from 
different directions. The Ukraine war will have catastrophic 
effects for the two countries directly involved, but also 
various indirect effects. Chinese growth has slowed sharply 
due to COVID-related restrictions and measures to cool the 
overheated real estate and construction sectors. China’s 
outlook is also being dampened by weaker growth and higher 
interest rates in the US and the EU. We have adjusted our 
overall EM growth forecast downward to 3.5 per cent for the 
full year 2022, compared to 4.5 per cent in the last Nordic 
Outlook, and we have lowered our 2022 growth forecast for 
China from 5.2 to 5.0 per cent. Our downward adjustment 
for the EM sphere was not larger due to small increases in 
our forecasts for commodity-producing economies in Latin 
America and Africa.

Resilient labour markets

One key question as growth forecasts are beginning to be 
lowered is the reaction in labour markets. We have made 
fairly small adjustments to our unemployment forecasts, 
partly due to the prevailing strong momentum but also 
because GDP forecasts for 2023 in the US, Sweden and 
elsewhere are only marginally below trend. Such small 
changes are not enough to persuade central banks to begin 
easing their rate hiking plans, especially not when further 
upward adjustments to inflation forecasts have made this 
threshold especially high. 

Hopes that symptoms of labour market overheating will 
ease are partly linked to the prospect of an expanding labour 

GDP growth, BRIC countries and EM sphere (%)

2020 2021 2022 2023

China 2.2 8.1 5.0 5.2

India -6.6 8.3 4.3 7.5

Brazil -3.9 4.8 0.9 2.0

Russia -2.7 4.7 -10.0 -3.0

Emerging markets, total -2.0 6.6 3.3 4.4
Source: IMF, SEB

Minor upturn in unemployment

supply. In the US, the labour force participation rate for 
people over age 16 is now only one percentage point below 
its level before the pandemic, but compared to an underlying 
slightly positive trend in labour supply, the gap is wide. We 
expect a continued increase during our forecast period, but 
not all the way up to pre-pandemic level, since many older 
people who have left the workforce are unlikely to return. 
Reduced sick leaves after Omicron may also contribute to a 
cooler labour market, and falling labour shortage statistics 

Calculated on the basis of average wages and salaries, we are seeing 
a clear difference in percentage pay increases between countries. In 
the United States and the United Kingdom, more market-driven wage 
formation allows the tight labour market to have an impact. In the euro 
area (Germany) and the Nordic region (Sweden), important wage 
rounds will begin soon.

Source: Macrobond, SEB

Major differences in wage responses
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Inflation is at levels we have not seen for decades. This creates a major 
dilemma for central banks: there is a risk that the sharp key interest rate 
hikes that are expected in order to curb inflation will kill economic growth.

Source: BLS, Statistische Bundesamt, Statistics Sweden

Starting in the United States, we expect CPI inflation to peak during 
2022. This is because comparative figures will be higher – inflation 
began to climb during 2021 – and because energy prices, which are 
still high, will not climb further according to our forecast. 

Source: Macrobond, SEB

International overview

may help ease upward pressure on wages and salaries.
Differences in the rate of pay increases 

In the US and the UK, on the one hand, and the euro area and 
Nordic countries on the other, there are persistent differences 
in the rate of pay increases. Because wage formation is more 
market-driven in these English-speaking countries, overheated 
labour markets have an especially large impact. In the US, 
there are signs that we are close to the peak, since labour 
shortages and planned pay hikes among small businesses 
have fallen. In northern Europe, the issue of compensating 
employees for high inflation will be important in future 
collective bargaining rounds. Germany’s IG Metall union 
has announced higher wage demands than usual, but the 
connection between such demands and later outcomes has 
historically been relatively weak. In Sweden, high inflation and 
the Riksbank’s policy reversal have changed the conditions 
for the 2023 wage round (see the theme article “The new 
wage round” in Nordic Outlook). Our forecast is that Swedish 
wages will increase by 3.5 per cent next year and that there is 
a relatively small risk that multi-year agreements will end up 
at levels incompatible with the Riksbank inflation target. But 
if inflation accelerates further in the next six months, we may 
conceivably see some type of special solution including one-
off inflation compensation, or one-year instead of multi-year 
labour agreements. 

Delayed inflation peak in Europe

High energy prices are keeping inflation up

After their initial surge, energy prices have fallen somewhat. 
This is mainly because the US and other countries have 
released oil from their strategic reserves and because China’s 
new lockdowns have reduced demand. But both factors are 
transitory, and we expect energy prices to remain high in 
the foreseeable future (see the theme article “Commodity 
shocks” in Nordic Outlook). We expect the price of Brent 
crude oil) to average USD 106 per barrel this year and USD 
85 in 2023. Natural gas prices will also be far above normal 

levels.
Comparison with 2008 is irrelevant today

Now that inflation has accelerated and also broadened, the 
experience of the failed tightening measures of 2008 are 
starting to become irrelevant. Instead, there are two other 
inflation shocks that can be compared with those of today. 
The Korean War (1950-53) led to a sharply increasing 
need for transport and materials, which triggered a surge 
in inflation. Inflation then fell rapidly, enabling the Bretton 
Woods system − with its fixed exchange rates and US dollar 
gold peg launched in 1945 – to pass its first big test. This 
laid the foundation for the stable inflation environment 
that predominated in the 1950s and 60s. However, when 
the OPEC oil cartel implemented major production cuts in 
1973, oil prices soared. The Bretton Woods system had 
recently collapsed. Fiscal policymakers shouldered the main 
responsibility for sustaining economic activity. Monetary 
policymakers in most countries mainly accommodated 
a general acceleration in prices and wages. As a result, 
economies were plagued by years of high, volatile inflation 
that hampered capital spending and growth.

Historically high inflation

Front-loaded rate hikes amid uncertainty
                                                                                                                            
Parallels with the stagflation era − expansionary fiscal policy, 
increased acceptance of price increases and rapid inflation 
in some countries − are being pointed out more and more. 
The strength of globalisation forces, which have been such an 
important factor behind the solidly low-inflation environment 
of recent decades, is also starting to be questioned. In such 
an environment, the mandates and the determination of 
central banks to stand up for inflation targets will become 
increasingly important in preventing inflation expectations 
from soaring.  Central banks now appear to be aiming for 
a front-loaded hiking cycle, in which key interest rates can 
revert to a more neutral level relatively fast. We have thus 
raised our key rate forecasts substantially compared to the 
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Source: Macrobond, SEB

Market pricing indicates rapid key interest rate hikes, led by the US 
Federal Reserve. The European Central Bank is expected to move more 
cautiously, in our forecast even more so than in the chart. The same 
applies to our forecast for Sweden’s Riksbank. 

International overview

Front-loaded expectations of yield hikes 
and level-offs

Nordic Outlook published in January. 
Fundamentals will determine the need for rate hikes

Despite unexpectedly strong inflation, the ECB must proceed 
cautiously because euro area dependence on Russian energy 
is hurting growth. The ECB must also try to prevent the yield 
spreads between the government securities of countries in 
the euro area from widening too much. But the US continues 
to experience excessive demand, due to large-scale fiscal 
stimulus during the pandemic. For various reasons, there is a 
bigger risk in the US and the UK that shifting price and wage 
expectations will spill over into a wage-price spiral. In both 
countries, flexible wage formation is currently combined 
with overheated labour markets and tighter restrictions 
on immigration than have historically been the case. Large 
negative growth effects from high energy prices will 
nevertheless lead to slower economic policy tightening in the 
UK. Interest rate sensitivity in some economies after a long 
period of low inflation and interest rates is another uncertainty 
factor. This is especially true of Norway and Sweden, where 
floating rate mortgages predominate among households.

Fed in a big hurry, while the ECB will lag behind

We now expect a series of rapid US rate hikes: 50 basis 
points per Fed policy meeting through September. Hikes 
will then continue at a more gradual pace, peaking at 3.50 
per cent in mid-2023 − slightly above the Fed’s estimate of 
a neutral rate around 2-3 per cent. At its May meeting, the 
Bank of England combined a hawkish message with gloomy 
British growth prospects. We expect the BoE to raise its key 
rate gradually to 2.25 per cent by the end of 2023. The 
ECB will need to revise its inflation forecasts sharply higher 
in June, which suggests slightly faster rate hikes. We now 
believe that the first ECB deposit rate hike will come in July, 

followed by two more to 0.25 per cent by end-2022, and 
1.00 per cent by end-2023. Parallel with rate hikes, central 
banks will tighten policy via their balance sheets. But the 
impact of these QT measures is hard to assess, so we still 
regard key rates as the main central bank tool.

Central bank key interest rates (%)

May 5, 
2022   

Jun  
2022

Dec
2022

Dec
2023

Federal Reserve (Fed) 1.00 1.50 3.00 3.50

ECB (deposit rate) 0.00 0.00 0.50 1.25

Bank of England (BoE) 1.00 1.25 1.75 2.25

Riksbank (Sweden) 0.25 0.50 1.25 1.75

Norges Bank (Norway) 0.75 1.00 1.75 2.25

Source: Central banks, SEB

Riksbank U-turn

The Riksbank completely reversed its policy in April, moving 
from a rate path showing an unchanged key rate until the 
second half of 2024 to an immediate repo rate hike and 
signals of further rapid hikes. We believe that in the near 
future, high inflation figures will persuade the Riksbank 
to deliver a 50 bp hike in September, in line with the high-
inflation scenario it also unveiled in April. We then expect it 
to end its rate hikes at 1.75 per cent as early as June 2023, 
when policymakers feel reasonably sure that inflation will 
approach their target. Norges Bank left the starting blocks 
early and is aiming for a more gradual hiking strategy. It will 
still raise its key rate by 120 bps this year and by 50 bps next 
year, reaching 2.25 per cent by the end of 2023.

A new role for fiscal policy

Early in the pandemic, it was quite uncontroversial to let 
fiscal policymakers play a major role when the impact of 
monetary policy began to fade. But now that central banks 
are shifting strongly towards tightening, the situation is 
becoming more complex. One can still argue that fiscal policy 
has an important role to play in countering the tightening 
effects of inflation shocks and higher interest rates. But we 
must also take into account the risks that monetary and fiscal 
policymakers will end up in a destructive tug-of-war, with 
expansionary fiscal policies exacerbating upward pressure 
on inflation and, perhaps above all, on inflation expectations.

High inflation is pushing down public sector debt ratio 

High inflation is now hampering growth by burdening public 
sector finances, for example due to higher unemployment. 
But public sector revenues are generally more sensitive 
than spending to changes in inflation. For example, even if 
household consumption volume falls, nominal consumption 
– part of the tax base − may climb. This is especially clear in 
Sweden, where value-added tax (VAT) is relatively high while 
the government spending ceiling is expressed in nominal 
terms. In addition to a positive impact on the budget balance, 
this also means that the public sector debt ratio will fall as 
the denominator − GDP at current prices – is driven up by 
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Source: International Monetary Fund (IMF), Macrobond, SEB

High inflation will help to keep down public sector debt as a percentage 
of GDP, since it causes GDP – the denominator in the ratio – to climb in 
nominal terms.

Falling debt ratios

high general inflation.
Modest stimulus in response to the war 

After their major stimulus packages during the pandemic, 
fiscal policymakers are now starting to focus more on a 
few areas. Especially in Europe, households and businesses 
are receiving compensation for high energy prices through 
subsidies and tax cuts. In EM economies there is limited 
flexibility despite great needs, since food and energy 
make up a larger share of the consumption basket than in 
richer countries. The Ukraine war is also leading to sharply 
higher defence spending in many countries, while we are 
seeing bigger investments aimed at speeding up the energy 
transition, especially in Europe. In the US not much new is 
happening due to congressional gridlock, but investments 
included in earlier stimulus packages are being rolled out and 
there is a consensus on the need for higher defence spending.

Public sector financial balance (% of GDP)

Market 2020 2021 2022 2023

United States -14.5 -10.2 -5.0 -4.0

Euro area -7.1 -5.1 -4.3 -3.2

United Kingdom -12.5 -12.0 -6.0 -4.0

Sweden -2.7 -0.2 0.3 0.2

OECD -10.4 -8.4 -5.1 -3.7
Source: Statistics Sweden, SEB

So far, fiscal policy has been well-balanced

Overall, fiscal policymakers now seem to be performing 
their balancing task rather well. Their new stimulus round is 
relatively limited, and when pandemic-related programmes 
are phased out, the fiscal stimulus impulse will tighten a bit in 
the OECD countries as a whole. Capital spending and defence 
outlays are unlikely to threaten the central banks’ battle 
against inflation. This is especially true in Sweden, where a 
balanced budget was achieved as early as 2021 and public 
sector debt is rapidly falling below 30 per cent of GDP.

Risks of excessive activism ahead 

It cannot be ruled out that differences between the 
objectives and techniques of monetary and fiscal policies 
may lead to greater tensions. We have now experienced a 
rather lengthy period of increased economic policy activism. 
The pandemic has reinforced this trend − not only the belief 
that fiscal stimulus should play a larger general role in 
stabilisation policy, but also an increased tendency to micro-
manage. Compensation for rising energy prices is one recent 
example. If this is pushed too far, there is a risk that we will 
repeat the mistakes of the 1970s. Fiscal policy activism 
may drive up inflation expectations, especially if the market 
begins to suspect that governments do not mind that inflation 
pushes down the real value of public sector debt. This would 
further increase pressure for central bank rate hikes.

Permanent GDP shortfalls?

During the past year, we have tried to track the responses 
of various economies to the pandemic. We have done this by 
continuously comparing the latest forecast for 2020-22 with 
the forecast published just before the pandemic broke out in 
late January 2020. Since the pre-pandemic economy was in 
a fairly normal cyclical situation, with forward-looking GDP 
forecasts close to trend, we also drew the conclusion that the 
divergences in the chart on the next page can be interpreted 
as a rough preliminary assessment of the 2022 output 
gap. This gap would reflect potential above-trend growth 
from 2023 onward. When our forecasts were at their most 
optimistic in mid-2021, several economies looked as if they 
would emerge completely unscathed from the pandemic. 
Major stimulus measures in the US led to forecasts of a 2022 
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Source: Macrobond, SEB

Compared to our pre-pandemic forecasts, the growth of all major 
economies has been negatively affected. The chart shows that the gap 
compared to previously expected growth during the period 2020-
2022 is largest for emerging market countries, while the United States 
and the Nordic countries have performed best.

Varying effects of the pandemic on GDP

GDP level that was even above the pre-pandemic forecast. 
EM economies hardest hit

Now that we have adjusted our growth forecasts much lower, 
all economies end up with clear negative figures. Of course, 
the Ukraine war is contributing to this, but perhaps we can 
draw the conclusion that the bars in earlier charts could 
have been interpreted as a warning against exaggerated 
faith in what economic policy could actually achieve. With 
tight labour markets and high inflation now forcing monetary 
policymakers to act, it does not appear as if GDP growth 
shortfalls will be recovered in the foreseeable future. For most 
countries, it is not reasonable to forecast above-trend growth, 
although the deeply depressed GDP levels in the euro area, 
the UK and elsewhere are exceptions. In the future, we will 
see whether it is still possible to make up for lost growth in 
the long term, for example by normalising labour supply and 
productivity levels. This question is perhaps the most urgent in 
emerging market countries, where the downward divergence 
from the pre-pandemic trend is very large in some cases − 
with India at over 15 per cent as the most striking example.
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