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Economic developments both in Sweden and abroad have been largely in line with the forecast made by the
Riksbank in July. There are now signs that an improvement has begun in the euro area, although the recovery is
expected to take several years. Emerging markets are slowing down somewhat, following the very high growth in
recent years, at the same time as the prospects for a continued recovery in the United States look good. Although
there is a new source of uncertainty in the form of rapidly-rising long-term rates in a number of countries and large
outflows of capital in several emerging markets, economic prospects abroad are on the whole expected to improve
in the coming years.

GDP growth in Sweden was low in the second quarter of this year, but indicators are pointing to an improvement in
the Swedish economy being in sight. Confidence in both the household and corporate sectors has risen and
developments on the labour market have been somewhat better than expected. As was the case in July, growth in
Sweden is now expected to pick up gradually as international demand strengthens. This will lead to a recovery on
the labour market. Employment is expected to rise faster and unemployment to decline in 2014.

Inflation is low at present. However, resource utilisation will rise during the forecast period, which will lead to a rise
in the rate of wage increase and greater scope for companies to raise their prices. At the same time, the recovery
abroad will entail faster price increases on imported goods. This means that CPIF inflation is expected to increase to
2 per cent in 2015.

The repo rate needs to remain at the current low level of 1 per cent for around one year to continue stimulating the
economy and to contribute to CPIF inflation rising towards 2 per cent. At the end of 2014, the repo rate will
gradually begin increasing as there has been a clearer improvement in economic activity and inflation has risen for
a while. Monetary policy is expected to stimulate economic developments and inflation at the same time as taking
into account the risks linked to households’ high indebtedness.
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Note. The uncertainty bands in the figures are based on historical forecast errors, see the article “Calculation method for uncertainty
bands” in MPR 2007:1. The uncertainty bands do not take into account the fact that there may be a lower bound for the repo rate.
Outcome data for the repo rate are daily rates and forecasts are quarterly averages.

Sources: Statistics Sweden and the Riksbank

The Executive Board decided to adopt the Monetary Policy Update at its meeting on 4 September 2013. The interest rate decision is presented in a
press release at 9.30 a.m. on the day following the monetary policy meeting.
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B The economic outlook and inflation
prospects

The economic and inflation prospects reported in this Monetary Policy Update are based on
the assessments made in the Monetary Policy Report in July and the forecast updates made
since then. The forecasts are based on the decision to hold the repo rate at 1 per cent and
to keep the same repo-rate path as at the meeting in July, which means that increases to
the repo rate will begin at the end of 2014.

® Uneven recovery abroad

There are now signs in the euro area that developments are moving in the right direction, at
the same time as the recovery in the United States is proceeding. However, the emerging
markets are slowing down somewhat following the high growth in recent years. The global
economy as a whole is expected to grow by 3 per cent this year and by around 4 per cent a
year during 2014 and 2015, which is slightly more than the average for the past thirty years.
When GDP growth abroad is aggregated on the basis of the significance the different
countries have for the Swedish economy, that is using the KIX weights, developments look
weaker, however. This is mainly because developments in the euro area are still relatively
weak. However, the improvement that has now begun will lead to an increase in KIX-
weighted GDP growth from 1 per cent this year to almost 3 per cent in 2015. This is the
same picture as we painted in July.

B Expected phasing out of asset purchases in USA has affected the financial markets

Government bond yields in the United States in particular, but also in Sweden and many
other countries, have increased significantly since the Monetary Policy Report was
published at the beginning of July. The upturns in government bond yields have led to
large capital outflows and weaker exchange rates in many emerging markets. The rising
government bond yields are mainly connected to the Federal Reserve's announcement that
it is considering phasing out its purchases of financial assets in the light of the economic
recovery, but this has also been affected by signs of better developments in Europe. During
the summer, the European Central Bank (ECB) and the Bank of England have become clearer
in their communication of how monetary policy will be conducted in the future, to anchor
expectations of continuing expansionary monetary policy. The Bank of England has given
unemployment a more prominent role in its communication. It has announced that the
policy rate will not be raised until unemployment is 7 per cent, unless there are risks to
price stability or financial stability. The ECB has emphasised that its monetary policy
decisions will be primarily based on the prospects for inflation.

B Positive signals in the euro area, but slow recovery

There are now signs that an improvement has begun in the euro area, although many
countries are still struggling with problems with debt, banks and competitiveness. GDP
increased in the second quarter after falling for six quarters, for the first time in almost two
years, which is stronger than we assessed in July. The upturn in confidence indicators also
implies that economic activity is starting to improve. The upturn in indicators is quite
general covering different sectors and is visible in most euro area countries. Although
unemployment is still at a very high level, it has ceased rising and there are signs that credit
terms are less strict in most countries.

During the forecast period, GDP in the euro area is expected to continue rising, albeit at a
relatively slow rate as debt consolidation in various countries continues to slow down
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growth. The growth forecast for the near term remains unchanged in relation to the
forecast in the July Monetary Policy Report. As before, a sustainable development requires
that the reform process in the euro area progresses so that the structural problems are
gradually resolved.

The relatively slow recovery means that resource utilisation in the euro area will remain
weak during the entire forecast period. Inflation will therefore rise only slowly in the coming
years. The weak resource utilisation and low inflation justify monetary policy remaining very
expansionary during the forecast period. This is in line with the ECB's communication
regarding its future policy rate.

B Higher growth in the United States

The recovery in the US economy is continuing in line with the forecast made by the
Riksbank in July. Although mortgage rates have risen somewhat, and sales of new houses
were low in July, rising house prices and growing confidence in the construction industry
nevertheless indicate that the housing market is continuing to improve. The fact that the
economic outlook is brighter can also be seen in the labour market, where employment is
rising and unemployment is falling. At the same time, households are not expected to
reduce their debt at the same rate as during the past five years. As the banks have also
eased their credit terms, there are good conditions for an increasingly rapid growth in
consumption in the coming years.

Although growth will be slowed down by a tighter fiscal policy, it is as yet difficult to say
how much tighter it will be. During the autumn decisions must be taken regarding the
budget for 2014. Moreover, the public debt ceiling needs to be raised again. As when the
ceiling has been raised previously, it is reasonable to expect that an agreement will be
reached, but that it will be preceded by some uncertainty. The Riksbank assumes that the
budget consolidation work will continue throughout the forecast period, but that the
constraint will gradually decline following the relatively large tax increases and cuts in
expenditure this year. All in all, GDP growth is expected to rise to just over 3 per cent a year
in 2014-2015, which is the same assessment as in July.

Inflation is expected to rise gradually during the forecast period. Towards the end of the
period, it will reach just over 2 per cent. Monetary policy is expected to remain very
expansionary over the coming years, and the policy rate is not expected to be raised until
the latter part of the forecast period, which is in line with the communication from the
Federal Reserve.

B Gradually higher growth also among other important trading partners

Growth in the United Kingdom is expected to increase gradually in the coming years, as a
result of rising global demand, continued expansionary monetary policy and less strict
credit terms. GDP growth is expected to be slightly higher in the coming years, compared
with the assessment in July. Inflation is expected to fall and be in line with the inflation
target of 2 per cent at the end of the forecast period.

The Danish economy is burdened both by the weak international developments, and by
domestic problems in the banking and property sectors. Housing prices have fallen and
many Danish households are now saving to compensate for the decline in value. Fiscal and
monetary policy are expected to remain expansionary, which together with an improvement
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in global economic activity will contribute to GDP rising at a faster pace in the coming
years. That is roughly the same as the assessment made in July. CPI inflation in Denmark
has fallen over the past year, and was 0.6 per cent in July. The forecast for 2013 is revised
down somewhat in relation to the assessment made in July, but as before, inflation is
expected to rise to 2 per cent in 2015.

In Norway, GDP (mainland) is expected to grow by almost 3 per cent on average over the
coming years, while resource utilisation is expected to be slightly higher than normal. That
is roughly the same as the July assessment. Households' disposable incomes are growing at
a good rate, which is expected to contribute to continued high growth in consumption.
Inflation is currently being kept up by temporary factors, such as rising electricity prices. The
rapid rate of increase in electricity prices is largely because they are now compared with last
summer's low electricity prices, when there was an overproduction of hydroelectric power
in Norway. When the effects of temporary factors wane, inflation is expected to fall from

3 per cent to 2 per cent. The policy rate is expected to rise to around 2.5 per cent at the end
of the forecast period, which is in line with Norges Bank's most recent forecast.

® Slower growth in China

During the first half of 2013, GDP growth in China slowed down. Household sector
confidence is low and this causes difficulties for the Government's desired transition from
investment-driven to consumption-driven growth in demand. Growth is hampered by the
fact that credit granting is expected to be more restrained in the near future, as the
authorities are trying to slow down credit growth to dampen price increases in the housing
market. All in all, China's GDP is expected to grow by almost 7.5 per cent a year in the
coming years, which is slightly less than the assessment made in July.

In Japan, too, growth has slowed down somewhat. The optimism that followed in the wake
of the new, very expansionary economic policy launched at the start of the year has also
been dampened. Growth is thus expected to be slightly lower this year than was forecast in
July. Inflation is also expected to be somewhat lower going forward, but nevertheless to rise
to around 2 per cent at the end of the forecast period, which is close to the Japanese
central bank's inflation target.

B Marginal appreciation of the Swedish krona in the coming years

The Swedish krona has appreciated somewhat faster in trade-weighted terms (KIX) than was
forecast in July. The main appreciation has been against the US dollar. During the forecast
period the krona is expected to strengthen somewhat, in line with the assessment made in
July. In the longer run, exchange rate forecasts are based on an assessment of how the real
exchange rate, that is, the nominal exchange rate adjusted for price levels in Sweden
relative to the rest of the world, will develop. The real exchange rate is determined in the
long run by real economic factors such as GDP growth relative to the rest of the world,
terms of trade and the current account (see the article "A long-term perspective on the
krona" in the Monetary Policy Report published in July 2013). The Riksbank's assessment is
that the real exchange rate is currently in the weaker part of an estimated interval for its
long-run level. It is therefore expected to appreciate marginally in the coming years, which
is in principle the same assessment as in July.
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B Improvement in sight in Sweden

Growth in Sweden was unexpectedly low in the second quarter of this year and GDP fell in
relation to the first quarter. However, sentiment among households and companies has
improved and growth is expected to be gradually stronger during the remainder of the
year.

It is assumed in the forecast, as in July, that growth in Europe and our neighbouring
countries will pick up over the coming years. This means that demand for Swedish export
goods will rise and exports will increase at a faster pace in 2014 and 2015. Household
consumption will also increase at a faster pace in 2014 and 2015 as the labour market
improves and confidence strengthens further. Companies currently have little need to invest
and this year they are expected to meet the rising demand without increasing their
investments. As demand increases, companies are expected to increase their investment,
however. Housing construction, which has been low in relation to population growth since
the financial crisis, is also expected to increase as economic activity improves.

Compared with the assessment in July, GDP growth is revised down slightly this year as a
result of the unexpectedly low outcome in the second quarter. However, the growth
forecast for the coming years remains unchanged in relation to the forecast in the July
Monetary Policy Report.

B Increases in housing prices and household debts

During the forecast period the labour market situation is expected to improve. Together
with low interest rates and increased optimism among households, this is expected to lead
to a continuing rise in house prices. This means that households' wealth will increase. At the
same time, household debt will increase as house purchases are often funded by loans.
During a large part of the forecast period, debt will actually increase faster than income.
Compared with July, the forecast for developments in household debt remains largely
unchanged. Household debt as a percentage of disposable income is expected to increase
marginally from the current level of just over 172 per cent to 176 per cent at the end of
2016.

B Improved public savings in 2014 and 2015

The Riksbank’s forecasts for fiscal policy are based on measures that have already been
announced and on an assessment based on how fiscal policy is usually adapted to
economic activity and the surplus target. The Government has indicated that unfinanced
measures amounting to SEK 25 billion will be implemented in 2014. For 2014 and 2015 the
Riksbank is assuming that measures to a total of SEK 30 billion will be taken, which is the
same assessment as made in July. Based on Government comments, most of these
measures are expected to be implemented in 2014. Parts of this sum are expected to relate
to tax cuts for households.

As a result of the somewhat lower growth, the public sector financial balance will
deteriorate in 2013. When the economic situation improves, tax revenue will rise at the
same time as transfer expenditure will decline, which will lead to higher financial savings. All
in all, financial savings are expected to improve gradually during 2014 and 2015.
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B Labour market will pick up in 2014

Since the end of 2011, developments in the Swedish labour market have been affected by
the supply of labour increasing more than employment. This has meant that unemployment
has risen. However, during the second quarter of this year unemployment declined
somewhat as employment rose more than the labour force. Unemployment was 8.0 per
cent in the second quarter of this year, which is 0.1 percentage points lower than in the first
quarter.

One important reason why the labour force has grown in recent years is that the working
age population has increased. Over the coming years, however, the addition to the labour
force from the increase in population is expected to be more limited. This is because the
composition of the population will change so that groups with a lower average workforce
participation will become a larger share of the population.

The number of persons employed rose last year, but so did the number of employees
absent from work. Average working hours, that is, the number of hours worked in relation
to the number of employed, was therefore weak over the course of the year. During the
second quarter, however, the average working hours recovered somewhat and this is also
expected to occur next year, when sick leave is expected to decline somewhat. The number
of hours worked is thus expected to increase at a faster rate than employment in 2014. The
employment rate, that is, the percentage of employed as a share of the population aged
15-74, is expected to remain at roughly the same level during the coming year. As
economic activity improves, the demand for labour will also improve, and the employment
rate and the number of hours worked will rise faster during 2015 and 2016.

Compared with the forecast made in July, developments on the Swedish labour market
have been somewhat stronger than expected, and the employment level is expected to be
higher during the forecast period, at the same time as unemployment is expected to be
slightly lower. However, the assessment remains that unemployment will not begin to fall
markedly until the second half of 2014. At the end of the forecast period, it is expected to
be around 6.5 per cent.

B Resource utilisation will normalise

The Riksbank’s overall assessment is that resource utilisation is at present lower than
normal. Unemployment is relatively high, at the same time as the assessment is that the
employment rate still has the potential to rise. The low interest rate, together with the high
global demand, will lead to accelerating economic growth going forward and thus to an
increase in employment and the number of hours worked. Towards the end of the forecast
period resource utilisation is expected to be more or less normal. This is the same as the
assessment made in July.

B Rising rate of wage increases

Since the beginning of the year, around 400 new collective wage agreements have been
signed, which cover a total of more than 2.4 million employees. It appears that the level of
the agreed wage increases in the economy as a whole will be just over 2 per cent a year
during the period 2013 to 2015, which is relatively low. However, local wage formation and
wage drift mean that wage increases in the economy as a whole will be higher than
indicated by the trade union agreements. During 2014 and 2015 the rate of wage increase
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is expected to rise gradually as the labour market situation improves. The unexpectedly low
outcomes so far this year mean that wages are now expected to increase in 2013 at a
somewhat slower rate than was assumed in July.

Companies' costs are also affected by labour productivity. Labour productivity has been
relatively weak over the past two years, but is expected to increase at a more normal rate
during the forecast period. A rise in the rate of growth in labour productivity will mean that
unit labour costs, which increased relatively fast last year, will increase more slowly in the
coming years. This means that unit labour costs will increase by around 2 per cent a year on
average during the period 2012 to 2015, which is in line with the historical average.

In relation to the forecast in July, the forecast for the rate of increase in unit labour costs
has been revised up slightly for this year, and revised down slightly for next year. All in all,
the revisions to the forecasts only entail minor changes in cost pressures during the
forecast period.

B Gradually rising inflation

Over the past year, the Riksbank, like other analysts, has been surprised by the low
inflationary pressures. It is primarily goods prices that have fallen, but service prices have
also risen more slowly than normal. One important reason for the low inflation is that
import prices have increased slowly in recent years due to the low growth abroad and the
krona appreciation. Another factor that has contributed to the low inflationary pressures is
that companies have not raised their prices to the same extent as their costs have increased.

Compared with the forecast in the most recent Monetary Policy Report, CPIF inflation was
slightly higher than expected in July. This is mainly because electricity prices increased
faster than expected during the summer. The situation in Syria has contributed to a rise in
the oil price recently. This means that inflation will be slightly higher during the coming
months. The increase in both oil and electricity prices is expected to be temporary,
however, and energy prices are expected to fall over the coming year, which is in line with
what the pricing on the forward markets indicates.

Inflation is low, but is expected to rise gradually during the forecast period and CPIF
inflation will reach 2 per cent in 2015. The weak demand, together with a low rate of
increase in energy prices, will contribute to CPIF inflation remaining low over the coming
year, roughly in line with the assessment in the July Monetary Policy Report. However,
resource utilisation will rise during the forecast period, which will lead to a rise in the rate of
wage increase and greater scope for companies to raise their prices. At the same time, the
higher growth abroad will mean that global export prices will increase at a faster pace.
Moreover, the effect of the krona appreciation in recent years is expected to fade. CPIF
inflation is expected to rise during the forecast at around the same pace as was forecast in
July.

CPI inflation will increase faster than CPIF inflation from the end of next year. When the
Riksbank raises the repo rate, household mortgage rates will also rise, which will affect the
CPI but not the CPIF. CPI inflation is expected to be 2.8 per cent at the end of the forecast
period. In periods of significant changes in the repo rate, the CPIF provides a better picture
of inflationary pressures. In the longer run, when the repo rate has stabilised, CPI inflation
and CPIF inflation will coincide.
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B Monetary policy considerations

The Executive Board of the Riksbank has decided to hold the repo rate unchanged at 1 per
cent. As in the assessment published in the July Monetary Policy Report, the repo rate is not
expected to begin to rise until the end of 2014.

B Clear signs of improvement

Since the Monetary Policy Report was published in July, economic developments in Sweden
and abroad have been largely in line with the Riksbank's assessment. Outcomes and
indicators in the euro area point to an improvement in the economic situation and the
recovery in the United States is continuing. However, there are still major challenges
remaining. This applies in particular to parts of the euro area, where both the private and
public sectors need to reduce their debt, and many countries need to improve their
competitiveness.

The recovery abroad will lead to prospects for the Swedish economy gradually improving,
too. Indicators suggest that an improvement in the Swedish economy is in sight.
Confidence in both the household and corporate sectors has risen and developments on
the labour market have been somewhat better than expected. The assessment now, as in
July, is that growth in Sweden will pick up gradually as international demand strengthens.
This will lead to a recovery on the labour market. Employment is expected to rise faster and
unemployment to decline in 2014. Resource utilisation will rise gradually and normalise
towards the end of the forecast period. Inflation is currently low and CPIF inflation is
expected to be around 1 per cent in near-term. Going forward, CPIF inflation is expected to
gradually increase, given the stronger economic activity and rising import prices. CPIF
inflation is therefore expected to be 2 per cent in 2015.

B Low repo rate continues to support economic upturn

Monetary policy needs to remain expansionary to support the economic upturn and
contribute to CPIF inflation rising towards 2 per cent. The repo rate needs to remain at the
current very low level of 1 per cent until economic activity is showing a clearer
improvement and inflation has risen for a while. As in the assessment published in the July
Monetary Policy Report, this is not expected to happen until the end of 2014. GDP will then
grow at a faster pace than normal, unemployment will be on its way down and inflation will
have risen for a while. After that, the repo rate needs to begin to be raised gradually, to
attain a balanced economic development. At the end of the forecast period, the second half
of 2016, the repo rate is expected to be around 2.8 per cent. This is the same forecast as in
the Monetary Policy Report published in July.

In the forecast, CPIF inflation attains 2 per cent in around two years' time. A somewhat
more expansionary monetary policy could lead to inflation attaining the target slightly
sooner. However, at the same time, a lower repo rate now, when the situation for
households is already relatively favourable, could lead to a further increase in the risks
related to high household debt. There could be a particularly difficult situation if
households expect low interest rates to persist. Such unrealistic expectations could lead to a
renewed upward trend in both housing prices and indebtedness. If households were to be
forced, for one reason or another, to rapidly reduce their debt, there is a risk that
unemployment would rise sharply and that long-term difficulties in attaining the inflation
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target might arise." The current repo-rate path is expected to stimulate economic
developments and contribute to inflation rising towards 2 per cent, at the same time as
taking into account the risks linked to households' high indebtedness.

The Riksbank has long called for a clearer framework and new tools to prevent and manage
risks linked to financial imbalances, such as households' high indebtedness. The Riksbank
therefore welcomes the Government's proposal, with new measures for a stricter framework
to reinforce financial stability. Finansinspektionen will receive more tools, the foreign
currency reserve will receive stronger funding and a formal financial stability council will be
established. This clarifies the allocation of responsibility and gives better conditions for
taking further measures to reduce risks linked to households' high indebtedness.

How monetary policy is affected when the new macroprudential policy measures are
implemented will depend on both economic developments and financial stability and the
risks linked to households' high indebtedness. These are questions the Riksbank will return
to when concrete measures have been specified.

B Uncertain economic outlook and inflation prospects

Developments in the euro area remain an important source of uncertainty in the forecasts.
If the crisis were to worsen again, it would have consequences for developments in Sweden,
too. However, there are now signs that a recovery has begun in several European countries
and the risk of a setback is thought to have declined somewhat.

Nor can we rule out the possibility that the economic situation in the euro area will improve
sooner than expected. The recovery in the United States is also continuing in line with the
assessment made in July, and the Federal Reserve has signalled that it will reduce its
purchases of financial assets. However, this has at the same time created a new source of
uncertainty in the form of rapidly-rising long-term rates in a number of countries and large
outflows of capital in several emerging markets.

In addition to these factors, inflation in Sweden is also affected by developments in the
exchange rate and companies' domestic costs, as well as how quickly companies pass on
their cost increases to consumer prices.

It is assumed in the forecast that inflation will rise to 2 per cent during 2015. This could
occur both sooner and later than is forecast, which could affect future monetary policy.

! See the article "Financial imbalances in the monetary policy assessment" in Monetary Policy Report July 2013.
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B New information since the July Monetary
Policy Report

Financial markets

B Government bond yields with longer maturities, particularly those in the United States,
but also in the United Kingdom, Germany and Sweden, have increased significantly since
the Monetary Policy Report was published at the beginning of July. As early as the end
of May, when the Federal Reserve announced that it would probably phase out the asset
purchases, the long-term US government bond yields rose. The upturn has been
reinforced, as incoming statistics indicate continued strength in the US economy. Signs
of better developments in Europe have contributed to higher bond yields in, for
instance, Germany and the United Kingdom. In Sweden, developments have largely
followed those abroad and have been affected by positive signals for the Swedish
economy. This has led to higher government bond yields and also higher yields on
Swedish mortgage bonds. Government bond yields in Spain and Portugal are now lower
than at the beginning of July, despite the political uncertainty having increased
somewhat during the summer and bond yields in the core European countries having
risen. This can be explained by growth prospects for the euro area now being slightly
brighter, which has in turn led to lower risk premiums for the government bonds of the
countries with sovereign debt problems. The increases in the United States and the
European core countries has also led to an outflow of capital from the emerging
markets, which has had a significant effect on several countries' exchange rates.

B The volatility on the stock market and government bond market, which decreased in
July, has once again increased. This is linked to the recent escalation of the conflict in
Syria. Since the beginning of July, stock market indexes have risen in the United States,
Europe and Sweden and the upturns have been supported by positive signals regarding
the recovery. On the other hand, prices have been sensitive to the statements by the
Federal Reserve regarding monetary policy stimulation. Other risk factors, such as
spreads on corporate bonds and premiums on derivatives against payment defaults
have declined.

B Despite the major central banks taking steps towards greater clarity with regard to
continuing to conduct expansionary monetary policy and keeping policy rates low for a
long time to come, international forward rates have risen. This has taken place at the
same time as prospects for the macroeconomic recovery have improved and interest
rates have in general risen. One can interpret this to mean a change in expectations of
monetary policy, but it could also reflect increased maturity premiums. Swedish forward
rates have also risen. Pricing indicates that interest rate increases in Sweden are not
expected to be made until the latter part of 2014. According to Prospera's survey, the
Riksbank will hold its policy rate unchanged over the coming year.

B According to the competition-weighted index, KIX, the Swedish krona has appreciated
somewhat since the Monetary Policy Report was published at the beginning of July. The
krona has strengthened in particular against the dollar and several emerging markets'
currencies, following the short-lived depreciation in June.

B The upward trend in housing prices appears to be continuing. The property price index
rose during the second quarter of this year. Valueguards HOX index confirms the picture
of rising house prices. However, measured in terms of an annual percentage change, the
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rate of price increase slowed down somewhat in July, compared with the previous
month. The broad index for housing prices increased by 5.7 per cent in July, compared
with the corresponding month in 2012. The price index for tenant-owned apartments
increased by 9.4 per cent on an annual basis in July. However, there are also regional
differences. The metropolitan regions account for the fastest price increase since the
start of the year. Swedish households' expectations of the variable rate one to five years'
ahead have not changed appreciably since July, and amounted to 3.1 and 4.0 per cent
respectively in August.

W Statistics Sweden's financial market statistics for July show small changes in the average
interest rates for new loans granted to households. On the other hand, several banks
have raised their lending rates on mortgages with rates fixed for longer periods since
the end of June as a result of the recent increase in government and mortgage bond
yields. Interest rates fixed for longer than 5 years increased from 3.7 per cent in June to
3.9 per cent in July. Variable interest rates, on the other hand, have not changed very
much recently. The monthly statistics for July show that the banks' lending to
households increased by almost 5 per cent, compared with the same month last year.

B According to statistics from Statistics Sweden, lending rates to Swedish non-financial
companies fell somewhat in July and are now at lower levels than at the beginning of
2013. The annual percentage change in lending was 1.4 per cent, which is much lower
than the growth rate one year ago. The downswing in corporate sector borrowing is due
rather to low investment than funding problems. Most banks and companies state in
surveys that financing terms are normal. Companies with access to the capital markets
can also fund their operations by issuing securities. The rate of borrowing through
issues of corporate bonds was 6 per cent in July, when calculated as an annual rate.

As for bank lending, the rate of increase is slightly lower than one year ago. Over the
past year, securities financing has comprised almost 25 per cent of total borrowing,
excluding group loans to Swedish non-financial companies, which is slightly more than
five years ago.

International developments

B GDP in the euro area rose by 1.1 per cent when calculated as an annual rate in the
second quarter of this year, after having fallen for six quarters in a row. This was a
stronger outcome than expected. Growth was higher than during the first quarter in all
of the euro area countries. In Germany, which is very important for Swedish exports,
GDP growth was much higher than the average for the euro area. GDP growth in France
was also relatively rapid. Indicators for the third quarter show continued improvement in
economic activity. The purchasing managers' index for manufacturing industry rose in
August to its highest level since the summer of 2011. At the same time, the European
Commission's survey indicators for both households and companies rose. New labour
market statistics indicate that unemployment in the region has ceased rising, but that it
is still at a very high level. According to preliminary statistics, however, inflation was
1.3 per cent in August. The underlying inflation rate that excludes energy, food, alcohol
and tobacco amounted to 1.1 per cent, which is an unchanged rate of increase
compared with the previous month.
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B According to revised statistics, GDP in the United States rose by 2.5 per cent when
calculated as an annual rate during the second quarter. In July, household consumption
expenditure rose, albeit marginally. Consumption is supported by continued
improvements on the labour market, rising stock markets and less stringent credit terms.
Rising housing prices and increased confidence in the construction industry imply that
the housing market will continue to improve. Higher energy prices contributed to CPI
inflation rising to 2.0 per cent in July, while inflation adjusted for energy and food prices
rose to 1.7 per cent.

B In the United Kingdom, both GDP growth and inflation are relatively high. GDP rose by
2.9 per cent in the second quarter of this year, when calculated as an annual rate. Both
industrial production and retail trade sales have risen in recent months. Households and
companies have become increasingly optimistic and the positive trend continued in July.
CPI inflation is relatively high and in July amounted to 2.8 per cent.

B In Norway (mainland), GDP rose by 0.7 per cent in the second quarter, when calculated
as an annual rate, which is less than at the start of the year. Retail trade sales and
production in the manufacturing industry have shown a rising trend, however. CPI
inflation has risen rapidly in recent months and was 3.0 per cent in July. This is mainly
explained by the fact that electricity prices are now much higher than they were a year
ago. The rate of growth in the CPI, adjusted for tax changes and energy products also
increased from 1.4 per cent in June to 1.8 per cent in July. GDP in Denmark increased by
2.2 per cent in the second quarter, when calculated as an annual rate. Indicators
published at the beginning of the third quarter give slightly mixed signals. According to
the European Commission's survey indicator for Denmark, confidence in industry fell in
July, while confidence in the retail sector rose. CPI inflation fell slightly and amounted to
0.6 per cent in July.

B GDP in Japan increased by 2.6 per cent during the second quarter, calculated as an
annual rate. This was a lower growth rate than during the first quarter. Figures for
consumption were weak in July, otherwise the monthly statistics published so far
indicate that the recovery is continuing during the third quarter. Industrial production in
July and the purchasing managers' index for the manufacturing industry in August both
increased, compared with the previous month. The weak exchange rate has contributed
to the upturn in CPI inflation in recent months. In July, CPI inflation amounted to 0.7 per
cent. However, when adjusted for food and energy products, the growth rate in the CPI
is much lower and amounted to -0.1 per cent in July.

GDP in Sweden

B Swedish GDP declined by 0.2 per cent from the first to the second quarter of 2013, when
calculated as an annual rate. Compared with the corresponding quarter in the previous
year, calendar-adjusted GDP increased by 0.6 per cent. GDP growth was thus weaker
than was forecast in the July Monetary Policy Report. The outcome for household
consumption and exports was weaker than expected, at the same time as the
contribution from stocks was larger than expected. During the second half of this year,
GDP is expected to increase at a more normal rate.

B In recent months the National Institute of Economic Research's Economic Tendency
Survey has risen and amounted to 98.8 in August. This level is still somewhat lower than

12 - MONETARY POLICY UPDATE SEPTEMBER 2013



the historical average and indicates that growth is slightly weaker than normal,
according to the National Institute of Economic Research. The confidence indicator for
the manufacturing industry rose in August. A corresponding improvement was also
visible in the purchasing managers' index for manufacturing in the same month. The
indicators are now in line with their historical averages and thus indicate growth in the
industry. The purchasing managers' index for the service industries rose rapidly in July
and also indicates growth.

Household consumption fell by 0.3 per cent in the second quarter, calculated as an
annual rate. This was poorer than forecast in July, but the outcome is largely assessed to
be due to temporary factors. Household confidence has strengthened and the
aggregate indicators in the National Institute of Economic Research's economic
tendency survey are back at normal levels. The retail trade sales, which showed strong
development in June, fell in July.

Compared with the previous quarter, investment remained in principle unchanged
during the second quarter. When compared with the same quarter last year, it was a
good 3 per cent lower. Despite a rise in capacity utilisation during the second quarter,
according to figures from Statistics Sweden, it is still much lower than normal. This
indicates that the investment need in industry is low in the near term. The investment
survey from May also indicates low investment in the business sector during 2013. On
the other hand, housing investment has risen two quarters in a row, after having fallen
since the end of 2011. Investment in stocks has been high, in relation to demand, during
the first half of the year. It is expected to slow down during the second half of the year,
which will entail a negative contribution to GDP growth.

Exports declined by a good 3 per cent in the second quarter, when calculated as an
annual rate. This means that exports have fallen four quarters in a row. However, exports
of goods increased again slightly in July, according to foreign trade statistics, although
leading indicators such as export orders point to a continued weak development in
exports in the coming period. Export orders are stronger in the intermediate and
investment goods sectors than in the consumer goods sector. As a large share of
Swedish exports is comprised of intermediate and investment goods, this also indicates
a stronger growth in exports in the longer run.

Imports fell in the second quarter and have therefore fallen four quarters in a row.
During the first half of this year, imports were also low in relation to developments in
demand. In recent months, however, it has been possible to perceive some upturn in
imports of goods according to foreign trade statistics.

In the second quarter, public consumption expenditure increased by 1.8 per cent
compared with the corresponding period last year. This was in line with the forecast in
the July Monetary Policy Report. The main increase was in expenditure on goods and
services produced by the private business sector but financed by the public sector. This
item includes, for instance, municipal expenditure regarding private preschools and
schools and the county councils' expenditure on subsidised pharmaceuticals.
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Labour market

Since the Monetary Policy Report was published in July, the Swedish labour market has
been somewhat stronger than the Riksbank had forecast. The most recent monthly
outcome for seasonally-adjusted unemployment was 7.8 per cent. Although outcomes
during the summer months should be interpreted with extra caution, the recent
outcomes and indicators point to a somewhat brighter situation in the labour market.
The number of redundancy notices has fallen and is now at a low level. This is a clear
signal that companies have a more positive outlook. The number of newly-registered
job vacancies also remains at a relatively high level and confidence has strengthened
among consumers and in the business sector. According to the Business Tendency
Survey, employment plans are still negative in manufacturing and construction, and
expectations in the service sector point to the labour force remaining unchanged in the
coming months. All in all, this indicates that unemployment will remain around 8 per
cent during 2013.

The National Accounts figures for the second quarter of 2013 show an increase in the
number of hours worked of 3.4 per cent, when calculated as an annual rate. This was
much stronger growth than expected. The strong outcome is considered to be
temporary and the development in the number of hours worked is expected to be
weaker in coming quarters.

Cost pressures and inflation

So far this year, wages have increased by an average of 2.0 per cent, compared with the
corresponding months last year. During April and May the preliminary outcomes were
very low. The outcomes for these months are usually revised up considerably when the
payment of newly-agreed wages lags behind and is gradually entered into the statistics.
Wages are expected to increase by 2.6 per cent for the year 2013 as a whole.

Monthly data indicate that wages and unit labour costs according to the National
Accounts will increase more slowly during the second quarter of this year. Following the
weak outcome for the second quarter, labour productivity is expected to grow slowly
during the remainder of 2013. All in all, cost pressures are now expected to be higher
this year in relation to the earlier forecasts. Unit labour costs are increasing more slowly
than last year, but at a slightly faster rate than the average during 1998-2011.

According to the National Institute of Economic Research’s Business Tendency Survey
for August, households’ inflation expectations one year ahead fell marginally from

1.5 per cent in July to 1.4 per cent in August. Prospera's survey showed that inflation
expectations among money market participants were unchanged for all time horizons in
August. It is assumed that inflation will be 1.0 per cent one year ahead and 1.6 per cent
two years ahead. Inflation expectations five years ahead amount to 1.9 per cent.

Unease over potential supply disruptions in the Middle East have caused the price of a
barrel of Brent oil to rise above USD 115. However, forward pricing still implies that the
oil price will fall somewhat. International commodity prices for food have fallen recently,
but this has not had any impact on consumer prices yet.
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B Since the Monetary Policy Report was published in July, the outcomes for CPI inflation in
June and July have been published. The June outcome was in line with the assessment in
the Report, but inflation in July was somewhat higher than expected. It was primarily
higher energy prices that contributed to this. In July, the annual rate of change in the
CPl amounted to 0.1 per cent, while the rate of increase in the CPIF, that is, the CPI with
a fixed mortgage rate, was 1.2 per cent. The CPIF adjusted for energy price changes also
amounted to 1.2 per cent in July.

B Over the coming six months, CPIF inflation is expected to be just over 1 per cent,
calculated as an annual percentage change. It is mainly the falling goods prices that
contribute to the low CPIF inflation. Since the middle of 2012, prices of imported
consumer goods in the producer channel have been falling, and in June this year they
fell by around 3.2 per cent, when calculated as an annual percentage change.

B CPI inflation will remain low in the near term, which is linked to the low CPIF inflation
and to the recent fall in mortgage costs. This in turn is linked to earlier repo-rate cuts.
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B Tables

The forecast in the previous Monetary Policy Report is shown in brackets.

Table 1. Repo rate forecast
Per cent, quarterly averages

Q2 2013 Q3 2013 Q4 2013 Q3 2014 Q3 2015 Q3 2016

Repo rate 1.0 1.0 (1.0 1.0 (0.9) 1.0 (1.0 2.0 (2.0 2.8 (2.8)
Source: The Riksbank
Table 2. Inflation
Annual percentage change, annual average

2012 2013 2014 2015
CPI 0.9 (0.9) 0.1(0.1) 13 (1.3) 2.6 (2.6)
CPIF 1.0 (1.0 1.0 (0.9) 14 (14) 1.9 (1.9)
CPIF excl. energy 1.0 (1.0) 13(1.2) 1.6 (1.6) 2.0(2.0)
HICP 0.9 (0.9) 0.6 (0.5) 14 (1.4) 1.9(1.9)
Note. The CPIF is the CPI with a fixed mortgage rate. HICP is an EU harmonised index of consumer prices.
Sources: Statistics Sweden and the Riksbank
Table 3. Summary of financial forecasts
Per cent, unless otherwise stated, annual average

2012 2013 2014 2015
Repo rate 1.5(1.5) 1.0 (1.0) 1.0 (1.0) 1.9 (1.9
10-year rate 16 (1.6) 22(21) 3.0(2.9) 3.7 (3.6)

Exchange rate, KIX, 18 Nov. 1992 = 100

106.1 (106.1) 102.7 (103.2) 102.1(102.3) 101.2 (101.1)

General government net lending* -0.6 (-0.6) -1.4(-1.2) -0.9 (-0.8) 0.1(0.3)

* Per cent of GDP

Sources: Statistics Sweden and the Riksbank

Table 4. International conditions

Annual percentage change, unless otherwise stated

GDP PPp- KIX- 2012 2013 2014 2015
weights  weights

Euro area 0.14 0.47 -0.5 (-0.5) -0.4 (-0.6) 13(1.2) 1.9 (1.9

USA 0.19 0.09 2.8(2.2) 1.6 (1.8) 3232 3.5(3.5

Japan 0.06 0.03 2.0(1.9) 1.6 (1.8) 1.9 (1.9 13(1.2)

China 0.15 0.08 7.8 (7.8) 7.4 (7.6) 7.4 (7.6) 7.5(7.6)

KIX-weighted 0.79 1.00 1.0 (1.0 1.0 (1.0 24 (24) 29(2.9)

World 1.00 - 3132 30(3.2) 39 (4.0) 42(42)

(PPP-weighted)

Note. Calendar-adjusted growth rates. The PPP-weights refer to the global purchasing-power adjusted GDP-weights for 2012,
according to the IMF. The National Institute of Economic Research updates the weights for the KIX krona index at the start of every
year with a time lag of three years. The figures in the table are based on the new KIX weights for 2010 that are used for 2013, and on
an assumption that the weights will develop according to the trend of the past five years in the coming forecast year.

CPI 2012 2013 2014 2015
Euro area (HICP) 2.5(2.5) 1.5(1.5) 1.5 (1.4 1.6 (1.6)
USA 21(21) 1.5(1.5) 2.0 (2.0 22 (2.7)
Japan 0.0 (0.0 0.1(0.1) 21(23) 1.9 (2.0
KIX-weighted 2.6 (2.6) 2.0(2.0) 22(2.1) 23(23)
2012 2013 2014 2015
;(e):l?é:tates in the rest of the world, 04 (0.4) 02(0.2) 03(0.2) 0.5 (0.5)
Crude oil price, USD/barrel Brent 112 (112) 109 (105) 105 (100) 99 (96)
Swedish export market 1.7 (1.6) 0.8(1.2) 5.2 (5.3) 6.6 (6.6)

Note. The export market aims to measure demand for imports in the countries to which Sweden exports. This is calculated by
aggregating the imports of 32 countries and covers around 85 per cent of the Swedish export market. The weights comprise the
respective country’s share of Swedish export of goods. Policy rates in the rest of the world refer to a weighted average of USA, the
euro area, Norway and the United Kingdom.

Sources: Eurostat, IMF, Intercontinental Exchange, national sources, OECD and the Riksbank
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Table 5. GDP by expenditure
Annual percentage change, unless otherwise stated

2012 2013 2014 2015
Private consumption 1.5(1.5) 2.0 (2.5) 313.2) 33(3.3)
Public consumption 7 (0.7) 0.9 (1.0 0.7 (0.7) 1111
Gross fixed capital formation 2(3.2) -2.7 (-3.6) 5.2(5.1) 7.5 (7.5)
Inventory investment* -1.1(-1.1) 0.5(0.3) -0.1 (-0.1) 0.0 (0.0
Exports 8 (0.8) -2.2 (-0.8) 4.0 (4.5) 6.6 (6.6)
Imports 0 (0.0) -2.5(-2.0) 4.2 (4.7) 6.9 (6.9)
GDP 7(0.7) 1.2 (1.5) 2.7 (2.8) 3.6 (3.6)
GDP, calendar-adjusted 1(1.1) 1.2 (1.6) 2.8 (2.9 3.3(3.3)
Final figure for domestic demand* 5(1.5) 0.7 (0.8) 2.6 (2.6) 33(3.3)
Net exports* 4 (0.4) 0.0 (0.4) 0.2 (0.2) 0.3(0.3)
Current account (NA), per cent of GDP 7 (6.7) 6.3 (6.4) 6.2 (6.3) 6.1(6.2)

*Contribution to GDP growth, percentage points
Note. The figures show actual growth rates that have not been calendar-adjusted, unless otherwise stated. NA is the National Accounts.
Sources: Statistics Sweden and the Riksbank

Table 6. Production and employment
Annual percentage change, unless otherwise stated

2012 2013 2014 2015
Population, aged 16-64 0.1(0.1) 0.1(0.2) 0.4 (0.4) 0.5 (0.5)
Potential hours worked 0.5 (0.5) 0.5 (0.5) 0.6 (0.6) 0.6 (0.6)
GDP, calendar-adjusted 11(1.1) 1.2(1.6) 2.8 (2.9) 33(3.3)
C'\'a‘fg;%‘;’rgf d?g;: dWOVkEd' 6 (0.6) 03(-02) 1.2 (14) 13(13)
Employed, aged 15-74 0.6 (0.6) 0.9 (0.7) 0.8 (0.7) 1.2(1.2)
Labour force, aged 15-74 0.8 (0.8) 1.0 (1.0) 0.6 (0.5) 0.4 (0.4)
Unemployment, aged 15-74 * 8.0 (8.0) 8.1(8.2) 79 8.1) 7.2 (7.3)

* Per cent of the labour force
Note. Potential hours refer to the long-term sustainable level for the number of hours worked according to the Riksbank’s assessment.
Sources: Statistics Sweden and the Riksbank

Table 7. Wages and labour costs for the economy as a whole
Annual percentage change, calendar-adjusted data unless otherwise stated

2012 2013 2014 2015
Hourly wage, NMO 3.0(3.1) 2.6 (2.8) 2.8 (2.9) 3232
Hourly wage, NA 323.2) 8(3.2) 313.1) 5(3.5)
Employers’ contribution* 0.2 (0.2) 0 (0.0) 0.0 (0.0) 0 (0.0)
Hourly labour cost, NA 34 (3.4 8(3.2) 3131 5(3.5)
Productivity 0.5 (0.5) 8(1.7) 1.6 (1.4) 0 (2.0)
Unit labour cost 2929 0(1.4) 14 1.7) 4 (1.4)

* Contribution to the increase in labour costs, percentage points

Note. NMO is the National Mediation Office’s short-term wage statistics and NA is the National Accounts. Labour cost per hour is
defined as the sum of actual wages, collective charges and wage taxes divided by the seasonally adjusted total number of hours
worked. Unit labour cost is defined as labour cost divided by seasonally-adjusted value added at constant prices.

Sources: National Mediation Office, Statistics Sweden and the Riksbank
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B Figures

Figure 5. Repo rate
Per cent
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Figure 7. GDP
Quarterly changes in per cent calculated in annualised

terms, seasonally-adjusted data
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Figure 9. Labour force and number of employed
Thousands, aged 15-74, seasonally-adjusted data
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Figure 6. Real repo rate
Per cent, quarterly averages
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Source: The Riksbank

Figure 8. Unemployment
Per cent of the labour force, aged 15-74,
seasonally-adjusted data
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Figure 10. CPI
Annual percentage change
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Figure 11. CPIF Figure 12. CPIF excluding energy
Annual percentage change Annual percentage change
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Figure 13. GDP gap, hours gap and employment gap Figure 14. KIX-weighted nominal exchange rate
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Figure 15. GDP in different regions and countries Figure 16. Household debt
Quarterly changes in per cent calculated in annualised Per cent of disposable income
terms, seasonally-adjusted data 180 n
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