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Swedish government initiatives support disrupted credit markets
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Nordic Credit Rating (NCR) believes the refinancing risk of Swedish companies has been put in the
spotlight as a key driver of corporate default risk following a dysfunctional credit market where
issuance activity is limited. Some of this refinancing risk has been reduced following recent
government initiatives targeted at the export sector.

Reduced capital requirements for banks, moving the credit risk of corporate exposures from banks to
the government's balance sheet through a reopened guarantee facility from the Swedish Export
Credits Guarantee Board (EKN), along with an increased and widened liquidity facility for a similarly
named government-owned lender, the Swedish Export Credit Corporation (SEK), is likely to support
the credit market, in our view. NCR estimates that SEK 111bn of Swedish corporate bonds will mature
through the remainder of 2020, adding to domestic corporate bank debt that needs to be rolled over.
See Nordic bond maturities face uncertain market conditions, 12 Mar. 2020.

Over the past week, several Swedish fund managers were forced to suspend their fixed income funds
from trading, although most of them have since been reopened. We see this as a further sign of a credit
market in dismay. To prop up the market, the central bank announced on 19 Mar. 2020, that it would
buy corporate bonds and certificates as part of a SEK 300bn quantitative easing programme. Details of
these planned purchases have yet to be disclosed but issuers and investors alike are eagerly awaiting
further information from the central bank.

Going forward, corporations might be required to take on additional debt to cover weakening cash
flows as Sweden's largest trade partners — Norway, Germany and the US - shut down their economies.
Rolling over existing and newly accumulated debt in a situation where demand is weak, places
corporate refinancing in the spotlight as a key driver of corporate default risk.

We believe the government's initiatives will mitigate some of the refinancing risk. Debt issued by
investment grade issuers is likely to be purchased to some extent by the central bank. The EKN
guarantee facility is likely to be utilised by the major Nordic banks to finance mid- to large-sized export
companies seeking to roll over maturing debt and pre-fund their upcoming maturities to avoid
uncertainty. Figure 1 shows that growth in EKN's issued guarantees over the period 2009-2010 is
driven by the guarantee facility that has now been reopened, indicating its relevance when the credit
market is dysfunctional. Should the banks be reluctant to extend further loans, we believe that SEK
will act as a lender of last resort to the export industry, as was the case during the last financial crisis,
when its balance sheet expanded by nearly SEK 100bn to nearly SEK 400bn during 2008-2009 (see

Figure 1).
Figure 1: Historical exposure and balance sheet data of EKN and SEK
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DISCLAIMER

Disclaimer © 2020 Nordic Credit Rating AS (NCR, the agency). All rights reserved. All information and data used by NCR in its
analytical activities come from sources the agency considers accurate and reliable. All material relating to NCR's analytical
activities is provided on an "as is" basis. The agency does not conduct audits or similar warranty validations of any information
used in its analytical activities and related material. NCR advises all users of its services to carry out individual assessments for
their own specific use or purpose when using any information or material provided by the agency. Analytical material
provided by NCR constitutes only an opinion on relative credit risk and does not address other forms of risk such as volatility
or market risk and should not be considered to contain facts of any kind for the purpose of assessing an issuer's or an issue's
historical, current or future performance. Analytical material provided by NCR may include certain forward-looking
statements relating to the business, financial performance and results of an entity and/or the industry in which it operates.
Forward-looking statements concern future circumstances and results and other statements that are not historical facts,
sometimes identified by the words "believes", "expects"”, "predicts”, "intends", "projects”, "plans”, "estimates", "aims", "foresees",
"anticipates"”, "targets", and similar expressions. Forward-looking statements contained in any analytical material provided by
NCR, including assumptions, opinions and views either of the agency or cited from third-party sources are solely opinions and
forecasts which are subject to risk, uncertainty and other factors that could cause actual events to differ materially from
anticipated events. NCR and its personnel and any related third parties provide no assurance that the assumptions underlying
any statements in analytical material provided by the agency are free from error, nor are they liable to any party, either
directly or indirectly, for any damages, losses or similar, arising from use of NCR's analytical material or the agency's analytical
activities. No representation or warranty (express or implied) is made as to, and no reliance should be placed upon, any
information, including projections, estimates, targets and opinions, contained in any analytical material provided by NCR, and
no liability whatsoever is accepted as to any errors, omissions or misstatements contained in any analytical material provided
by the agency. Users of analytical material provided by NCR are solely responsible for making their own assessment of the
market and the market position of any relevant entity, conducting their own investigations and analysis, and forming their
own view of the future performance of any relevant entity's business and current and future financial situation. NCR is
independent of any third party, and any information and/or material resulting from the agency's analytical activities should
not be considered as marketing or a recommendation to buy, sell, or hold any financial instruments or similar. Relating to
NCR's analytical activities, historical development and past performance does not safeguard or guarantee any future results or
outcome. All information herein is the sole property of NCR and is protected by copyright and applicable laws. The information
herein, and any other information provided by NCR, may not be reproduced, copied, stored, sold, or distributed without NCR's
written permission.
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