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How is Swedish inflation affected by
geopolitical risk?

Geopolitical risk has become an increasingly topical subject in recent
years. In this Economic Commentary, we analyse how changes in geopo-
litical risk affect inflation and the Swedish economy as a whole. We use a
news-based geopolitical risk index, which, on a monthly basis, measures
the proportion of articles mentioning adverse geopolitical situations. We
distinguish between geopolitical risk that is global and risk that is specific
to Sweden. Our analysis suggests that increases in geopolitical risk that is
specific to Sweden lead to higher CPIF inflation. The CPIF sub-indices are
affected in a similar way, with food and goods inflation being more sensi-
tive to geopolitical risk than services inflation. The krona weakens and
the stock market declines as Sweden-specific geopolitical risk increases.
The GDP indicator reacts weakly and negatively. Our results suggest that
increases in Sweden-specific geopolitical risk mainly affect the economy
via the supply side and the exchange rate. Our findings are in line with
previous research. The effects following increased global geopolitical risk
are generally more muted.

Authors: Mathias Klein, Emanuel Skeppas and UIf Séderstréom, working at the Research Division?

Important to understand how geopolitical risk affects
the economy

With the increase in global tensions in recent years, geopolitical risk has become an
increasingly topical issue, and an elevated risk level naturally has significant effects on
Swedish society. For economic policymakers, it is important to understand how geo-
political risk affects the economy, in order to better factor such risks into economic
policy decisions.

For the Riksbank, it is particularly important to understand how increased geopolitical
risk affects inflation. However, the effects of heightened geopolitical risk on inflation
are not self-evident. Research supports the view that both supply and demand effects
can influence inflation, but in different directions. Our aim with this Commentary is
primarily to analyse the relationship between geopolitical risk and inflation, but also
to highlight how other important aspects of the economy are affected.

1 We thank Mikael Apel, Mattias Erlandsson, Jens Iversen and Anders Vredin for valuable comments. The
opinions expressed in the article are the sole responsibility of the authors and should not be interpreted as
reflecting the views of Sveriges Riksbank.
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Supply and demand effects can affect inflation in
different directions

Heightened geopolitical risk affects the economy through various channels. An im-
portant distinction arises between effects that work via demand and those that work
via supply in the economy. Increased uncertainty due to heightened geopolitical risk
may cause households to save more and consume less and firms to postpone invest-
ments. This reduces demand and dampens inflationary pressures. On the other hand,
higher geopolitical risk can lead to higher commodity costs and import prices for com-
panies, which they then pass on to consumers, leading to an increase in inflation.

Several studies show that geopolitical risk tends to affect the economy in much the
same way, but there are exceptions. Caldara et al. (2024) analyse the relationship be-
tween inflation and geopolitical risk in different countries, both from a long historical
perspective when countries are directly involved, but also from a shorter contempo-
rary perspective when the risk is at the global level. They conclude that inflation is af-
fected via both demand and supply effects, regardless of whether it concerns geopo-
litical risk at a global level or when the country is directly involved. The supply effects
generally dominate, and elevated geopolitical risk tends to be linked to increased in-
flationary pressures and lower economic growth. Furthermore, geopolitical risk tends
to increase uncertainty about future inflation.

Research analysing the effect of global geopolitical risk, but focusing specifically on
the euro area, produces similar findings. At the same time, increased geopolitical risk
at the global level affects financial investment, as stock markets in the euro area are
negatively affected by increased risk while the euro weakens against the dollar
(Dieckelmann et al., 2024).

Although the supply effects tend to dominate, there are differences between geopo-
litical events. Russia’s invasion of Ukraine has had effects on the euro area that are
similar to a supply shock with lower economic growth and increased inflationary pres-
sures. However, the conflict between Hamas and Israel appears to have reduced both
growth and inflation in the euro area, and unlike other supply-dominated disruptions,
oil prices do not appear to have risen. Thus, it is not always the case that supply ef-
fects dominate (Anttonen and Lehmus, 2024).

Another distinction is between geopolitical threats, and thereby an increased likeli-
hood of a future geopolitical event occurring, and its actual occurrence. Brignone et
al. (2025) find a clear difference in how the two components affect inflation in the
United States. An increased risk of future adverse global events tends to be inflation-
ary, with increases in oil prices and inflation expectations. This could be due to expec-
tations of delivery disruptions and cost increases for companies. The effect when a
global adverse event actually occurs is less clear, but tends to dampen inflationary
pressures, similar to an adverse demand shock. Both threats and actual occurrences
are considered when we refer to the concept of geopolitical risks below, unless other-
wise stated.
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Both global and Sweden-specific geopolitical risk have
increased in recent years

Internationally, the effect of geopolitics appears relatively clear, but the question re-
mains of how Sweden is affected, both when the global risk level increases and when
Sweden is directly involved. To answer this question, we follow the earlier literature
and use a news-based measure, which measures the proportion of articles at major
international news agencies that mention adverse geopolitical situations (Caldara and
lacoviello, 2022).? This measure also distinguishes between geopolitical risk that is
global, and that which only relates to individual countries, such as Sweden. For geopo-
litical risk related to Sweden only, the articles must also mention Sweden or one of
Sweden's largest cities. The Sweden-specific measure therefore indicates the intensity
of international reporting on Sweden in adverse geopolitical situations.

Diagram 1 illustrates the development of global and Sweden-specific geopolitical risk
from 2001 to 2024. Since the beginning of 2022, there has been a clear increase in the
reporting of adverse geopolitical events, both when it comes to global situations and
when Sweden is directly involved. Global and Swedish geopolitical risk tend to covary,
which indicates that Sweden-specific risk to some extent may have its origin abroad.

The fact that country-specific geopolitical risk for Sweden measures Sweden-specific
risk is also supported by the fact that the measure sometimes deviates from the
global index. For example, the measure rose significantly in May 2022 when Sweden
applied for NATO membership, and in mid-2023 in the context of the escalations fol-
lowing the Quran burnings. Instead, the global measure rose considerably more than
the Swedish measure in connection with the terrorist attacks in September 2001 and
in March 2003 when the war in Iraq began. Appendix A details various episodes of ele-
vated risk in Sweden.

2 An alternative measure of risk is the CBOE VIX index, which measures risk in the US stock market. How-
ever, we stick to the news-based measure, as it specifically measures geopolitical and Sweden-specific risk,
and does not capture other types of risk.

4[14]



How is Swedish inflation affected by geopolitical risk?

Diagram 1. Global and Sweden-specific geopolitical risk
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Source: Caldara and lacoviello (2022)

Increased geopolitical risk tends to lead to higher
inflation

To analyse the effects of geopolitical risk on inflation and the economy, we use an
econometric time series model, known as a VAR model. 3 As a first step, we include in
the model the measure of global risk, country-specific risk for Sweden and annualised
CPIF inflation or the inflation rate in one of the sub-groups for goods, food, services or
energy.? In a second step, we also include the exchange rate against the euro, Statis-
tics Sweden's GDP indicator, the OMXS30 stock market index or the Riksbank's policy
rate.

Diagram 2 illustrates the effect of a one standard deviation increase in geopolitical
risk in each index respectively on CPIF inflation at different monthly horizons.> In-
creased country-specific geopolitical risk for Sweden pushes up annual CPIF inflation,
with the effect peaking after nine months when inflation rises by around 0.25 per-
centage points.® The effect of increased global geopolitical risk is more muted than
the effect of Swedish geopolitical risk, and is not statistically significant. The fact that

3 We use a structural VAR model (a so-called SVAR) estimated on monthly data from 2001 to August 2024,
where the structural shocks are identified using a Cholesky decomposition, following Caldara et al. (2024).
Appendix B describes the model in more detail.

4 For the global geopolitical measure we alternate between the composite measure for risk, the measure
that only considers threats and thereby increased likelihood of future events, and the measure only consid-
ering actual geopolitical occurrences.

5> To put the size of the shock in context, the risk in the Sweden-specific index increased by eight standard
deviations in mid-2022.

6 The result also holds when we include the krona exchange rate against the euro, the GDP indicator, the
OMXS30 stock market index or the policy rate in the model, and when we exclude the largest events from
the estimation.
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global and Swedish risk are inflationary in Sweden is in line with earlier studies that
have analysed the effects both internationally and in the euro area. As earlier studies
show, the effect of global geopolitical risk can differ between geopolitical threats,
which increase the risk of future adverse events, and when adverse events actually
occur.” For Sweden, global geopolitical threats tend to increase inflation, while actual
adverse global events have a weakly negative but very uncertain effect. The more
muted effect of global geopolitical risk on inflation might be due to geopolitical
threats and events affecting inflation in different directions.

Diagram 2. Effect on CPIF inflation of increased geopolitical risk
Percentage points
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Note. The figure illustrates how an increase in geopolitical risk, corresponding to a one-stand-
ard-deviation rise in the global and Swedish indices, respectively, affects annual CPIF inflation
at different monthly horizons. The shaded areas refer to 90 per cent confidence intervals.

Diagram 3 shows how an increase in Sweden-specific geopolitical risk affects the CPIF
sub-indices for goods, food and services. Food inflation reacts most strongly to the
shock, with a maximum effect of around 0.5 percentage points, followed by goods at
0.35 percentage points and finally services at just under 0.2 percentage points.2 The
stronger pass-through of food and goods inflation may be due to the fact that these
are more dependent on commodity prices and the exchange rate than services infla-
tion. The effect on the sub-indices also suggests that the outcome for CPIF inflation
cannot be explained solely by higher energy prices, but that domestic cost factors are
also affected. On the contrary, Diagram 4 shows that the effect on energy prices is ra-
ther negative, but very short-lived.

7 Caldara and lacoviello (2022) create two separate global geopolitical risk indices for events that are
“acts”, such as an invasion, and “threats”, where the risk of more comprehensive future acts increases.

8 Again, the effect is greatest after about nine months.
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Diagram 3. Effect of increased Sweden-specific geopolitical risk on the inflation rate
in the CPIF sub-indices
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Note. The figure shows how increased country-specific geopolitical risk for Sweden corre-
sponding to one standard deviation in the index affects the inflation rate for sub-groups of the
CPIF at different monthly horizons.

Diagram 4. Effect of increased Sweden-specific geopolitical risk on the inflation rate
in the CPIF sub-index for energy
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Note. The figure shows how increased country-specific geopolitical risk for Sweden corre-
sponding to one standard deviation in the index affects the inflation rate of the energy sub-
group at different monthly horizons. The shaded area refers to a 90 per cent confidence inter-
val.
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The krona weakens as risk increases, but the real effects
are small

When we extend the model with the Swedish krona exchange rate against the euro,
Diagram 5 shows that the krona depreciates significantly following an increase in the
Sweden-specific risk level, with a maximum depreciation of around 0.7 per cent. The
rate of depreciation peaks after eight to nine months, when the effect on inflation is
greatest, suggesting that part of the inflation effect is due to changes in the exchange
rate. Global risk tends not to systematically affect the exchange rate against the euro,
which could be one more explanation for the difference in effect of global and Swe-
dish risk on Swedish inflation.

Diagram 5. Effect of increased Sweden-specific geopolitical risk on the krona
exchange rate against the euro
Per cent
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Note. The figure shows how increased country-specific geopolitical risk for Sweden corre-
sponding to one standard deviation in the index affects the exchange rate against the euro at
different monthly horizons. The shaded area refers to a 90 per cent confidence interval.

Looking at the OMXS30 stock market index, shown in Diagram 6, a typical increase in

Swedish geopolitical risk implies a 1.5 percentage point decrease in the annual growth

rate of the OMXS30 six months after the increased risk has taken place.
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Diagram 6. Effect of increased Sweden-specific geopolitical risk on the OMXS30
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Note. The figure shows how increased country-specific geopolitical risk for Sweden corre-
sponding to one standard deviation in the index affects the annual growth rate of the OMXS30
at different monthly horizons. The shaded area refers to a 90 per cent confidence interval.

One potential interpretation of the results for the exchange rate and the stock market
index is that international investors react to heightened geopolitical risk in Sweden by
reducing investments in Swedish financial assets and instead investing abroad, leading
to a decline in the stock market and a weaker exchange rate.

Finally, Diagram 7 shows that the effects on the GDP indicator are limited. If anything,
a slight negative effect occurs. The results for the GDP indicator suggest that the ef-
fects via the demand channel are relatively weak and that supply effects dominate,
which is in line with previous research (Caldara et al., 2024).
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Diagram 7. Effect of increased Sweden-specific geopolitical risk on the GDP indicator
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Note. The figure shows how increased country-specific geopolitical risk for Sweden corre-
sponding to one standard deviation in the index affects the GDP indicator at different monthly
horizons. The shaded area refers to a 90 per cent confidence interval.

Conclusion — increased geopolitical risk specific to
Sweden contributes to inflationary pressures

In this Economic Commentary, we have examined how geopolitical risk affects Swe-
dish consumer prices, measured in terms of the CPIF and its sub-groups, and other as-
pects of the economy. The analysis shows that increased geopolitical risk specific to
Sweden contributes to higher inflationary pressures. The effects of global geopolitical
risk are less clear. The disparity may be due to a difference in effect between an in-
creased risk of future adverse geopolitical events and the actual occurrence of such
events.

To some extent, the effect on inflation appears to be driven by the weakening of the
krona exchange rate. The depreciation of the krona, together with a fall in the
OMNXS30 stock index, also points to an outflow of capital from Swedish financial mar-
kets due to increased Swedish geopolitical risk. The GDP indicator reacts somewhat
negatively but very weakly, which, together with inflationary pressures, suggests that
the supply effects of increased geopolitical risk dominate over demand effects. This is
in line with previous research.

It is unclear how recent geopolitical developments will affect Swedish inflation. Poten-
tially, an increased risk of future adverse events could be inflationary, in line with how
global threats generally affect Sweden. However, previous research also shows clear
differences from case to case, making it difficult to draw a clear conclusion a priori.
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APPENDIX A — Geopolitical events

Table 1 shows the largest month-on-month increases in the Sweden-specific geopoliti-
cal index. The index peaked just after Sweden's NATO application in May 2022. The
validity of the index is strengthened by the fact that it shows higher values for Swe-
den-specific events, such as the NATO process or escalations following the Quran
burnings in 2023, than for example the terrorist attack of 11 September 2001.

Table 1. Geopolitical events linked to Sweden

Date Description Value of the index Report in the media
May 2022 Sweden applies for 1,253 Link
NATO membership.
July 2023 Escalations after 694 Link 1
Quran burning. Link 2
Link 3
President of Turkey Link 4

Erdogan says yes to
Sweden's NATO appli-
cation. Much discus-
sion before the deci-

sion.
December 2010 Stockholm bombing. 414 Link
September 2001 Terrorist attacks in 350 Link

the United States.

Note. The table shows the most significant increases measured by the Sweden-specific geopolitical
risk index. The media reports are a small sample of all the articles on which the measure is based.

Source: Associated Press, The New York Times and The Washington Post.

APPENDIX B — The empirical model

Our empirical model is a structural VAR model, which largely follows Caldara et al.
(2024). We use monthly data from January 2001 to August 2024 and estimate the
model with three lags. Table 2 shows the data sources used in the model.

We first estimate a model that includes the index for global geopolitical risk, Swedish
geopolitical risk and a measure of inflation, either annual CPIF inflation or annual in-
flation for one of the sub-groups goods, services, food or energy. We then extend the
model with another variable, and the extended model includes the index for global
geopolitical risk, Swedish geopolitical risk, annual CPIF inflation and either the krona
exchange rate against the euro, Statistics Sweden's GDP indicator, annual percentage
growth in the OMXS30 or the Riksbank's policy rate.

The model is specified as

3
Doy, =C+ Diye—i +1e
=1
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where nt~N(0, Zn) and X, is a diagonal matrix. To identify the structural shocks, we
impose restrictions on the coefficients in Dy, which determine the contemporaneous
relationship between the variables. In accordance with Caldara et al. (2024), we as-
sume that geopolitical risk is not affected by other variables in the same period. In
contrast, the inflation measure is affected by geopolitical risk in the same period.
Global risk is not affected by Sweden-specific risk, but Sweden-specific risk can be af-
fected by global risk in the same period.

In the extended model, the same relationship between the inflation measure and geo-
political risk holds. The restrictions on the fourth variable mean that it is affected by
both the inflation measure and geopolitical risk within the same period. The fourth
variable is either the krona exchange rate against the euro, the GDP indicator, annual
percentage growth in the OMXS30 or the Riksbank's policy rate. At the same time,
neither the inflation measure nor geopolitical risk is assumed to be affected by the
fourth variable within the same period.

Table 2. Data sources

Variable

Source

Geopolitical risk index

Caldara and lacoviello (2022) link

CPIF inflation

Statistics Sweden link

Inflation CPIF sub-index goods

Statistics Sweden and the Riksbank lin

k

Inflation CPIF sub-index services

Statistics Sweden and the Riksbank link

Inflation CPIF sub-index food

Statistics Sweden and the Riksbank link

Inflation CPIF sub-index energy

Statistics Sweden and the Riksbank link

SEK per EUR spot rate

Macrobond

GDP indicator

Statistics Sweden link

OMXS30

Macrobond

The Riksbank policy rate

The Riksbank link
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