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A NEW PHASE

The global recovery from the Covid-19 crisis
has been rapid, and many economies are
facing a new set of challenges.
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“We now enter a
new phase of the
pandemic where
the need for
further economic
policy stimulus
must be
reviewed."

Helge J. Pedersen
Nordea Chief Economist
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“Inflation has
risen sharply
and may
stabilise at a
higher level
than seenin
many vears."”

eeeeeeeeeeeeeee
Nordea Group Chief Economist




Editorial

The pandemic is far from over, but the global economic outlook re-
mains benign. Economic activity in many countries is now back at or
above pre-pandemic levels. Inflation has risen sharply, and it may sta-
bilise at a higher level than that seen in many years. In the Nordics,
the spread of the virus is under control, the last remaining restrictions
are being lifted and growth is high. We now enter a new phase of the
pandemic where the need for further economic policy stimulus must

be reviewed.

The Delta variant has made infection rates
surge in many places, leading to new
COVID-19 restrictions. Still, prospects for
the global economy remain relatively good,
driven by a strong recovery in the countries
where the rollout of vaccines has been
most successful, the economies have reo-
pened and economic policy remains expan-
sionary. The situation is much more serious
in the countries and regions where the
rollout of vaccines is very slow and espe-
cially where certain industries such as tour-
ism are of great significance for their econ-
omies.

Against this backdrop we expect global
growth to be 55% this year and then slow
to 51% and 4.1%, respectively, over the
coming two years. New resistant COVID-19
variants pose the greatest risk to the global
growth outlook.

In several countries the recovery has been
so fast that GDP is now higher than before
the virus outbreak. This is the case in for ex-
ample China and the US, which is the main
reason why total global GDP is now higher
than at end-2019. Consequently, the recov-
ery is entering a new phase even though
the Delta variant continues to pose obsta-
cles to an ultimate normalisation of eco-
nomic activity.

During this phase labour shortages, rather
than high unemployment, may emerge, and
the need for further economic policy stimu-
lus will have to be reviewed. Also during
this phase, the extent of the pandemic’s
structural impact on the economies will

become evident. For example, has remote
working become more widespread, and if
so, how will this affect commuter traffic and
the need for office space? How will physical
shops tackle the competition from web-
shops in future? And how will the hospital-
ity and leisure industries and airlines per-
form?

As the recovery has gained pace, commod-
ity prices have soared. Coupled with signif-
icant global shipping and logistics chal-
lenges and a shortage of, for instance, sem-
iconductors, this has resulted in exception-
ally long delivery times for a large number
of goods and sharply rising producer prices.

Consumer prices have also increased mark-
edly this year, especially in the US where in-
flation is at a post-2008 high. Inflation
trends in the Euro area have been more
moderate, with inflation now “only” at a 3-
year high. Although the pick-up in inflation
is mainly due to base effects and pan-
demic-related factors, it may take hold
more permanently at a higher level than
previously. This is a risk notably in countries
where the labour market is tightening, per-
haps because labour mobility is still ham-
pered by the pandemic, and wage growth
is rising. It's a situation that cannot be ruled
out, for example, with respect to the US,
where large labour market imbalances may
prompt the Federal Reserve (Fed) to act
more aggressively over the forecast period.

The Fed is expected to start tapering its as-
set purchases as early as this year and to
hike rates next year for the first time since

end-2015. For the ECB, the timing will not
be the same as for the Fed, but the se-
quence of actions will. First, tapering of the
bank’s asset purchases will be on the
agenda and then — probably in 2024 — a
rate hike. In that case, this would mark
nearly 10 years of negative interest rates in
the Euro area!

With monetary policy tightening on the
cards for the coming years, fiscal policy will
likely remain accommodative to support
the green transition and because policy-
makers are afraid of tightening prema-
turely, as was the case after the financial
crisis. Hence, economic policy-making will
also enter a new phase, perhaps especially
in the Euro area where the rule-based fiscal
policy seems to be increasingly challenged.

In the Nordics, the spread of the virus is
largely under control. A vast majority of the
populations is now fully vaccinated, and the
last remaining restrictions are being lifted.
This gives grounds for optimism about the
growth outlook for the coming years in all
the Nordic countries.

Actually, they have in record time moved
from deep crisis to a situation where there
is a risk of overheating, among other things,
because of growing mismatch problems in
the labour market. Thus, the Nordics are
also entering a new phase.

Helge J. Pedersen

Group Chief Economist
helge.pedersen@nordea.com
+45 5547 1532
'@helgejpedersen
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HIGHLIGHTS e The short-term economic outlook continues to be robust e New virus mutations still the biggest downside risk e A lot of uncertainty
around the inflation outlook e First rate hike from the Fed expected in 2022 e Higher rates should benefit the dollar

GLOBAL AND FINANCIAL MARKETS OVERVIEW

New challenges

The recovery from the coronavirus crisis has been rapid, and the short-
term global outlook continues to be robust, although possible new virus
mutations can weaken the outlook. As a consequence of the rapid recov-
ery, inflation has accelerated worldwide but so far mainly because of
higher oil prices and post-pandemic price corrections. We expect inflation
rates to decline significantly in 2022, but, for the first time in years, there
are upside risks to inflation, and the labour market outlook is particularly
interesting in many countries. The Fed is expected to start hiking rates
next year, which should benefit the dollar.

In most developed economies with high vaccination
rates, the pace of the recovery has been fast, and
they are already close to their pre-crisis GDP levels.
In these countries, also the short-term outlook is ro-
bust as we expect that the current wave of the Delta
virus will not trigger another round of widespread re-
strictions. However, emerging economies with lower
vaccination rates are much more vulnerable and
overall, new mutations possibly resistant to the ex-
isting vaccines continue to be the biggest downside
risk to our forecast.

As a result of the exceptionally fast recovery, econo-
mies are facing new challenges as the extreme shifts
in both aggregate and sectoral demand test the
economies’ capability to reallocate resources rapidly.
Signs of overheating are appearing in some parts of
the global economy as we are quickly returning to
high production and capacity utilisation levels. In ad-
dition, demand is strong due to low financing costs
and the relatively robust situation of households that
now hold a vast amount of excess savings. Flexibility
is thus needed especially in the labour markets of
many countries where the number of job vacancies

GDP GROWTH FORECAST, % Y/Y

is record high while unemployment remains elevated.
Otherwise, growth will slow suddenly.

At what levels will inflation stabilise?

Labour market developments will also be the key for
inflation prospects. In 2021, higher energy prices and
post-pandemic price corrections have lifted inflation,
but it remains to be seen to what extent this is a tem-
porary phenomenon. Uncertainty about the inflation
outlook is higher than for many years. In the US, we
see many signs of sustained wage and price pres-
sures, but the key question is whether the people who
left the labour market during the pandemic will re-
turn. In the Euro area, the existing wage agreements
imply that the basis for wage growth in the near term
will be low. However, now that inflation rates are
high, especially in Germany, it will be interesting to
see whether the tone in wage negotiations will
change. Also in China, the global bottlenecks are re-
flected in higher producer prices. However, China’s
wider inflationary pressures seem to be under control,
and the authorities have a large tool bag to control
price developments in the country.

World us Euro area China
New Oold New Oold New Oold New Oold
2020 -33 -33 -35 -35 -6.5 -6.7 23 23
2021E 55 58 6.2 6.2 5.0 45 81 85
2022E 51 45 43 40 40 40 56 55
2023E 41 - 23 25 - 55
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5.1%

Global GDP growth in
2022.

10m

The number of job va-
cancies in the US in June
2021.

21%

Expected inflation in the
Euro area in 2021.



The pace of the recovery will slow in the US

In the United States, economic activity has re-
bounded, and GDP is back at its pre-pandemic level.
Households quickly responded to the reopening of
the economy, and consumer spending has surged
back to its pre-crisis trend. However, the impact from

mostly affected. One recent example of a policy shift
causing global consequences is the stricter regulation
of China’s steel industry. The production cuts have
caused the iron ore price to decline but at the same
time increased pressures on steel prices.

“Euro-area
growth is
expected to be
above the long-
term potential in

the stimulus package in March is fading, and con-  Eyro area: country-level differences the coming
sumer confidence is weakening due to the current Euro-area GDP as a whole is expected to be at the  years. ”
Delta Covid wave. On the positive side, there are .o risis |evel by the end of 2021. However, country-

early signs that supply-side disruptions are easing, level developments vary substantially as countries  Tuuli Koivu

especially in the labour market. Fiscal policy is ex-
pected to be accommodative going forward, but the
outlook is cloudy until at least October.

China’s political priorities have global impacts

The Delta virus has found its way also to China, and
China’s growth will be hindered by lockdowns in the
coming months. The major downside risk in the short
term is that the Chinese vaccines turn out to be inef-
ficient against the new virus mutations and that the
lockdowns will be more persistent than in the devel-
oped economies. The negative impact of China's
slower growth will of course be felt globally, but at a
sectoral level the impact can be even more dramatic.
As we have recently seen, Chinese leaders are not
afraid of making rapid economic policy shifts, caus-
ing volatility in many sectors. The Chinese internet gi-
ants, tutorial companies and e-games have been

A / Fastest growth rates are already behind us

such as Spain that are dependent on foreign tourism
are still lagging behind. The implementation of the
NGEU recovery fund has proceeded, and the first dis-
bursements have been made. The largest economic
impact of the fund is expected to be seen in 2022-
2023, thus keeping economic growth above its long-
term potential in the coming years and bringing the
EU close to its pre-pandemic trend. However, it re-
mains 1o be seen whether substantial structural re-
forms are carried out as part of the investment pro-
gramme and whether the long-term growth pro-
spects — key for the debt sustainability in many coun-
tries — will genuinely improve. From a political per-
spective, the uncertainty is increased by the ap-
proaching elections in, for example, Germany and
France.

B / Much flexibility is now needed in the labour market

Nordea Chief Economist

Global PMIs Companies saying that problems in recruitment hindering business A/
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FOREIGN EXCHANGE RATES, MONETARY POLICY RATES AND BOND YIELDS, END OF PERIOD

short-term global growth
prospects remain robust.

B/

From a growth perspec-
tive, it is critical to be able
to supply enough labour.

Sources: Nordea and Macrobond

ECB Fed us Germany
Fed funds 10Y benchmark 10Y benchmark
EUR/USD EUR/GBP USD/JPY EUR/SEK Deposit rate  target rate (up- . .

per end) yield yield
2020 122 0.90 103.20 10.04 -0.50 025 0.93 -0.56
2021E 116 0.85 112.00 10.40 -0.50 025 160 -0.30
2022E m 0.83 115.00 10.20 -0.50 050 230 0.10
2023E 110 0.82 115.00 1010 -0.50 125 260 0.40
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C / Euro-area real yields hit new lows

10-year inflation swap rate

Source: Nordea and Macrobond

Bond purchases not preventing higher yields

The Fed's rhetoric has changed, and the central bank
is set to decide to start scaling down its net asset pur-
chases during the autumn. We expect the above-tar-
get core inflation to prove quite sticky and see the
Fed starting a rate hiking cycle in the second half of
2022.

The ECB, in turn, opted for a symmetric 2% inflation
target during the summer and changed its forward
guidance in a more dovish direction, raising the bar
for rate hikes. With the modest Euro-area inflation
outlook, we do not see any ECB rate hikes even over
our extended forecast horizon until end-2023. The
pandemic-era bond purchases are still likely to be
concluded during the first half of 2022, but the cen-
tral bank will continue to buy a significant amount of
bonds via its other purchase programmes. The ECB's
actions continue to exert significant downward pres-
sure on bond yields and are likely to keep longer real
yields in negative territory throughout our forecast
horizon.

The significant fall in long bond vyields during the
summer illustrates that there are still obstacles pre-
venting a more significant rise in yields, even amidst
a recovering economy. While the changing Fed pol-
icy and accumulating inflation pressures will favour
higher US vyields, the structurally lower long-term
rate levels will likely act as a brake on rising long
yields.

There are upside risks, however, especially if the high
inflation in the US proves even stickier than we think
and financial markets start to question the Fed’s abil-
ity to keep inflation pressures contained.
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D / Real rates underpin the USD vs. the EUR
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FX: Our conviction in a stronger USD has increased
EUR/USD has made several unsuccessful attempts
at breaking below 1.17, but the FOMC July meeting
minutes finally managed to push the currency pair
below that level, which has helped to increase our
conviction in a further move down for the cross. We
target levels around 1.10 over the forecast horizon
and expect the bulk of the move to happen sooner
rather than later in conjunction with the launch of the
tapering process.

We always like it when there is no “policy resistance”
to our FX view, and that currently seems to be the
case for EUR/USD. Would the Fed be annoyed with
a lower EUR/USD reading? Not really, as it would
then be able to partly export the current overshoot in
(supply-side) inflation. Would the ECB be annoyed
with a lower EUR/USD reading? Not at all, as a lower
reading would be helpful in bringing EUR inflation to
or above 2% as wished for. This leaves decent room
for a move lower in EUR/USD, also as positioning in
the market is not yet USD heavy.

Tuuli Koivu

Chief Economist Finland
tuuli koivu@nordea.com
+358 9 5300 8073
’@koivutuuli

Andreas Steno Larsen

Chief Global FX/FI Strategist
andreas.steno.larsen@nordea.com
+45 55 46 72 29
’@AndreasSteno

Jan von Gerich

Chief Analyst
Jan.vongerich@nordea.com
+358 9 5300 5191

W @JanVonGerich

Gustaf Helgesson
Analyst

Gustav.helgesson@nordea.com
+46 73 31 25 574

’@GustavHelgesson

0.40%

We expect German 10-year
yields to rise gradually to-
wards the end of 2023.

110

The level we expect
EUR/USD to hit by the
end of 2023.

4

The number of expected
rate hikes from the Fed
by the end of 2023.



“Signs of
overheating
are appearing
In some parts
of the global
economy."

Tuuli Koivu
Nordea Chief Economist, Finland




“The pandemic
is not over, but
the economic
impact will
gradually
decline.”

Nordea Chief Analyst, Sweden



The Nordics

in brief

Economies are heating up in the Nordics, thanks to high vaccination
rates and the lifting of pandemic restrictions. The rapid recovery is put-
ting heavy demands on the flexibility of the labour markets, with the
number of job vacancies hitting record highs in some countries. While
new Covid-19 variants continue to pose a major risk, a renewed eco-
nomic downturn seems unlikely.

SWEDEN

CPIF inflation forecast for 2021

21%

Elevated growth and rising re-
source utilisation dominate the
Swedish outlook. Labour short-
ages are a growing problem, and
wage growth is picking up. Infla-
tion will rise near-term, but drop
back again during 2022. Expect
the Riksbank to remain on the
sidelines.

/ page 12

DENMARK

Expected GDP growth in 2021

3.3%

The Danish economy has moved
from deep crisis to a risk of over-
heating in record time. Overall
economic activity now exceeds
pre-pandemic levels. Consumer
prices have started to rise faster
than previously, and there are
signs of mounting wage pres-
sures.

/ page 16

NORDICS

NORWAY

Registered unemployment rate at
end-2021

2.5%

Unemployment has plunged in
Norway, in step with the reopen-
ing of society. Job vacancies are
at record highs, and signs of a la-
bour market mismatch are
emerging, which could spur
higher wage growth. Expect Nor-
ges Bank to hike rates in Septem-
ber.

/ page 20

FINLAND

Expected GDP growth in 2021

3.5%

The summer brought strong eco-
nomic growth in Finland, with
GDP reaching pre-pandemic lev-
els in Q2. Employment growth
and falling household savings are
helping to fuel private consump-
tion, while construction invest-
ments are benefitting from
strong housing market demand.
/ page 24
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HIGHLIGHTS e Elevated growth and rising resource utilisation e Labour shortages a growing problem e Higher wage growth e Repo rate stuck at

zero through 2023

SWEDEN

Heating up

The Swedish economy is entering a new phase where high re-

source utilisation will hamper production growth. Growth is set to
become more widespread, with investment as a key driver along-
side exports and household consumption. The labour market will
normalise near-term and wage growth will pick up. With soft cen-
tral banks around the world, the Riksbank will remain sidelined.

Maturing cycle

The pandemic is not over but the economic impact
will gradually decline. Monetary conditions domesti-
cally and among Sweden’s trading partners are ex-
ceptionally benign. GDP surpassed pre-crisis levels
earlier this year and resource utilisation will soon be
just as high as in the boom period of 2017-18.

Near-term, a shortage of goods will hamper growth
but the problems will gradually subside. Instead, la-
bour shortages will give rise to increasing concern.
Wage growth is picking up but is not high enough for
inflation to stabilise at the 2% target. Instead, rising
food prices give a temporary boost to inflation. The
Riksbank will maintain an unchanged monetary pol-
icy line and the SEK will only slowly strengthen.

Growth in demand will decline over the forecast pe-
riod. Rising energy prices, the pick-up in longer
bond yields and tighter economic policies in some
countries will slow down the global upturn.

In Sweden, the working-age population will grow
modestly in coming years, in sharp contrast to the
past ten years' record numbers. Slower population
growth will dampen GDP growth in both the short
and long term.

New COVID-19 variants cannot be ruled out and
pose a risk to our forecast. However, households and
businesses have adapted to the pandemic. And in the
Nordics, vaccination rates are high. Growth may slow
a bit more than we assume in our forecast, but a re-
newed economic downturn appears rather unlikely.

12 / Nordea Economic Outlook / 3 /2021

4.5%

GDP growth in 2021

21%

CPIF inflation in 2021

2.9%

Average wage growth
2021-2023

Data sources: Statistics Sweden,
Macrobond and Nordea

Swelling order books

The pick-up in global activity is showing through in
exporters’ order books, which have never been as full
as they are now. Our forecast for the global economy
in this issue of Economic Outlook as well as Swedish
export indicators suggest that demand will continue
to grow near-term.

Exports and thus Swedish GDP could grow even
faster as the manufacturing industry currently have
difficulties keeping pace with the surge in demand.
For example, car and truck makers have been forced
to briefly suspend production because of input short-
ages. The problems will most likely persist near-term.
However, next year supply should normalise. Export
growth will nevertheless slow next year as global
growth moderates.

Household spending is rising

Household consumption has increased but was still
below pre-crisis levels in Q2. Consumption of goods
has been strong during the pandemic while people
have not been able to travel or buy certain types of
services.

SWEDEN: MACROECONOMIC INDICATORS

2019 2020 2021E  2022E 2023E

Real GDP (calendar adjusted), % y/y 20 -3.0 45 35 20
Inflation (CPIF), % y/y 17 05 21 17 13
Unemployment (SPES), % 7.0 85 79 69 6.7
Current account balance, % of GDP 52 56 6.1 55 6.0
General gov. budget balance, % of GDP 06 28 -18 -0.6 -04
General gov. gross debt, % of GDP 349 397 376 345 334
Monetary policy rate (end of period) -025 0.00 0.00 0.00 0.00

EUR/SEK (end of period)

10.51 10.04 10.40 10.20 10.10



A / Strong GDP growth
SEKbn per quarter and annual percentage change

SEKbn %. yIy
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Source: Nordea and Macrobond

Over the summer, restrictions in Sweden were eased
and real-time data now indicate that household con-
sumption of services has started to pick up. And the
financial conditions are in place for increased con-
sumption. Household savings are record high, their
financial situation is stronger than ever, credit growth
is record high and the labour market is improving.
Read more about households’ finances on page 15.

Hot housing market

Another factor suggesting a surge in consumption is
the housing market. Rising housing prices tend to un-
derpin households’ propensity to consume. The pro-
spect of low interest rates for a long time, as well as
the scrapping of interest on deferred gains of up to
SEK 3m and changed preferences as a result of the
pandemic, have sent prices sky high.

But the housing market now seems to be stabilising.
According to surveys household expectations remain
positive, although a lower percentage now expects
rising prices. Moreover, the amortisation requirement
for mortgages will be reintroduced in September this
year, which will likely dampen demand for homes
somewhat,

Consequently, a slight decline in housing prices over
the forecast period is likely, although we do not cur-
rently see any reasons for a major correction. Interest
rates are low and given that a general election is
coming up next year, odds are that no new regula-
tions will be introduced before then. Higher real es-
tate construction and slowly rising mortgage rates
will, however, take their toll on housing prices, which
are set to increase at an annual average rate of 13.5%
in 2021 and 2.5% in 2022.

B / Investment is gaining momentum
Net balance and annual percentage change

Net balance % yly

124 4 Confidence indicator,
business sector (lhs)

144

1044

941

84

/

Fixed investment,
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Source: Nordea and Macrobond
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Investment a new growth driver

The overall trend in the housing market has contrib-
uted to boosting residential construction. Moreover,
business investment is increasing overall. Public sec-
tor investment is rising as well, as part of the govern-
ment's historically very expansionary fiscal policy.
The public sector budget deficit looks set to be less
than 2% of GDP this year. In the near future, the def-
icit will decline despite a continued expansionary
bias in the election year of 2022. Public sector debt
(Maastricht) peaked at just under 40% of GDP in
2020 and the debt ratio will diminish in the years
ahead.

Employment back to normal

The labour market is recovering from the crisis. Hir-
ing plans and new job vacancies are at record-high
levels and the number of layoff notices is at its lowest
level since the 1980s. Labour shortages are mounting
and already pose a bigger problem than is normally
the case, especially in the manufacturing industry.
The slow growth in the working-age population is
worsening the situation further.

Employment growth will therefore not be as high as
recent demand trends suggest. Matching supply and
demand will be a hot topic during the autumn. Un-
employment is declining rapidly and employment
will reach a new record high over the forecast period.
Owing to the substantial changes to Statistics Swe-
den’s labour force survey (LFS), the data are difficult
to interpret. According to the Swedish Public Em-
ployment Service (SPES), unemployment has contin-
ued to decline and we expect unemployment to be
back at pre-pandemic levels by mid-2022.

A/

More broad-based
growth this year as in-
vestment is also picking
up. GDP growth will level
off and be in line with the
long-term trend starting
next year.

B/

High investment growth
in both the manufacturing
sector and the services
sector this year.

“Demand for
labour is record
high, and the
number of layoff
notices is at its
lowest level
since the 1980s.”

Torbjorn Isaksson
Nordea Chief Analyst

3/2021 / Nordea Eonomic Outlook / 13



C / Sharply rising employment
Number of people employed and short-term employment
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Temporary price increases

The strong demand and substantial labour shortages
are partly feeding through to wages. However, the
agreed pay rise of a mere 2% annually will apply
through March 2023, dampening total pay rises.
Moreover, wage trends in the Euro area remain sub-
dued. This is significant for wage formation in Swe-
den. We nevertheless expect wage growth to rise
driven by accelerating wage drift (pay rises beyond
those agreed). But overall pay rises will still remain
relatively modest in a historical perspective. As a re-
sult, the pick-up in inflation will be temporary.

So far this year, energy prices (electricity prices in
particular) have increased sharply, This increase is
the main reason why inflation has picked up over the
year as it has lifted CPIF inflation by almost 1% point.
As always, energy prices are difficult to predict, but
in our view they are not likely to rise at the same pace
next year as this year — and this will also contribute
to driving inflation lower.

The high level of global demand for goods and the
global logistics problems will boost inflation, in par-
ticular food prices. However, in addition to modest
wage inflation, high profitability in the business sec-
tor also suggests that any further pick-up in inflation
will be temporary.

Inflation THE focal point for the Riksbank

Due to the rising energy and food prices, CPIF infla-
tion is in line with the target over the coming year.
Higher inflation, albeit temporarily, and the strong
economy reduce the likelihood of further monetary
policy stimulus. At the same time, any tightening
move seems distant. A repo rate hike would require

14 / Nordea Economic Outlook / 3 /2021

D / Temporarily high inflation this year
Annual percentage change
%, Iy %. yIy

359 r 35

CPIF* excl.

3.04 energy \ r 30
25 Target L 25

20t Wl et s N R S t 20
15

154
1.04 r 1.0

0.54 r 05

0.0 0.0
I

-0.5 r-05

10 *CPIF excludes households' mortgage interest expenditures from the CPI. 10

0 1M 12 13 14 15 16 17 18 19 20 21 22 23

Source: Nordea and Macrobond

that the Riksbank feels comfortable about inflation
remaining around the 2% target in the medium term.
And this seems distant.

Recently, both the Fed and the ECB updated their
long-term strategies. And in Sweden, the new Riks-
bank act will come into force on 1 January 2023. For
the Riksbank the new act will not imply any major
changes, while the Fed’s and the ECB's new strate-
gies could somewhat dampen their inclination to
hike rates. Especially the ECB’'s more expansionary
bias will contribute to preventing the Riksbank from
acting unilaterally.

Against this backdrop, we expect the Riksbank to
keep the repo rate unchanged at zero over the entire
forecast period ending in December 2023. The Riks-
bank’'s asset purchase programme progresses as
planned, with continued, albeit reduced, purchases in
H2 2021 and an unchanged balance sheet in 2022.
However, in 2023 the Riksbank will likely start to trim
its balance sheet.

The performance of the SEK is of great importance
to inflation and consequently to the Riksbank. If the
Riksbank were to lift its foot off the accelerator, this
could cause the SEK to strengthen and in turn lead
to lower inflation. The policymakers at the Riksbank
will no doubt try to avoid this and as a result the SEK
will remain weak. We expect the SEK to continue to
trade at levels above 10 versus the euro and to
weaken slightly versus the dollar in H2 2021.

Torbjorn Isaksson

Chief Analyst
torbjorn.isaksson@nordea.com
+46 8 407 91 01

¥ @Torbjrnisaksson

c/

Demand for labour re-
mains high. We base this
view on Statistics Swe-
den’s short-term employ-
ment data as the labour
force survey (LFS) data
suffer from a time series
break.

D/

Energy prices have risen
and thus boosted inflation
this year. Food prices will
increase too, but the rise
in inflation is temporary.



Wealthy but vulnerable

Swedish household debt has grown faster than income for many years. Household indebt-
edness is at a record high relative to disposable income but historically low compared to
household assets. Regardless of the metrics applied, households’ interest rate sensitivity

has increased.

Household debt as a percentage of disposable income
has more than doubled since the end of the 1990s. Dur-
ing the same period, the debt service ratio, i.e. interest
payments as a share of disposable income, has de-
creased to historically low levels. The main reason is de-
clining interest rates over the past 30 years. For in-
stance, the 2-year nominal fixed mortgage rate was 14%
in the early 1990s but has since plunged to 1.3%.

The Swedish economy has recovered swiftly from the
pandemic, and interest rates seem to have bottomed,
although a repo rate hike from the Riksbank may still be
a long way off. Growing indebtedness means higher in-
terest costs at any given interest rate level, and even mi-
nor rate increases may therefore have a large impact at
today’s debt levels. This means elevated risks in the
housing market as the debt service ratio and housing
prices usually correlate. According to our calculations,
an increase in interest rates of 1% point would push the
debt service ratio 2% points higher. If interest rates were
to double from current levels, household debt would
have to decrease by half in order to maintain the same
level of consumption as today. Expansionary fiscal and
monetary policy at an unprecedented scale appears to
have boosted credit growth to record-high levels. Thus,
there is a significant risk that the gap between debt and
income growth will continue to widen.

The average disposable income for a household with
two adults that takes up a new mortgage in Sweden is
SEK 59,000 per month and the average mortgage is
SEK 3m (Bolaneunderstkningen 2021, FI). For this aver-
age household, a doubled interest rate from today’'s
level of 1.4% implies increased debt costs of almost SEK
30,000 per year. That corresponds to an increase in the
debt service ratio to 8% from 4%. Although many
households are able to handle higher interest costs in

A / Debt at record high but interest expenses at record low
Household debt and interest payments, % of disposable income
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the future, the economy may be adversely af-
fected in other ways by for example a drop in con-
sumption or housing prices.

The situation appears less dramatic when com-
paring households’ debt to their assets. By this
measure indebtedness is instead historically low.
This is largely a result of recent years’ gains in the
stock and housing markets. From a cash flow per-
spective, however, it is more interesting to com-
pare households’ debt with their liquid assets
such as their holdings of listed shares, funds and
bank deposits. By this measure, the ratio of debt
to liquid assets fell to 88% during Q1 2021. Alt-
hough aggregate household asset wealth is sub-
stantial, it does not paint a comprehensive picture
of household resilience. About 60% of the liquid
assets consist of holdings in shares and funds,
which could lose value in the event of an eco-
nomic downturn.

Furthermore, estimates from the Swedish Finan-
cial Supervisory Authority suggest that the distri-
bution of household assets is very uneven. One
third of the households only have enough liquid
assets to cover four months’ loss of income. One
ninth of mortgage borrowers now have a debt
level of over 450% of their gross income, high-
lighting their vulnerability to rising interest rates.

Allin all, we believe that households’ financial sit-
uation is currently strong, but that their interest
rate sensitivity is significant. The pandemic and
expansionary economic policy have boosted
housing prices and credit growth, and monetary
policy is likely to remain accommodative for the
foreseeable future. This creates an environment
with continued high credit growth and rising asset
prices. Experiences from earlier crises tell us that
the cost of a credit and real estate crisis is very
high. The reintroduction of the amortisation re-
quirement could dampen credit growth in the
short term but additional measures are needed to
reduce the vulnerability of the Swedish economy
the day that interest rates eventually increase.

Gustav Helgesson

Analyst
gustav.helgesson@nordea.com
+46 10157 03 06
’@GustavHelgesson

SWEDEN THEME

“Monetary policy
will remain
accommodative
despite a strong
economy. Credit
growth is thus
likely to remain
at high levels.”

Gustav Helgesson
Analyst
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HIGHLIGHTS e The Danish economy has weathered the crisis well e Households’ purchasing power is strong e The housing market is heading for a

soft landing e It's time to tighten fiscal policy

DENMARK

Overheating?

In record time the Danish economy has moved from deep economic
crisis to a situation entailing a risk of overheating. The fast recovery
puts heavy demands on the flexibility of the labour market and requires
considerable adaptability in terms of economic policy. The housing
market appears to be normalising after a period of very large price in-
creases. But consumer prices have started to rise faster than previously,
and there are signs of mounting wage pressures.

From an international perspective, the Danish econ-
omy has weathered the coronavirus crisis extremely
well. Last year activity “only” dropped by 2.1% com-
pared to the Euro-area average of some 6.0%. De-
spite a temporary setback in the first months of the
year, the relatively strong performance has contin-
ued into 2021. Overall economic activity in Denmark
now exceeds pre-pandemic levels.

The economic recovery has been driven by a very ex-
pansionary economic policy, successful disease con-
trol strategies and solid growth in goods exports.
This is expected to continue, lifting GDP growth to
3.3% this year. We have thus revised up our 3.0%
growth forecast from May. Towards the end of the
year and into 2022 it will likely be increasingly diffi-
cult to maintain the strong momentum, primarily due
to growing labour shortages and because the gov-
ernment will start to tighten economic policy. Against
this backdrop, the Danish economy is expected to
grow by 2.7% in 2022 and by 2.2% in 2023.

At this juncture, the biggest risk to the Danish econ-
omy is that a too rapid upswing will create imbal-
ances. The aftermath of the financial crisis has taught
us that the recovery from such imbalances could
drag on for a long time.

Strong household consumption of goods

During the coronavirus crisis, Danish consumers
spent considerably more on goods. As a result, retail
sales increased sharply and have accelerated further
after the reopening in early spring. Recent data of
Nordea customers’ use of cards indicate that con-
sumer spending on services is also rising fast.
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3.3%

Expected GDP growth in
2021

1.5%

Expected inflation in
2022

-0.50%

The Danish central
bank’s policy rate, which
should remain un-
changed until end-2023

Sources: Nordea estimates and
Macrobond

The increase in household spending is partly due to
pent-up demand during the lockdowns that is now
unleashed after the reopening. At the same time
households’ purchasing power has been strength-
ened by positive real wage growth, low interest
rates, rising housing prices and not least the dis-
bursement of frozen holiday pay. Despite the in-
crease in spending, households’ savings ratio still re-
mains well above the historical average.

Also, it is noteworthy that household debt as a per-
centage of disposable income is largely unchanged
despite the surge in housing prices. This is markedly
different from the situation ahead of the financial cri-
sis when households’ increased indebtedness had
significant repercussions long after the crisis hit.

Households’ large savings buffers will provide a ro-
bust foundation for sustained growth in household
spending. And the refund of overpaid housing tax of
some DKK 14bn will further boost this growth poten-
tial. The refund is estimated to relate to just over
700,000 owner-occupied homes. Most of the refund
will be disbursed over the next couple of years as the
new property valuations are gradually completed.

DENMARK: MACROECONOMIC INDICATORS, BASELINE SCENARIO

2019 2020 2021E  2022E  2023E

Real GDP, % y/y 2.1 -2.1 33 2.7 22
Consumer prices, % y/y 0.8 0.4 1.4 15 17
Unemployment rate, % 3.6 46 39 32 2.8
Current account balance, % of GDP 8.7 83 75 7.4 7.6
General gov. budget balance, % of GDP 41 -0.6 0.0 09 1.4
General gov. gross debt, % of GDP 336 421 393 389 379
Monetary policy rate, deposit (end of period) -0.75 -0.60 -0.50 -0.50 -0.50

USD/DKK (end of period)

6.66 6.08 6.45 6.71 6.77



A / Prospects of solid GDP growth
Quarterly GDP in constant 2010 prices and forecast
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Growing goods exports

During H1 2021 the value of total Danish goods ex-
ports rose by 7% relative to the year-earlier period.
Relative to H1 2019 the increase was 3%, which
means that Danish goods exports are at an all-time
high. Especially exports of pharmaceuticals, machin-
ery and food products have surged. Moreover, Dan-
ish companies benefit from a steady improvement of
the terms of trade, which means that prices of Danish
export goods rise faster than prices of imported
goods.

With the increase in world trade and growing de-
mand in many key export markets, Danish exports
look set to rise sharply over the forecast period. The
pick-up in exports will also be driven by services ex-
ports returning to pre-crisis highs. However, Danish
imports are also expected to rise sharply over the
coming years and as a result, the current account sur-
plus will likely remain around 8% of GDP.

Strong labour market may pose challenges

In record time the Danish labour market has moved
from crisis and rising unemployment to a situation
with sharply declining unemployment and an all-
time high level of employment. However, on the flip
side, a large and rising number of businesses report
that they are having trouble recruiting the people
they need. Also, there are growing signs of mismatch
problems. For example, the number of job vacancies
is currently markedly higher than before the corona-
virus crisis while the unemployment rate remains
slightly higher. Businesses’ mounting difficulties in
recruiting labour are also reflected in the fact that
more than one out of every three businesses in the
manufacturing and construction industries point to
labour shortages as a production limiting factor.

B / Housing prices to level off
Quarterly price index for single-family houses and forecast
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The growing labour shortages are beginning to show
through in wages. New data from the Confederation
of Danish Employers (DA) show that labour costs
rose by 3.1% in Q2, which is about 0.5% point higher
than before the coronavirus outbreak. Although the
relatively high wage increases can be partly ex-
plained by technical factors around the reopening of
the economy, we expect the average rate of wage in-
creases next year to reach an all-time high since the
financial crisis.

Soft landing for the housing market

Housing market developments currently attract
much attention. According to Eurostat, Danish hous-
ing prices rose by 15.3% from Q12020 to Q12021. This
is the second-highest increase among the member
states and almost three times the EU average. In ad-
dition to strong demand, the surge in housing prices
has mainly been driven by exceptionally low supply
of housing on the market.

The strong housing market performance has been a
key factor for the Danish economy during the coro-
navirus crisis. The rising housing prices have boosted
household wealth and contributed to underpinning
consumption. At the same time the sharp pick-up in
prices has prompted a spike in housing starts and
major renovation projects. Consequently, the ratio of
residential investment to GDP is now more than 6%
— a record high since 2007.

However, recent data suggest that the Danish hous-
ing market is heading for a soft landing. The number
of homes for sale has risen noticeably, the time on the
market has increased slightly and the monthly rate of
price increases for all housing types has declined
over the summer to the lowest level this year. We ex-
pect this gradual cooling of the housing market to

A/

Danish economic activity
looks set to rise robustly
for several years ahead.

B/

House prices have risen
sharply during the coro-
navirus crisis. In future,
we expect prices to rise at
a much more moderate
pace.

“With its strong
economic
foundation, the
Danish economy
should see solid
growth in the
years ahead.”

Jan Sterup Nielsen
Nordea Chief Analyst
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C/ Job vacancies on the rise
Gross unemployment and number of job vacancies
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continue as the balance between supply and de-
mand improves after the coronavirus crisis. Moreo-
ver, moderately rising financing costs and the current
high level of prices should dampen housing price
growth going forward.

Mainly as a result of the surge in prices earlier this
year, the increase in the average price per square me-
tre for single-family houses in 2021 looks set to be
just over 12%. Next year, the rate of increase should
be 3% and then just 1% in 2023. Note that the much
slower price growth should also be seen in light of
the changed housing tax rules effective from 1 Janu-
ary 2024.

Prudent fiscal policy

The government's expansionary fiscal policy has
played a key role in helping the Danish economy to
weather the crisis. This applies both to the massive
aid packages to businesses and the decision to dis-
burse frozen holiday pay to wage earners. With sev-
eral years of relatively high economic activity ahead
of us and a labour market that already shows signs
of overheating, we think the time is ripe to start tight-
ening fiscal policy. At the same time it is important
that the aid packages are phased out as planned be-
cause otherwise they could limit flexibility in the
economy.
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D/ Danish central bank prevents DKK strengthening
EUR/DKK and central bank intervention
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Danish central bank selling kroner

EUR/DKK still trades on the strong side of the central
parity. In order to counter this pressure, the Danish
central bank has been selling kroner in the currency
market since February. All in all, it has sold kroner for
nearly DKK 50bn during that period. However, the
bank’s intervention this year should be seen in light
of its massive buying of kroner at end-2019 and in
early 2020. At that time the bank bought kroner for
more than DKK 83bn to prevent an unwanted weak-
ening of the DKK. In our view, the central bank’s on-
going intervention should mainly be seen as a rever-
sal of steps taken previously rather than a precursor
to an independent Danish rate cut.

Our baseline scenario is that the central bank will
keep its policy rates unchanged until end-2023. But
Danish market rates on longer maturities are ex-
pected to rise gradually in tandem with the recovery
of the Euro-area economy. During this period Den-
mark’s healthy public finances and large current ac-
count surplus will likely continue to underpin a small
interest rate differential between Denmark and the
Euro area.

Jan Sterup Nielsen
Chief Analyst

jan.storup.nielsen@nordea.com tf
+45 5547 1540 ‘
’@JanStorup A

Cc/

The number of job
vacancies has risen
sharply since the spring
of 2020 while
unemployment is now
back at almost the same
level.

D/

Since February, the
Danish central bank has
been selling Danish
kroner to counter
downward pressures on
EUR/DKK.



Highest inflation in many years

Since 2013 the annual rate of increases in the Danish
consumer price index has been exceptionally low. From
2013 to 2020 the rate of inflation averaged just over
0.5%, which was markedly lower than in the preceding
eight years when inflation averaged more than 2.5%.

There are several reasons why inflation has declined
sharply since 2013. One is goods prices, which partly as
a result of globalisation have moved sideways for many
years. Consequently, the basket of goods that the aver-
age Danish household buys today costs exactly the
same as in early 2013. However, there are major differ-
ences among the individual types of goods. Tobacco
prices, for instance, have increased more than 40% over
the period, while prices of clothing have declined by just
over 15%.

Another reason for the low rate of inflation is rents,
which account for more than one fifth of the Danish
consumer price index. Despite massive growth in home
prices, annual growth in rents has declined as for exam-
ple many cooperative housing associations have taken
advantage of the drop in mortgage rates to reduce
members’ rents.

Higher inflation going forward

Since early spring, however, inflation measured year
over year has increased sharply, with the annual rate so
far peaking in May and June at 1.7%, the highest rate
since 2012. The sudden pick-up in Danish inflation is
mainly due to a sharp increase in goods prices. For ex-
ample, prices of tobacco, petrol and electricity have
risen markedly. In our view, the past months’ price
growth marks the beginning of a long period of higher
inflation than previously. This is also reflected in our
new forecast for this year. We now expect inflation in
2021 to average 1.5%.

A / Eight years of exceptionally low inflation are over
Annual change in consumer price index
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If we are right, this would be the highest rate of
increase in prices over the past eight years. Infla-
tion next year and in 2023 is expected to pick up
slightly to 1.6% and around 1.8%, respectively. We
base our expectations of higher Danish inflation
over the coming years on four factors in particular:

1. Higher food prices. Over the past year global
food prices have gone up by about 40%. Histori-
cally, they have been a good leading indicator of
the trend in Danish food prices, which are conse-
guently expected to rise further. As food accounts
for more than 10% of the CPI basket, it will provide
a major boost to inflation.

2. Rising rents. With prospects of higher interest
rates, the refinancing gains that for years have
kept rents down will no longer be available. Cou-
pled with the sharp increase in home prices this
should lead to a much larger contribution from ris-
ing rents to overall inflation going forward.

3. Higher wage pressures lead to higher prices
Growing labour shortages will likely lead to
mounting wage pressures. Many companies will
very likely try to pass on the rising labour costs to
consumers by hiking prices. Especially prices
within construction and services will probably in-
crease as these sectors are overall less exposed to
international competition.

4. Higher taxes to support green transition In
Denmark, politicians have for many years tried to
influence consumer behaviour through duties on
goods and services. In order to meet its ambitious
climate targets the government will most likely
raise some of these duties over the coming years
to finance the green transition. For consumers
higher duties mean higher prices, which in turn
means higher overall inflation.

Jan Sterup Nielsen

Chief Analyst
jan.storup.nielsen@nordea.com
+45 5547 1540
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“Consumer
prices will rise
faster than
previously.”

Jan Sterup Nielsen
Nordea Analyst



HIGHLIGHTS e« Norwegian economy back to normal e Households the key growth driver e Norges Bank’s rate hikes will
dampen housing price increases e NOK weaker than previously assumed

NORWAY

Normalisation

The Norwegian economy has now regained all the ground lost during the corona-
virus crisis. The situation is still uncertain, but with one of the world’s highest vac-
cination rates, chances are good that Norway will avoid new measures which could
weaken the economy. Unemployment has dropped sharply in sync with the reo-
pening of society and will continue to do so. At the same time, the number of job
vacancies is record high, and signs of mismatch in the labour market are emerging
— which could lead to higher wage growth. Norges Bank will start normalising in-
terest rates in September. The housing market rally is over and prices will likely
flatten going forward. The NOK will remain weaker than previously expected.

We have long said that if we solve the health crisis,
then we will also solve the economic crisis. This sum-
mer was the definitive turning point for the pandemic
and thus also for the economy, as outlined in the two
previous issues of Economic Outlook. The Norwegian
economy has recovered swiftly after restrictions
were gradually lifted.

Activity in the Norwegian economy surged during
the summer. As restrictions were gradually rolled
back, spending and demand rose sharply. A desire to
resume normal spending patterns, plenty of money
left over after the crisis and “staycation” have all led
to a significant increase in services consumption.
Moreover, retailers have benefitted from the reopen-
ing of physical shops. Activity in the mainland econ-
omy rose 1.4% in Q2 and was thus back at pre-pan-
demic levels already in June. In tandem with the re-
covery, unemployment fell to 3% in July after hover-
ing around 4% in Q1 2021 and surpassing 10% at the
worst point last spring.

One of the top vaccination rates globally
Economic developments in the coming period will
probably continue to be affected by the virus. The
vaccines currently used may turn out to be less effec-
tive against new variants. If higher infection rates
lead to a sharp increase of hospital admissions, new
restrictions will likely be imposed — which will ad-
versely impact the economy.

However, Norway is in a good position with the vast
majority of adults wanting to be vaccinated and by
having one of the world's highest vaccination rates.
More than 90% of the adult population has received
at least one dose and most adults will soon be fully
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3.9%

Growth in mainland GDP
in 2021

2.5%

Registered unemploy-
ment rate at end-2021

1.5%

Norges Bank's policy rate
at end-2022

Source: Nordea estimates

vaccinated. Moreover, vaccination of 16-17-year-olds
will soon start. Given the high vaccination rate, there
are good chances that Norway will avoid new, na-
tionwide restrictions. The risk of an economic set-
back in Norway is therefore lower than in many other
countries where the population is not as eager to get
vaccinated. In addition, the mRNA vaccines used in
Norway are effective against the more infectious
Delta variant. While the effectiveness against symp-
tomatic infection is lower than for other virus vari-
ants, the vaccines still offer very good protection
against serious illness and death. Experience from Is-
rael, one of the first countries to vaccinate large parts
of its population, shows that a third booster dose
may be necessary to maintain a high degree of pro-
tection particularly among the most vulnerable pop-
ulation groups. Several countries have started giving
booster shots, and Norway will likely follow suit.

Given the worries over the spread of the Delta vari-
ant and other possible new mutations, we will prob-
ably have to live with certain restrictions for longer.
Particularly travel restrictions into Norway. The
travel industry and the cultural sectors that depend
on tourism are therefore unlikely to make a full return
to normality until a larger share of the global popu-
lation is fully vaccinated. This could take a long time.

NORWAY: MACROECONOMIC INDICATORS

EUR/NOK (end of period)

2019 2020 2021E  2022E 2023E

Real GDP (mainland), % y/y 23 -25 39 39 13
Household consumption 14 -6.9 50 8.0 35
Core consumer prices, % y/y 22 3.0 16 18 2.0
Annual wage growth 35 31 3.0 32 34
Unemployment rate (registered), % 37 46 36 24 23
Monetary policy rate, deposit (end of period) 150 0.00 0.50 150 175

9.87 10.47 10.30 9.90 9.80



A / GDP back at February level during the summer
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But otherwise Norwegians will probably be able to
return to an almost normal life.

Further upturn in sight

We expect economic activity to rise further and un-
employment to continue to fall once the last remain-
ing restrictions in Norway are lifted. Signals from the
authorities indicate that the last step of the reopen-
ing plan will be implemented in September when
large parts of the adult population are fully vac-
cinated. The scrapping of the one-metre rule will es-
pecially benefit cultural activities. Households still
have ample savings put aside that could be used for
consumption.

Last year, many businesses put investment plans on
hold due to high uncertainty. But now they plan to
carry them out. Investment growth in the mainland
economy will be boosted by the green transition and
ESG investments that will come underway.

Fiscal policy has played a key role during the corona-
virus crisis. The aid packages have been crucial in
keeping corona-impacted businesses afloat. Once
the economy is back to normal, public budget ex-
penditure will fall. This does not mean that the
budget will become less expansionary; it is rather a
reflection of the recovering economy. In an election
year like this year, the deficit may also quickly swell
by a few billion.

Labour market mismatch could lead to wage pres-
sure

As the economy continues to recover, unemployment
will gradually decline further to a more normal level.
After a couple of years of low real wage growth, a
stronger labour market will boost the bargaining
power of the trade unions. Hence, real wage growth

B / Unemployment will decline further
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will pick up in the coming years. Many businesses al-
ready find it difficult to recruit qualified labour, and
there is a record-high number of job vacancies, alt-
hough unemployment is still higher than before the
coronavirus outbreak. Growing mismatch problems
in the labour market could result in wage pressure at
a higher unemployment level than we have been
used to (see also the Norway theme article on page
23).

Inflation close to 2%

Headline inflation has this year been driven up by
significantly higher electricity and petrol prices than
last year. Gradually, the effect on price growth of the
high energy prices will fade. But global commodity
and input prices have continued to rise sharply due
to a combination of production bottlenecks, lack of
transportation capacity and increased demand.
Companies globally say they plan to increase prices
as their input costs have risen but also because the
economic recovery allows them to raise their mar-
gins. Higher import prices will push consumer prices
higher in Norway. This, coupled with higher wage
growth, suggests that headline inflation could hover
at close to 2% in coming years.

Whereas headline inflation has risen, core inflation
has fallen. The reason is lower growth in prices of im-
ported consumer goods, which in turn is due to the
fading effect of last spring’s weak NOK and the
NOK's subsequent strengthening. With a relatively
stable NOK exchange rate going forward, imported
inflation will gradually be driven by price growth in
other countries. At the same time, prospects of higher
wage growth and rents suggest that core inflation
will gradually move higher in the next few years.

A/

Powerful rebound in the
Norwegian economy over
the summer.

B/

Unemployment will re-
turn to normal levels in
early 2022.

“Growing
mismatch
problems in the
labour market
could result in
wage pressure at
a higher unem-
ployment level
than we have
been used to.”

Dane Cekov
Analyst, Norway
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C / Moderately stronger NOK
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EUR/NOK

Norges Bank ready to gradually normalise interest
rates

Norges Bank has long said that it wants to see clear
signs of economic conditions normalising before it
will gradually normalise interest rates. Those signs
became very clear in the spring and summer months.
Therefore it came as no surprise when Norges Bank
in June communicated that it was ready to gradually
hike the policy rate, with the first hike due in Septem-
ber. In line with our forecasts from May, the latest
rate path showed a likely policy rate move to 0.50%
by end-2021 and further up to 1.25% by end-2022.
We think the policy rate will be hiked further to 1.75%
during 2023. The policy rate will then approach what
Norges Bank calls a normal level.

The housing market rally is over

Housing prices rose sharply following Norges Bank's
rate cuts during the spring of last year. Lately, the
price trend has moderated somewhat, and in Oslo
prices have declined slightly. The rate cut effect has
probably faded, and home buyers have become
aware that interest rates will rise after the summer.
Viewed in isolation, this points towards lower hous-
ing prices. At the same time, wage growth will rise in
tandem with the labour market recovery. All in all,
this suggest a largely sideways trend in housing
prices in the next few years. The demand for new
housing remains at a high level. We therefore expect
new housing starts and residential investment to
continue to increase going forward.
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D / Norges Bank will hike rates after the summer
Norges Bank and Nordea, rate forecasts, %
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Risk of weaker NOK towards year-end

Norges Bank will be among the first central banks in
the western world to start normalising interest rates.
Many wonder whether Norges Bank can increase
rates while other central banks keep rates un-
changed. The only direct link between global interest
rate levels and the level in Norway is the NOK ex-
change rate. So far the NOK performance has been
much weaker than forecast by Norges Bank. The
NOK would therefore have to strengthen sharply to
ruin Norges Bank’s plan.

The NOK has weakened over the summer. Near term,
we expect a slightly lower EUR/NOK cross. Viewed
in isolation, Norges Bank's rate hikes would suggest
a somewhat stronger NOK. However, the NOK has
difficulty performing when the USD strengthens, and
we think that a benign trend in the US economy and
a more hawkish Fed will lead to USD appreciation.
Conseguently, we see very little downside in
USD/NOK and we lean rather in the direction that the
cross could move higher towards year-end. At the
same time, we cannot rule out a periodically higher
EUR/NOK if sentiment in the financial markets sours.
The NOK is not a safe-haven currency.

Kjetil Olsen

Nordea Chief Economist, Norway
kol@nordea.com

+47 2248 7788

L 4 @kol_olsen

Dane Cekov

Analyst
dane.cekov@nordea.com
+47 2401 2295

3 @DaneCekov
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The NOK has strength-
ened markedly since
March 2020. Most of the
decline is likely behind us.

D/
Norges Bank will hike
rates twice this year.

“The NOK
would have to
strengthen
sharply to ruin
Norges Bank's
plan.”

Kjetil Olsen
Nordea Chief Economist,
Norway



Mismatch in the labour market

Unemployment has declined rapidly in step with the reopening of society, but a larger
amount of people are still without jobs than before the coronavirus crisis. At the same time,
new job vacancies have risen sharply. This suggests that low demand is not the reason
behind the high number of unemployed workers. Growing mismatch in the labour market
could result in wage pressure at a higher unemployment level than we have been used to.

During the coronavirus crisis economic activity has been
held back by restrictions to contain the spread of the vi-
rus. Especially parts of the services sector including ho-
tels and restaurants, travel and transport, and culture
have been hit by restrictions and bans. Many were put
on furlough and only returned to work after the re-
strictions were lifted. Restrictions on travel to Norway
have also hit sectors that have not been locked down
but are highly dependent on foreign labour. Labour
shortages in manufacturing, construction, and parts of
the agricultural sector, have made it difficult to meet de-
mand. While in the healthcare sector, demand for labour
has increased as a result of the health crisis.

The coronavirus crisis differs sharply from previous eco-
nomic crises. The formerly strong link between demand
for goods and services and the unemployment level

A / Growing mismatch in the labour market
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has weakened. Both in Norway and internation-
ally we see increased mismatch between the
gualifications and wishes of those who are still out
of work and the qualifications that employers
seek.

The increasing mismatch in the labour market is a
direct consequence of the coronavirus restrictions.
It is therefore reasonable to believe that the prob-
lems will diminish when the remaining restrictions
are eased and lifted. But the problems will not en-
tirely disappear. Many who have been on furlough
for a long time may have decided to change ca-
reers during the pandemic. Employers may there-
fore struggle to recruit people with the right skills
even after the restrictions are lifted. And the virus
is still among us. It may take a long time before
e.g. tourism is back at pre-crisis levels. Many peo-
ple will probably have to adapt and learn new
skills. This takes time.

The effects of the growing mismatch are twofold:
First, it may take longer to bring unemployment
down to pre-crisis levels despite strong overall la-
bour demand. Second, wage pressures may
emerge, leading to stronger wage growth at a
higher unemployment level than before. The nat-
ural rate of unemployment (or NAIRU) may have
risen. Overall, the mismatch issues in the labour
market can result in higher wage growth and, in
turn, higher interest rates than we currently fore-
see.
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“The natural rate
of unemploy-
ment may have
risen.”

Kjetil Olsen
Nordea Chief Economist
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HIGHLIGHTS . Economic recovery in Finland accelerated during the summer * Higher employment supports consumption ¢ Availability of labour is
holding back economic growth « Inflation picked up in the first half of the year ¢ Manufacturing sector is starting to invest * Housing market is finding

a balance ¢ Public finances will not balance without reforms

FINLAND

Growing pains

The Finnish economy will continue its strong recovery this year and next. The
economic recovery has improved employment rapidly, but a labour shortage is
already holding back growth. The manufacturing sector is starting to invest on
the back of strong growth in its order books. The public finances will face chal-
lenges in terms of fiscal policy as well as structural policy.

The economy continues to recover

The economic recovery in Finland picked up over the
summer, as second-quarter GDP grew by 2.1% from
the previous quarter and 7.5% year-on-year, exceed-
ing its pre-coronavirus crisis level.

The service sectors in particular have seen brisk
growth since the spring when coronavirus re-
strictions began to be lifted. The construction sector,
meanwhile, has been boosted by continued strong
demand in the housing market. Growth in world
trade has brought a slew of export orders for the
manufacturing sector, triggering new investment.

The swift recovery of the economy has also quickly
improved the employment situation. There are now
a record number of job vacancies, and a shortage of
skilled labour has begun limiting economic growth
potential. We delve into the labour market condi-
tions in more detail in our Finland theme article on
page 27.

The economic recovery is expected to persist
through the autumn, albeit at a slightly slower pace
than in the summer. We forecast that the economy
will grow by 3.5% this year and 3% in 2022. In 2023,
we expect GDP growth to slow down to 2% as the
period of recovery comes to an end. The coronavirus
vaccination programme has eased the load on hos-
pitals even though the spread of the delta variant
sharply increased infections by the end of the sum-
mer. The fear of contagion is making consumers
more cautious. The risks related to the coronavirus
have therefore not disappeared from the economy
even though they have somewhat abated.
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3.5%

Our forecast for GDP
growth in 2021

12.7%

Employment rate trend
in July 2021

2.0%

Our forecast for the public
sector deficit of GDP in
2023.

Source: Nordea and Macrobond

Economic growth after the pandemic

Following the recovery, and beginning from next
year, tried-and-tested means will once again be
needed to maintain economic growth: people, ideas
and businesses.

There are plenty of people in the world, and Finland
should increase its efforts to attract foreign labour.
In addition, efforts should be made to better involve
the large reserve of unemployed and people out-
side the labour market in the employment. The cure
for this is more systematic adult education and var-
jous reforms that improve incentives for those on
social security. As businesses and academic institu-
tions create new ideas, a sufficient amount of public
funds should be invested in them because their
benefits in terms of higher productivity outweigh
their costs. To invest in Finland, companies also
need predictable and competitive regulation and
taxation, which, along with skilled labour, are im-
portant advantages when it comes to global com-
petition.

Domestic consumption makes a comeback
Households have been consuming actively over the
summer, as reflected by the improved conditions in
the service sectors. The increase in domestic travel
over the summer brought a welcome pickup in
sales for the hotel, restaurant and culture sectors

FINLAND: MACROECONOMIC INDICATORS

2019 2020 2021E  2022E  2023E

Real GDP, % y/y

Consumer prices, % y/y
Unemployment rate, %

Wages, % y/y

Public sector surplus, % of GDP
Public sector debt, % of GDP

ECB deposit interest rate (at year-end
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A/ Production is on the rise in all the main sectors
Business confidence indicators
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B/ The labour market will recover quickly

Trend in employment rate and unemployment rate
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Domestic card payments for services increased in
July clearly above the level seen before the corona-
virus crisis, although in August this growth slightly
levelled off following the end of the holiday season
and the spread of the delta variant.

Consumer confidence is still high and the quick re-
covery in employment has increased the wage bill,
which is up by 6.5% compared to two years ago. De-
spite the growth in consumption, the household
savings rate is still elevated, so there is plenty of
room for further growth. Private consumption is
forecast to grow by 3.2% this year and 3.5% next
year.

Consumer prices are on the rise

Rising inflation will curb some of the growth in pur-
chasing power. In July, consumer prices rose by 1.9%.
Inflation has accelerated on the back of a rise in the
prices of oil products and living expenses as well as
higher taxes on alcohol and tobacco. So far, the
prices of other goods and services have risen mod-
erately, but growing demand, a tightening labour
market and higher transportation costs are likely to
increase prices for these items as well.

The upcoming wage negotiations this autumn will
have a profound impact on long-term inflation and
the competitiveness of the export sector. If wages
are raised more than in competitor countries and to
an extent that would also exceed the growth in
productivity, Finland's exports will become less com-
petitive and inflation will rise. However, we forecast
that the outcomes of the wage negotiations will be
moderate, and next year wages will rise by 2.2% and
consumer prices by 1.7%.
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Manufacturing sector embarking on an
investment programme

Global economic growth has been a powerful
driver of Finnish exports this year. Order books in
the manufacturing sector have already exceeded
their pre-coronavirus crisis volumes. Despite a mi-
nor slow patch in the spring, growth in exports is
forecast to continue through the rest of the year.
The growth in manufacturing output is broad-
based, with the metal industry faring the best
overall, although the forest industry too has en-
joyed growth this year. Logistical problems and a
shortage of components and other production in-
puts have limited production somewhat in Fin-
land, as elsewhere.

The capacity utilisation rate in the manufacturing
sector is now as high as 88%, so there isn't much
room for growth without additional investment.
In fact, businesses have already launched some
investments this year, and strong demand and
very favourable financing terms are likely to ac-
celerate investment next year. Investments will
also be supported next year and in 2023 by fund-
ing from the EU’s recovery fund. Investments in
clean energy generation, in particular, are clearly
on the rise. More than 200 wind turbines will be
built in Finland this year, worth more than one bil-
lion euros in total. In addition, the construction of
a bioproduct mill in Kemi and a battery materials
plant in Vaasa are projects that will provide
plenty of employment in the construction stage
and create new production capacity once they are
finished.

Housing market is finding a balance

Homes were sold at a record pace in the first half
of the year, and their prices rose across the coun-
try. Prices have risen the most in the growth
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A/

All sectors have recovered
rapidly from the recession
caused by the coronavirus.

B/

The labour market will
continue to recover this
year. The employment
rate is expected to reach
73%.

“"Beginning
from next year,
tried-and-
tested means
will once again
be needed to
maintain
economic
growth.”

Juho Kostiainen
Economist



C / Home sales are levelling off
Number of home sales in a month, seasonally adjusted
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centres, as well as in their suburbs, where detached
houses in particular have been selling at much higher
prices than before. Demand in the housing market is
expected to cool off by the end of the year. The num-
ber of transactions slightly levelled off in July while
at the same time there was a slight uptick in the num-
ber of homes listed for sale.

New housing starts already began growing in au-
tumn last year. The growth in production has contin-
ued this year, and as a result, a much higher number
of new homes will be completed this year than in the
previous few years. In the growth centres, the num-
ber of new homes is outpacing population growth,
which will moderate increases in home prices. Higher
employment and the persistent low interest rates will
continue to support the housing market in the future.

There are still more rental flats on offer than nor-
mally, especially in university cities, and rents have
risen moderately this year. As higher education insti-
tutions return, at least partially, to contact teaching
and employment conditions in the service sectors im-
prove rapidly, there will be more demand for rental
flats, which will balance the rental market.

The volume of office and commercial construction
remains about 40% below pre-pandemic levels. The
return of workers to the office is being delayed, so
there is a limited need for new business premises.
The volume of industrial and logistics construction,
on the other hand, is already close to what it was two
years ago. The biggest growth has occurred in recre-
ational construction, with an increase of up to 60%
compared to two years ago, but as a whole, the seg-
ment is small in the construction sector.
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D / Government deficit remains large
Government revenues & expenses, 12-month moving annual total
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Public finances will not balance without reforms
The public sector deficit grew t0 5.4% of GDP last year,
almost all of which came from the central govern-
ment's finances. This year, the government’s finances
will be in better shape as the pick-up in the economy
has increased tax revenues and lower unemployment
has decreased the costs arising from social transfers.
The public sector deficit is forecast to be 3.5% of GDP
this year and public debt is estimated to rise t0 70.2%
of GDP. Next year, the deficit will shrink further, alt-
hough it will remain much bigger than it was before
the coronavirus crisis. This despite the fact that the
rest of the economy will have almost fully rebounded
from the damage caused by the crisis. The proposal of
the Ministry of Finance for next year's state budget is
EUR 6.7 billion on deficit. The budget is stimulative, as
the government decided in its budget framework ses-
sion in the spring to increase government spending by
EUR 900 million above the spending limit next year.
As the economy is rapidly returning towards its poten-
tial output, there are few good reasons to continue
with an expansionary fiscal policy next year, especially
when the increase in expenses is more due to perma-
nent costs than investments that increase productiv-
ity.

The government is still able to take on very cheap
debt, so the financial markets will not force it to adjust
its finances. However, the ageing population will pose
great challenges to the public finances, so it would be
wise to start balancing the budget when the economy
is doing well.

Juho Kostiainen .
Economist 23
juho.kostiainen@nordea.com ‘\

W @JuhoKostiainen
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Home sales are slightly
falling from their peak
levels, but improving
employment and low
interest rates will
continue to support the
housing market.

D/

The government budget
deficits are shrinking, but
the public finances will
not be balanced without
sweeping reforms.



Labour market rollercoaster

Employment has recovered quickly from the shock caused by the coronavirus, and there
are already more job vacancies than before the crisis. At the same time, unemployment
has remained high. There appears to be a mismatch between supply and demand in the
labour market that will hamper the economy’s growth potential, requiring swift structural

reforms.

The employment rate in Finland deteriorated rapidly in
spring 2020. The furlough system was used extensively,
and the number of people furloughed or unemployed
exceeded 400,000 at its highest. However, the number
of furloughed employees dropped quickly, and it contin-
ued to decrease this spring on the back of improved
conditions in services. That said, the number of people
registered as unemployed is still approx. at 300 000.

Employment has increased rapidly this year. In June, the
employed labour force numbered 2,677 million, or ap-
proximately the same figure as in 1989 and 2008 at the
peak of those economic upswings. The employment
rate has risen to as high as 72.7%. The unemployment
rate, on the other hand, has declined more slowly, meas-
uring 7.9% in July. This means that there has been a flow
of people into the labour market from outside.

The labour participation rate has increased the most
among those aged over 55, an age group that has seen
a continuous rise for two decades as the retirement age
has been increased and early retirement options have
been removed. Participation rates have likewise in-
creased in younger age groups this year — women aged
24-35, in particular, have seen an increase of almost
5 percentage points. The reason for this is primarily the
improvement in service sector employment, as well as
the drop in the birth rate in recent years and the finan-
cial incentives created by cuts to the child home care al-
lowance. The increase in the labour force participation
rate is positive for the growth prospects of the Finnish
economy.

As the economy recovered, the number of job vacancies
soared in the first half of the year. In July, there were
70,000 job vacancies, a much higher figure than what it

A / Mismatch between vacancies and the unemployed
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was pre-coronavirus. The highest number of job
vacancies can be found in the customer service,
health care and construction sectors. As many as
a third of service and construction sector compa-
nies report that the availability of labour is limiting
growth in their business.

The problems with labour availability have
emerged sooner than expected, and a similar sit-
uation exists in the other Nordic countries. For ex-
ample, in the restaurant sector, some of the work-
force has moved to other sectors in hopes of find-
ing more secure employment. Similarly, travel re-
strictions have reduced the availability of foreign
workers in the construction sector. Therefore,
some of the labour market mismatch is probably
temporary, as workers will eventually be allocated
to new jobs, and foreign labour will be able to
make up for the labour deficit.

However, a part of the mismatch is structural and
can only be fixed through structural reforms in the
labour market. The removal of the additional pe-
riod of unemployment as a path to retirement will
increase incentives for those over 60 to work, as
will the annual four-month increase to the retire-
ment age. Yet, more needs to be done to encour-
age the unemployed, especially those without a
post-elementary school qualification, to study in
fields for which there is high demand in the labour
market. Improving incentives for those receiving
unemployment benefits and allowing local agree-
ments on flexibility at workplaces should also be
some of the measures to improve economic
growth potential.

The government will be unable to support more
than 200,000 unemployed in the coming years
when at the same time the costs of caring for the
elderly will eat up an increasing share of public
resources. There is an urgent need for labour mar-
ket reforms, and now that the country faces a la-
bour shortage, they should be much easier to pass
than in a recession. Without these reforms, Fin-
land faces extensive cuts to public services or

sharp increases in taxation.
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“Reforms are
needed to fix the
labour market
mismatch.

Juho Kostiainen
Economist
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KEY FIGURES

Real GDP, % y/y

Consumer prices, % y/y

2019 2020 2021E 2022E 2023E 2019 2020 2021E 2022E 2023E
World" 2.8 -33 55 5.1 41 World"” 37 BI5 38 32 29
Advanced economies 1.8 -39 55 3.8 24 Advanced economies 1.4 0.7 2.6 2.0 1.8
USA 22 -35 6.2 43 23 USA 18 12 43 3.0 23
Euro area 14 =55 5.0 4.0 25 Euro area 12 0.3 21 1.5 15
Japan 0.7 -5.1 25 2.6 12 Japan 0.5 0.0 0.1 0.7 0.7
Denmark 21 -2.1 33 2.7 22 Denmark 0.8 0.4 14 1.5 1.7
Norway 23 2115 39 39 13 Norway 22 13 31 1.6 1.7
Sweden 2.0 -3.0 45 35 2.0 Sweden 1.8 0.5 1.8 1.7 13
UK 15 -10.1 6.8 54 2.0 UK 1.8 0.9 1.5 1.9 2.0
Germany 1.1 -49 35 5.0 2.0 Germany 1.4 0.4 0.4 22 15
France 1.8 -8.0 6.0 4.0 25 France 13 0.5 0.5 1.1 13
Italy 0.3 -89 55 4.0 25 Italy 0.6 -0.1 -0.1 0.8 1.0
Spain 2.0 -10.8 6.5 6.0 BI5 Spain 0.7 -0.3 -0.3 1.0 15
Finland 13 -2.9 35 3.0 2.0 Finland 1.0 0.3 1.9 17 1.7
Baltics 3.8 -2.1 34 40 34 Baltics 24 04 17 2.1 2.0
Emerging economies 37 =212 5.8 57 52 Emerging economies 54 5.6 47 4.0 37
China 6.1 23 8.1 5.6 55 China 2.9 24 12 1.9 19
Russia 1.3 -35 35 25 21 Russia 45 34 45 34 38
India 42 -75 8.8 83 6.8 India 48 6.2 49 4.1 3.9
Brazil 1.1 -4.5 52 22 23 Brazil 37 32 4.6 4.0 31
Poland 45 =27 35 45 4.0 Poland 23 34 32 25 25
Rest of World 2.3 -3.5 37 55 4.8 Rest of World 6.2 6.6 6.0 4.8 44
1) Weighted average of 186 countries. The weights are calculated from PPP-adjusted GDP-levels.

Source: IMF, Bloomberg and Nordea estimates

Public sector balance, % of GDP Current account, % of GDP

2019 2020 2021E 2022E 2023E 2019 2020 2021E 2022E 2023E
USA -5.7 -15.8 -15.0 -6.1 -4.6 USA -22 -3.1 -39 -3.1 -25
Euro area -0.6 -72 -8.0 -3.8 =23 Euro area 23 23 2.8 2.7 2.8
Japan =54l -12.6 -9.4 -3.8 5255 Japan 37 33 36 32 33
Denmark 41 -0.6 0.0 09 14 Denmark 87 83 75 74 7.6
Sweden 0.6 -2.8 -1.8 -0.6 -0.4 Sweden 52 56 6.1 55 6.0
UK =23 -134 -11.8 -6.2 -4.0 UK -3.1 -3.9 -3.9 -4.0 -3.8
Germany 15 -4.2 -7.5 -2.5 0.4 Germany 71 71 7.6 7.0 7.0
France -3.1 -9.2 -85 -4.7 -3.8 France -0.7 =218 =2H1 -1.8 =112
Italy -1.6 -9.5 -1.7 -5.8 -3.8 Italy 3.0 3.6 35 34 33
Spain -29 -11.0 -76 =52 -49 Spain 21 0.7 1.0 1.9 1.8
Finland -0.9 -5.4 -35 -25 -2.0 Finland -0.3 0.7 0.8 0.7 0.7
Baltics 0.0 -6.3 55 -2.9 -1.8 Baltics 1.9 45 33 23 13
China -6.3 -11.4 -9.6 -87 -79 China 1.0 2.0 1.6 13 11
Russia 1.9 -4.1 -0.8 -0.3 -0.5 Russia 38 22 39 33 31
India -7.4 -12.3 -10.0 -9.1 -84 India -0.9 1.0 -1.2 -1.6 -1.7
Brazil -5.9 -134 -8.3 =72 -73 Brazil =27 -0.9 -0.6 -0.8 -1.2
Poland -0.7 -8.2 -4.7 26 -2.9 Poland 0.5 35 2.0 13 0.7

Source: IMF and Nordea estimates
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Monetary policy rates, %

KEY FIGURES

Monetary policy rate spreads vs Euro area, %-points

31.8.21 3M 30.6.22 31.12.22 31.12.23 31.8.21 3M 30.6.22 31.12.22 31.12.23
us* 0.25 0.25 0.25 0.50 125 us 0.75 0.75 0.75 1.00 1.75
Japan -0.10 -0.10 -0.10 -0.10 -0.10 Japan' -0.35 -0.35 -0.35 -0.60 -1.35
Euro area -0.50 -0.50 -0.50 -0.50 -0.50 Euro area = = - - -
Denmark -0.50 -0.50 -0.50 -0.50 -0.50 Denmark 0.00 0.00 0.00 0.00 0.00
Sweden 0.00 0.00 0.00 0.00 0.00 Sweden 0.50 0.50 0.50 0.50 0.50
Norway 0.00 0.25 1.00 1.50 175 Norway 0.50 0.75 1.50 2.00 225
UK 0.10 0.10 0.35 0.35 0.60 UK 0.60 0.60 0.85 0.85 1.10
Switzerland -0.75 -0.75 -0.75 -0.75 -0.75 Switzerland -0.25 -0.25 -0.25 -0.25 -0.25
Poland 0.10 0.10 0.50 0.75 150 Poland 0.60 0.60 1.00 125 2.00
China 3.85 3.85 3.60 3.60 3.60 China 4.35 4.35 4.10 4.10 4.10

1) Spread vs USA

3-month rates, % 3-month spreads vs Euro area, %-points

31.8.21 3M 30.6.22 31.12.22 31.12.23 31.8.21 3M 30.6.22 31.12.22 31.12.23
us 0.13 0.15 0.35 0.65 135 us 0.68 0.70 0.90 1.20 1.90
Euro area -0.55 -0.55 -0.55 -0.55 -0.55 Euro area - - - - -
Denmark -0.21 -0.25 -0.30 -0.30 -0.35 Denmark 0.34 0.30 0.25 0.25 0.20
Sweden -0.01 0.00 0.00 0.05 0.05 Sweden 0.54 0.55 0.55 0.60 0.60
Norway 0.42 0.85 1.40 1.75 2.25 Norway 0.97 1.40 1.95 2.30 2.80
10-year government benchmark yields, % 10-year yield spreads vs Euro area, %-points

31.8.21 3M 30.6.22 31.12.22 31.12.23 31.8.21 3M 30.6.22 31.12.22 31.12.23
us 124 1.60 2.00 2.30 2.60 us 173 190 210 220 220
Euro area -0.49 -0.30 -0.10 0.10 0.40 Euro area - - - - -
Denmark -0.18 -0.05 0.15 0.30 0.60 Denmark 0.31 0.25 0.25 0.20 0.20
Sweden 01 0.50 0.57 0.70 0.95 Sweden 0.60 0.80 0.67 0.60 0.55
Norway 1.28 1.55 2.00 210 2.20 Norway 177 1.85 2.10 2.00 1.80
Exchange rates vs EUR Exchange rates vs USD

31.8.21 3M 30.6.22 31.12.22 31.12.23 31.8.21 3M 30.6.22 31.12.22 31.12.23
EUR/USD 118 116 112 1.1 110 =
EUR/JPY 129.9 1299 125.4 1277 126.5 USD/JPY 109.8 112.0 112.0 115.0 115.0
EUR/DKK 7.44 7.44 7.44 7.45 7.45 USD/DKK 6.29 6.41 6.64 6.71 6.77
EUR/SEK 10.16 10.40 10.30 10.20 10.10 USD/SEK 8.60 8.97 9.20 9.19 9.18
EUR/NOK 10.24 10.30 10.00 9.90 9.80 USD/NOK 8.66 8.88 8.93 8.92 8.91
EUR/GBP 0.86 0.85 0.84 0.83 0.82 GBP/USD 138 1.36 133 134 134
EUR/CHF 1.08 1.07 1.07 1.10 110 USD/CHF 0.92 0.92 0.96 0.99 1.00
EUR/PLN 4.55 4.52 4.45 4.40 4.35 USD/PLN 3.85 3.90 3.97 3.96 3.95
EUR/RUB 86.66 84.00 82.00 81.50 84.00 USD/RUB 73.28 7241 73.21 73.42 76.36
EUR/CNY 7.64 7.54 7.62 7.66 7.65 USD/CNY 6.46 6.50 6.80 6.90 6.95

* Upper part of target range
Source: Nordea estimates

The appendix with a full overview of macroeconomic indicators for the Nordics is available in the electronic version of the Nordea Eco-

nomic Outlook. You can download it from http://corporate.nordea.com
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APPENDIX

Appendix

SWEDEN: Macroeconomic indicators

2018 (SEKbn) 2019 2020 2021E 2022E 2023E
Private consumption 2,206 0.7 -47 4.4 5.0 2.0
Government consumption 1,258 03 -0.6 3.2 21 1.0
Fixed investment 1,216 -0.3 -04 5.7 37 1.0
- industrial investment 175 -4.2 -6.0 8.8 5.6 -0.2
- residential investment 252 -6.5 33 73 12 -29
Stockbuilding* 40 -0.1 -0.7 0.1 0.0 0.0
Exports 2,206 6.0 -4.6 8.0 4.7 35
Imports 2,098 21 -57 8.1 5.7 3.0
Real GDP, % y/y 2.0 -2.8 4.6 35 1.8
Real GDP (calendar adjusted), % y/y 2.0 -3.0 45 35 2.0
Nominal GDP (SEKbn) 4,828 5,050 4,983 5,342 5,609 5,800.8
Unemployment rate (SPES), % 7.0 85 79 6.9 6.7
Employment (KS), % y/y 11 -1.2 1.1 17 0.6
Consumer prices, % y/y 1.8 0.5 1.8 17 13
Underlying prices (CPIF), % y/y 17 0.5 21 17 13
Hourly earnings (NMO), % y/y 26 2.1 3.0 27 3.0
Current account balance (SEKbn) 261.8 280.6 3237 310.0 348.6
Current account balance, % of GDP 5.2 5.6 6.1 55 6.0
Trade balance, % of GDP 39 4.8 46 45 5.0
General gov. budget balance (SEKbn) 28.6 -140.6 -94.7 -32.7 -20.9
General gov. budget balance, % of GDP 0.6 -2.8 -1.8 -0.6 -0.4
General gov. gross debt, % of GDP 349 39.7 376 345 334
Monetary policy rate (end of period) -0.25 0.00 0.00 0.00 0.0
USD/SEK (end of period) 9.36 8.21 8.97 9.19 9.18
EUR/SEK (end of period) 10.51 10.04 10.40 10.20 10.10

* Contribution to GDP growth (% points)
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DENMARK: Macroeconomic indicators

APPENDIX

2018 (DKKbn) 2019 2020 2021E 2022E 2023E
Private consumption 1,059 1.2 -1.3 2.0 43 2.8
Government consumption 547 15 -1.7 4.0 -0.5 0.2
Fixed investment 490 0.1 51 8.0 54 2.8
- government investment 76 -1.6 9.8 42 -0.3 -2.0
- residential investment 109 47 10.1 127 1.0 -1.5
Stockbuilding™ 16 -0.2 -0.1 0.0 0.0 0.0
Exports 1,274 5.0 -7.0 43 52 45
Imports 1,136 3.0 -4 52 6.6 47
Real GDP, % y/y 21 -2.1 33 27 22
Nominal GDP (DKKbn) 2,253 2,318.0 2,329.6 2,4431 2,549.2 2,648.1
Unemployment rate, % 3.6 4.6 39 32 2.8
Gross unemployment level, '000 persons 104.1 1314 113.3 95.9 839
Consumer prices, % y/y 0.8 0.4 1.4 15 1.7
Hourly earnings, % y/y 25 23 26 2.8 3.0
Nominal house prices, one-family, % y/y 3.0 45 121 3.0 1.0
Current account balance (DKKbn) 202.9 191.9 185.0 190.0 200.0
Current account balance, % of GDP 8.7 83 75 74 7.6
General gov. budget balance (DKKbn) 94.2 -14.0 0.0 23.0 36.0
General gov. budget balance, % of GDP 4.1 -0.6 0.0 0.9 14
General gov. gross debt, % of GDP 336 421 393 38.9 379
Monetary policy rate, deposit (end of period) -0.8 -0.6 -0.5 -0.5 -0.5
USD/DKK (end of period) 6.7 6.1 6.4 6.7 6.8
EUR/DKK (end of period) 75 74 7.4 7.4 7.5

* Contribution to GDP growth (% points)
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APPENDIX

NORWAY: Macroeconomic indicators

2018 (NOKbn) 2019 2020 2021E 2022E 2023E
Private consumption 1,527 1.4 -6.9 5.0 8.0 35
Government consumption 826 19 17 3.0 2.0 15
Fixed investment 850 4.8 -3.8 1.3 15 35
- gross investment, mainland 689 4.0 -4.1 2.6 2.6 21
- gross investment, oil 153 12.6 -41 -4.0 -3.0 10.0
Stockbuilding™ 146 0.0 -1.0 0.2 0.1 0.0
Exports 1,349 05 -05 3.0 55 45
- crude oil and natural gas 569 -43 101 1.0 6.0 5.0
- other goods 410 4.6 =22 7.0 5.0 4.0
Imports 1,146 47 -11.9 45 10.0 4.0
Real GDP, % y/y 3,554 0.9 -0.8 37 35 1.6
Real GDP (Mainland), % y/y 2,935 23 -25 3.9 39 13
Registered unemployment rate, % 37 4.6 36 24 23
Consumer prices, % y/y 22 13 3.1 1.6 17
Core consumer prices, % y/y 22 3.0 1.6 1.8 2.0
Annual wages, % y/y 35 31 3.0 32 34
Monetary policy rate, deposit (end of period) 1.50 0.00 0.50 1.50 1.75
USD/NOK (end of period) 8.79 8.56 8.93 8.92 891
EUR/NOK (end of period) 9.87 10.47 10.30 9.90 9.80

* Contribution to GDP growth (% points)
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FINLAND: Macroeconomic indicators

2018 (EURbN) 2019 2020 2021E 2022E 2023E
Private consumption 123.9 07 -47 32 35 12
Government consumption 535 2.0 0.5 29 0.6 17
Fixed investment 56.2 -1.6 -0.7 21 41 35
Exports 89.8 6.8 -6.7 29 53 35
Imports 92.7 23 -6.4 3.0 5.6 32
Real GDP, % y/y 13 -2.9 35 3.0 2.0
Nominal GDP (EURbn) 2335 240.1 236.2 249.0 260.6 2705
Unemployment rate, % 6.7 7.8 7.8 6.8 6.4
Industrial production, % y/y 26 -0.4 3.0 2.0 2.0
Consumer prices, % y/y 1.0 03 1.9 17 1.7
Hourly earnings, % y/y 21 2.0 22 22 2.4
Current account balance (EURbnN) -0.8 17 2.0 1.8 1.8
Current account balance, % of GDP -0.3 0.7 0.8 0.7 0.7
Trade balance (EURbnN) 23 3.0 3.0 2.0 2.0
Trade balance, % of GDP 1.0 13 12 0.8 0.7
General gov. budget balance (EURbn) 23 -12.9 -8.7 -6.6 -5.5
General gov. budget balance, % of GDP -0.9 -5.4 -35 -2.5 -2.0
General gov. gross debt (EURbn) 142.9 164.3 174.8 184.6 1933
General gov. gross debt, % of GDP 595 69.2 70.2 70.8 71.5
Monetary policy rate (end of period) -0.5 -0.5 -0.5 -0.5 -0.5
EUR/USD (end of period) 1.1 12 12 1.1 1.1

* Contribution to GDP growth (% points)
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