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“It remains an
open question
whether central
banks will man-
age to administer
Just the right dose
of monetary pol-
icy tightening to
lower inflation
without a hard
landing of the
economy.”

Helge J. Pedersen
Nordea Group Chief Econo-
mist
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“"Central banks
will likely end
rate hikes as
early as this
summer and

then stay side-
lined.”
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Editonal

The global economy got off to a good start in 2023, driven by a sharp fall in energy prices, strong la-
bour markets and the reopening of the Chinese economy. This doesn’t mean that growth prospects
have improved significantly since the winter, though. Inflation is still high, and monetary policy must
be tightened further. The need for a rapid green and digital transition coupled with sharply rising de-
fence spending will change global demand over the coming years.

The global economy got off to a good start
in 2023. The sharp fall in energy prices, the
surprisingly rapid reopening of the Chinese
economy and the fact that the war in
Ukraine has not spread have all provided
the backdrop for an increase in confidence
indicators for businesses and households
globally.

However, that said, it is mainly the services
sector that benefits from better conditions.
Consumers have a pent-up need for leisure
activities after the pandemic, while the
manufacturing sector is more affected by
the high inflation and rising interest rates.

That's why we have not found any reason
to revise down our forecast for the global
economy very much. We still expect global
growth in the region of 3% this year,
whereas 2024 will see slightly weaker
growth. But this forecast is subject to a lot
of uncertainty, not least related to the sig-
nificant monetary policy tightening. It thus
remains an open question whether central
banks will manage to administer just the
right dose of monetary policy tightening to
lower inflation without a hard landing of
the economy.

Also, the geopolitical situation is unstable
to put it mildly. There is still a risk that the
war in Ukraine could escalate and that ten-
sions between the US and China will in-
crease the risk of a fresh upsurge of the
trade war between the two superpowers.

The strong demand for services has been
decisive for the labour markets’ surprising
resilience to monetary policy tightening.
Consequently, unemployment is still record
low basically everywhere and the demand
for labour is strong.

The result is historically high wage growth
in many countries over the coming years,

increasing the risk that high inflation will
take hold; there are already signs that infla-
tion will be more stubborn than previously
expected.

For while headline inflation is falling
sharply thanks to lower energy prices, un-
derlying inflation — core inflation — is more
stubborn and causing growing concern
among central banks. Monetary policy eas-
ing is therefore not expected until core in-
flation is also under control and approach-
ing the 2% target. This will most likely hap-
pen in 2024 at the earliest.

It should also be noted that commercial
banks have tightened loan conditions for
households and businesses in these uncer-
tain times. The stricter loan conditions rein-
force the impact of interest rate hikes on
lending. It also means that central banks
will likely end rate hikes as early as this
summer and then stay sidelined, knowing
that the effect of monetary policy tighten-
ing will not be fully reflected in the real
economy until year-end.

While monetary policy has a dampening ef-
fect on economic activity, fiscal policy has
the opposite effect. Crisis packages, accel-
eration of the green and digital transitions
and steeply rising defence spending are in-
creasingly making demands on society's re-
sources. This unavoidably happens at the
expense of demand in the private sector,
where spending as well as investment ac-
tivity are expected to abate due to perma-
nently higher inflation and interest rate lev-
els than before the pandemic and the war
in Ukraine.

The same pattern will likely emerge in the
Nordic countries, which are incidentally
among those economies that made it
through the pandemic most unscathed. But

economic activity is also slowing down in
the Nordic countries, and near term the
greatest uncertainty is related to the effect
of high inflation and monetary policy tight-
ening. This cocktail is severely affecting
property and retail markets everywhere,
not least in Sweden.

On the other hand, these sectors also had
glory days during the pandemic, but none-
theless had to face a slowdown at some
point. To which extent the rest of the econ-
omy will follow suit largely depends on the
resiliency of the labour markets. As noted
earlier, labour markets have proven to be
very robust so far, but it must again be
pointed out that it usually takes several
quarters before monetary policy changes
fully impact the real economy.

However, long term, there is reason for op-
timism in the Nordic countries, which have
a comparative advantage in the green and
digital transition and can boast very strong
macroeconomic balance sheets, including
good public finances. This provides strong
support during these uncertain times.

Helge J. Pedersen

Group Chief Economist
helge.pedersen@nordea.com
+45 5547 1532

’@helgej pedersen

]
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HIGHLIGHTS - Inflation continues to be too high « It remains to be seen whether central banks are able to deliver a soft landing ¢ Post-COVID rebound
in China is strong < Further rate hikes are still needed ¢ Dollar dominance is over

GLOBAL AND FINANCIAL MARKETS OVERVIEW

Stubborn inflation

China is now one of the bright spots in the global economy thanks to its post-COVID
rebound. Developed economies, however, continue to fight against inflation, which is still
too high. As central banks tighten their monetary policy it remains to be seen whether
they will be able to deliver a soft landing or if many economies will slide into a recession.
There are still factors favouring higher bond yields, while the best days for the USD are

likely behind us for now.

The global economic outlook is dominated by the same
theme as in our winter forecast. Inflation continues to be
rising too fast in the developed economies and the
question remains whether the central banks will be able
to bring inflation down without causing a deep reces-
sion and high unemployment. In our view, inflationary
pressures are still strong and central banks are not yet
done with their policy tightening; which means that
growth prospects continue to be sluggish in the devel-
oped economies. The tightening may cause further wor-
ries in the banking sector and it hurts sectors like man-
ufacturing and construction, while at the same time the
short-term outlook is much stronger in ser-vices where
the post-COVID rebound continues.

In China the post-COVID rebound has been strong, and
our 6% growth forecast for 2023 is still valid. However,
as growth is currently concentrated in the service sec-
tor, the positive spillover to the global economy is lim-
ited.

Lower energy prices, but spikes can occur

European energy prices have come down from their
2022 heights and are now back in more normal price
ranges. In April, oil prices traded around USD 80/barrel,
while European gas prices have traded around USD
70/barrel when measured in oil barrel equivalents. The
energy situation in Europe now looks much better than
a year ago, with ample gas storage levels going into the
summer refilling season. While energy price spikes can-
not be ruled out, we expect European energy prices to
be lower in 2023 than last year. As for oil prices, we ex-
pect a level of around USD 90/barrel towards the year-
end due to the continued reopening of China’s economy
and OPEC’s desire for higher oil prices.
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Core inflation still stubbornly high

Core inflation has continued to be higher than we ex-
pected in our winter forecast in most western econo-
mies. The decline in headline inflation has been almost
entirely due to low energy prices, and the broader price
pressures are still strong. Especially in the Euro area,
monthly changes have continued to be robust in both
service and non-energy industrial goods prices, which
has boosted annual core inflation numbers to record-
high levels.

Looking ahead, the declining global price pressures in
e.g. logistics, energy and raw materials are expected to
finally slow down goods price inflation also in the Euro
area — a development already seen in the US where the
price of many goods rose rapidly during the pandemic
but has since calmed down. At the same time, however,
service price inflation is likely to continue to be strong in
both economic zones due to high wage increases. As a
particular headache for the ECB, the system of central-
ised wage negotiations in many Euro-area countries im-
plies that the rapid increase in wage costs will be a
sticky phenomenon now that it has started.

Adding to central banks’ challenges, inflation forecasts
continue to be highly uncertain. One source of uncer-
tainty stems from companies’ pricing power. At the ag-
gregate level, it seems that companies have been able
to increase their profit margins but this trend may
quickly reverse if demand weakens. Thus, even if the in-
flation picture looks strong right now, there are also
downside risks to our baseline.

3.0%

Global GDP growth
in 2023,

5.6%

Core inflation in the
euro area in April
2023.

USD
90

Expected oil price
in the forecast hori-
zon.



US: Financial conditions not that tight

The banking worries that surfaced in March will no
doubt lead to some further tightening in financing con-
ditions, but such worries are unlikely to do all the work
for the Fed. Financial conditions remain looser than last
autumn, for example, and core inflation is not coming
down as fast as the Fed would like. The labour market
remains tight, which will keep wage growth elevated
even if peak growth rates are likely behind us. Growth
momentum is set to slow further ahead, but this is be-
cause that is needed to bring inflation down, not be-
cause the economy lacks growth potential.

China’s strong post-COVID rebound

China’s data for January-March support our optimistic
6% growth forecast for 2023. The post-COVID rebound
has been particularly strong in the service sector and we
expect that to continue in the coming months. Even the
real estate sector shows signs of stabilising after a
downward trend since 2021. Looking further ahead,
China’s big challenge is to shift the emphasis of the
economy from fixed investment to consumption. This
may not be an easy task due to rather weak income
growth, increased geopolitical risks and the uncertainty
around the housing sector. All those factors have

1/ GDP GROWTH FORECAST, % Y/Y

probably increased risk awareness among Chinese
households. Thus, we expect China's growth to slow
down to 4% in 2024 and gradually decline further in the
coming years.

Euro-labour market continues to be tight

Euro area GDP growth slowed down to 0.1% g/q in Q1
2023. The PMI numbers show that growth momentum
has recently gained pace in the service sector, but the
tighter monetary policy and the decline in household
purchasing power have negatively affected the devel-
opment in construction, manufacturing and retail trade.

The positive development in the service sector will
likely boost the labour market, which is already very
tight. The unemployment rate is a record-low at 6.6%,
and companies continue to see shortage of labour as
the biggest growth obstacle. Labour market tightness
coupled with high inflation has led to significantly
higher wage increases than the Euro area is used to. On
top of boosting households’ purchasing power, the
wage increases also imply that especially service price
inflation is likely to remain elevated, further challenging
the ECB’s inflation target.

World World us us

Year
New old New Old
2021 6.1 6.0 59 5.7
2022E 35 34 2.1 1.9
2023E 3.0 32 1.2 0.8
2024E 27 27 1.0 13
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2/ FOREIGN EXCHANGE RATES, MONETARY POLICY RATES AND BOND YIELDS, END OF PERIOD

“China’s data
for January-
March sup-
port our opti-
mistic 6%
growth fore-
cast for 2023"

Tuuli Koivu
Nordea Chief
Economist

A/

Tighter financial condi-
tions hurt outlook in
manufacturing but
post-COVID recovery
goes on in services.

B/

Core inflation con-
tinues to be clearly
above the central
banks' targets.

Sources: Nordea and Macrobond

Year EUR/USD EUR/GBP USD/JPY
2021 113 0.84 115.10
2022 1.07 0.89 131.93
2023E 115 091 127.50
2024E 115 0.93 120.00

ECB: Fed fzi(;:s tar us: Germany:
EUR/SEK - 10Y benchmark | 10Y benchmark
Deposit rate get rate (upper ield ield
end) y y
10.29 -0.50 0.25 152 -0.18
1111 2.00 4.50 3.93 254
11.30 375 5.50 4.20 2.60
10.80 3.00 450 4.00 250
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C/ Yield curves remain inverted
2- and 10-year EUR swap rates
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Further rate hikes needed

Many central bankers have started to emphasise that
the majority of rate hikes are behind us and that rates
will soon peak. Nevertheless, the fact remains that cen-
tral banks are driven by incoming data, and their proven
inability to forecast inflation in the current uncertain en-
vironment will keep a strong focus on realised data as
opposed to heavy reliance on forecasts. While such a
reaction function increases the risk of overtightening, it
sets the bar for stopping rate cuts at a rather high level
and the bar for cutting rates even higher.

We think the Fed will raise rates to around 5.5% and the
ECB to just short of 4%, but those baseline forecasts are
by no means the upper end of where rates could go. We
disagree with especially the market pricing of US rates,
where sizeable rate cuts are priced in for the coming 12
months. We think that after rates have peaked, central
banks will need to keep rates at such restrictive levels
for some time before they can be certain that inflation
will reach the target. Rate cuts are thus unlikely to be
on the table until well into 2024.

Short rate expectations are not all that matter for
longer bond yields, though they have been the mostim-
portant driver lately. With central banks reducing their
bond holdings, one could easily argue that the risk pre-
mium in longer bond yields should gradually return af-
ter central banks have depressed it with their large
bond purchases in the past few years. Also, the ECB is
set to accelerate that process by likely ending reinvest-
ments in its Asset Purchase Programme (APP) alto-
gether in the second half of the year. That said, the mar-
ket is unlikely to price out rate cut expectations any
time soon, which together with rising short rates will
keep yield curves clearly inverted for now.

Dollar dominance is over

After a strong footing last year, the USD has developed
poorly so far this year. Looking ahead, we still expect to
see a weaker USD. The global economy is doing fairly
well, with the reopening of China helping along the
way. Risk sentiment took a turn for the worse during
March due to banking-related stress. While risk-off ep-
isodes are usually a positive for the USD, this time was
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D / More USD weakening on the cards
EUR/USD spot rate and 2 year interest rate differential
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different as US banks were among the more exposed
sectors. Moreover, a lower rate differential between the
USD and other currencies is on the cards. The Fed is
close to pausing, while the ECB has to do more. All of
the above factors point to a weaker USD. The wild card
for the USD remains the higher-than-usual likelihood of
a global recession over the next couple of years, which
could be in favour of the USD.

The EUR is among the bright stars in the G10 universe,
supported by improved economic sentiment and higher
rates. This will likely continue towards the end of the
year, as the Euro area lags behind the US when itcomes
to the inflation and rates cycle. Looking at the other G10
currencies, the NOK is particularly exposed due to
lower rate differentials, energy prices and government
NOK transfers. The NOK is unlikely to strengthen be-
fore the summer, but it could recover later on. One of
the other currencies that could be in focus in H2 2023 is
the JPY. With a new governor at the helm of the Bank
of Japan and higher inflation, a historical normalisation
of monetary policy could be on the cards. That could set
the stage for more JPY strengthening. Besides the JPY,
safe-haven currencies such as the CHF could benefit
from a more uncertain macro environment towards the
end of 2023 and going into 2024.

Tuuli Koivu

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

Longer interest
rates are currently
lower than shorter
ones.

D/

EURUSD will rise
due to a more ag-
gressive ECB com-
pared to the Fed.

2.60%

The level we expect
the German 10-year
yield to end the year
at.

1.15

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

3.75%

The peak level of
the ECB’s deposit
rate that we expect
to be reached dur-
ing the summer.



“"Rate cuts are
unlikely to be on
the table until
well iInto 2024."
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“The biggest
threat to activ-
Ity Is linked to
Inflation.”



The Nordics

IN brief

The Nordic economies have shown surprising resilience in the face of high
inflation and rising interest rates. Labour markets have remained strong,
with low unemployment. Yet household spending has generally fallen,
along with housing prices and construction activity. While we expect a
slowdown in the Nordic economies and a slight uptick in unemployment
this year, there's still reason for optimism.

SWEDEN

GDP forecast for 2023, annual
average

-1.2%

The Swedish economy contin-
ues to contractin 2023. The la-
bour market has been ex-
tremely resilient, but house-
holds are struggling with
higher inflation and increasing
interest rate. We expect infla-
tion to fall this year, but inter-
est rates will still be signifi-
cantly higher than before the
pandemic.

/ page 12

DENMARK

Expected average inflation
rate in 2023

4.71%

The Danish economy has been
surprisingly strong. After a pe-
riod at full steam, the economy
is now poised for a soft land-
ing. Household spending has
fallen in the wake of rising in-
terest rates. Expect activity to
pick up again towards the end
of the year as real wage
growth turns positive again.

/ page 16

NORWAY

Forecast for Norges Bank's
policy rate at end-2023

4.0%

Household consumption and
housing prices have held up in
Norway, and unemployment
has remained record-low.
Strong wage growth and sig-
nificant NOK depreciation are
prolonging price pressures.
We expect the policy rate to
reach 4.0% and economic ac-
tivity to flatten out this year.

/ page 20

NORDICS

FINLAND

Expected average inflation
rate in 2023

6.0%

The Finnish economy has sur-
prised positively in the first
months of 2023, but the out-
look for the rest of the year is
weaker. Household spending
is under pressure, and exports
are slowing down. But the in-
crease in electricity output and
the strong labour market will
support the economy.

/ page 24
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HIGHLIGHTS < The Swedish economy continues to contract during 2023 « Prolonged recession ¢ Unemployment set to rise later this year ¢ Inflation
will fall this year ¢ The Riksbank will tighten further near term, but cut interest rates next year ¢ Housing prices will bottom in H2 2023

SWEDEN

Tough times

The Swedish economy is showing some resilience. Especially the labour market has been stable. But
there are still major challenges. Not least, households are struggling with high inflation and increas-
ing interest rates with reduced spending as a result. Also exports will fall. Consequently, GDP will be
weak for longer and unemployment will rise. The Riksbank will tighten further near term, but cut
interest rates next year when inflation has normalised and economic conditions are weak.

Excess pressure...

The Swedish economy quickly bounced back after
the pandemic. Already during Q1 2021 GDP had re-
covered and by the end of the year GDP was 5%
higher than before the pandemic. Global trade devel-
oped similarly and exporters’ order books were
booming.

During the pandemic Swedish households accumu-
lated large financial buffers, leading to a boost in
spending when restrictions were lifted. Add to this a
very expansionary economic policy, which contrib-
uted to overheating the economy. The share of em-
ployed persons was higher than in several decades
and labour shortage was at a record-high.

...which is still deflating

Households and companies were thus financially
very strong ahead of 2022. A sign of this was the ex-
ceptional growth in money supply, which is dis-
cussed in detail on page 15. The unusually strong ba-
sis and excessive financial balance sheets are im-
portant reasons why some areas of the economy
have been more resilient than expected. During 2022,
growth certainly came to a halt and GDP fell during
Q4. But in early 2023, production and especially the
labour market proved to be more resilient than ex-
pected.

Production has been maintained as businesses have
executed the previously booming order books and
households have spent their financial wealth to
maintain consumption. At the same time, some sec-
tors continuously need to hire manpower after two
red-hot years with recruitment difficulties.

12 / Nordea Economic Outlook / 2 /2023

-1.2%

GDP forecast for 2023,
annual average

Forecast for housing

starts, from peak in
2021 to 2023

+3.8

% points, difference in
labour market partici-
pation between for-

eign born and native-
born persons, Q1 2023

Sources: Nordea's estimates and
Macrobond

Low pressure with rate hikes

Some parts of the economy began to slow during last
year. We fear that more industries will be affected
and that unemployment will rise during 2023. The
Riksbank and other central banks have hiked rates
rapidly during the past year, with a lagged effect on
the economy. Moreover, the Riksbank's hiking cycle
is not over yet. The timing is difficult to assess, but
after a stable Q1, GDP will decrease again during
coming quarters.

Inflation is expected to fall and land below the 2%
target next year. Coupled with the weak economy,
this will lead the Riksbank to lower interest rates in
2024. In spite of this, interest rates will still be signif-
icantly higher than before the pandemic. It will be a
difficult and long process for households and busi-
nesses to get used to the higher interest rate level.
The recovery will therefore be weak during 2024 and
unemployment will continue to rise.

3/ SWEDEN: MACROECONOMIC INDICATORS

2020 | 2021 |2022E|2023E|2024E

Real GDP (calendar adjusted), % y/y 24 5.3 2.7 -12 0.4

Underlying prices (CPIF), % y/y 05 24 7 59 L7

Unemployment (LFS), %

85 8.8 75 75 8.4

Current account balance, % of GDP 6.0 6.5 44 56 6.3

General gov. budget balance, % of GDP -28 0.0 0.7 01 -1l

General gov. gross debt, % of GDP

398 | 365 | 330 | 311 324

Monetary policy rate (end of period) 0.00 | 000 | 250 | 375 | 2.00

EUR/SEK (end of period)

10.04 | 10.30 | 1112 | 11.30 | 10.80




E / Decreasing GDP in 2023
SEKbn and annual percentage change
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Falling housing prices and low consumption

The mostinterest-sensitive parts of the economy reacted
early to the Riksbank’s tightening moves. Housing prices
went south and households tightened the purse strings.

Housing prices peaked in February 2022 and dropped by
14% up to and including March this year. We expect
housing prices to decrease further. According to our
forecast, housing prices will bottom out during H2 2023
and fall by a total of 20% since the peak in early 2022.

Fluctuations in housing prices often impact households’
spending and savings behaviour. The historical pattern
is intact so far, as spending has decreased in line with
housing prices. Household spending fell by nearly 2% in
Q3 2022 and has continued to fall. The next step is that
precautionary savings will go up, which is likely to hap-
pen later this year when households’ financial reserves
and the labour market move into a weaker phase. We
thus expect spending to decline further this year.

The high inflation is also a burden for households and a
strong contributory reason why consumption volumes
have gone down. However, in current prices spending
has continued to increase over the past year. Here we
see several risks as it is uncertain how long households
can keep up with the high and persistently rising price
level. Should inflation fall more than expected, the scope
for spending should improve. Another possibility for a
softer decline is that the previously very strong financial
wealth lasts longer than expected.

Declining Investments

The cooling housing market has led to a sharp decline in
residential housing construction. We expect the down-
ward trend in investments to continue this year. Our fore-
cast for the number of housing starts will drop to 22,500
homes this year; a third of the level in 2021.

The direct effect on GDP of falling housing construction
is nearly 1% point this year. Other investments are also
expected to fall. After the spiralling trend in recent years,
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there is room for a sizeable drop. That goes for invest-
ments both in the industrial sector and the private ser-
vices sector.

Muted global demand

Global trade slowed down significantly around the turn
of the year. At the same time, Swedish exports have been
stable. Goods exports, which were previously hampered
by capacity restrictions and shortage of certain input
goods, thus seem to have moved into sync with global
demand. The previously full order books are thinning out
as the order inflow is diminishing. Consequently, goods
exports will fall later this year. Also the increasingly im-
portant services exports, which recorded incredible
growth throughout last year, will flatten in the wake of
lower global demand.

Public sector slowdown this year

Public sector spending and investment are not cyclical
buffers this year. Local authorities struggle with high
costs and further ahead also lower income. The situation
will improve somewhat in 2024. The pressure is mount-
ing on economic and political decision-makers to sup-
port the economy. First and foremost the local authori-
ties should be allocated public funds next year, accord-
ing to our forecast. Public defence spending will also go
up and stimulate growth in some areas. But for GDP and
public finances the effects are small. High nominal eco-
nomic growth and high energy prices will contribute to
the state coffers. The budget is close to balancing in the
forecast years and public debt (Maastricht) is still below
40% of GDP.

Resilient labour market will weaken

So far the labour market has been extremely resilient.
The number of vacancies reached a new record in
March, the number of redundancies is stable at low lev-
els and employment has continued to rise.

E/

GDP fell during Q4
2022. After some stabi-
lisation at the begin-
ning of 2023, GDP con-
tinues to fall. By the
end of 2024, GDP will
be at around the same
level as two years be-
fore.

F/

The trend in housing
prices seems to corre-
late with household
consumption also this
time.

“Households
are expected
to save up
more this
year.”

Torbjorn Isaksson
Chief Analyst
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However, later this year weaker domestic demand will
have a more clear impact on the labour market. Employ-
ment will fall and unemployment rise to around 8.5%
next year due to the combination of lower employment
and population growth.

The benchmark, which is set by the parties within the in-
dustry, ended with a wage settlement of 7.4% over 24
months until March 2025. Much suggests that other sec-
tors will follow the benchmark. The high inflation has
eroded 10 years' real wage increases. Falling real wages
are likely a contributing factor to why employment has
been surprisingly high as labour costs have fallen in rel-
ative terms. According to our forecast for wages and in-
flation, real wages will only recover slightly during the
forecast period, which among other things will soften the
fall in employment, but at the same time limit the scope
for households to increase spending.

The Riksbank defends its 2% target

Inflation peaked at the end of 2022 and has since de-
clined. But it is still far too high. Excluding energy, price
increases have also been higher than expected. Prices for
services, which are considered to reflect domestic cost
pressures, have for example risen sharply. The Riksbank
will thus continue to hike its key policy rate near term.

The inflation outlook is uncertain. But there is growing
hope that the far too high inflation will fall. Thanks to
lower energy prices, inflation has fallen over the past
months. Lower energy prices also reduce the risk of sec-
ond-round effects via production and transportation. In
addition, global transport costs and commaodity prices
have fallen across the board, which curbs price increases
of food and other goods. Moreover, wage increases are
not a threat for the 2% target.
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With lower domestic demand, it will also be more diffi-
cult for businesses to pass on cost increases to consum-
ers. Inflation will thus continue to fall during 2023 to
somewhat below the 2% target next year. To balance the
low inflation and weak economy, the Riksbank will lower
its key policy rate next year. By the end of 2024, the key
policy rate will still be significantly higher than before the
pandemic.

The Swedish krona is still struggling

The SEK exchange rate has had a tough year. Recurring
turbulence in the financial markets, soaring inflation and
an uncertain outlook for both the economy and monetary
policy have created an environment which has not fa-
voured the SEK exchange rate. Some of these elements
of uncertainty will stay put this year. The Swedish krona
is thus still trading at weak levels against the euro, while
some strengthening is expected against the US dollar,
according to our forecast.

Torbjorn Isaksson

Chief Analyst -
torbjorn.isaksson@nordea.com

+46 8 4079101

,@Torbj rnisaksson ]‘
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The labour market has
been stronger than ex-
pected. However, the
weak economy will
gradually feed through
and unemployment
will go up.

H/

Low global costs via
falling energy prices,
lower transport costs
and falling commodity
prices will curb infla-
tion, also in Sweden.

“Low de-
mand makes
it more diffi-
cult to pass
on increased
costs to the
consumers.”

Torbjorn Isaksson
Chief Analyst
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Ballooning money supply

The volume of money in the economy has increased much faster than in previous years. At the same
time, inflation is higher than it has been for decades. The relationship between money supply and
inflation has been questioned for a long time, but now it is seen in a new light.

Record expansionary monetary policy

Monetary policy in Sweden has been expansionary for a
long time. From 2015 to the spring of 2022 the Riksbank'’s
policy rate never exceeded 0%. However, the historically
low policy rate was not enough to increase inflation to
the 2% target. The Riksbank thus started to buy bonds in
2015 to loosen monetary policy even further, via so-
called quantitative easing. In early 2020 bond holdings
had increased to around SEK 350 billion. During the pan-
demic the Riksbank extended its bond purchase pro-
gramme, and asset holdings nearly tripled over two
years to SEK 900 billion or 16% of GDP.

Rapid rise in money supply

The combination of a low policy rate and large bond pur-
chases stimulated lending. Since 2015 household debt
has increased by 30%, with an average growth rate of
nearly SEK 20 billion per month.

The expansionary monetary policy has contributed to a
swift increase in the money supply. Half of the money in
the Swedish economy today has been generated since
2015. The measures taken during the pandemic further
accelerated money supply growth, and 25% of the cur-
rent money supply has been created over the past two
years.

The chart below shows that money supply grew faster
than GDP at a relatively steady rate between 2005 and
2020. During the same period inflation was stable at 0-
3%. At the beginning of 2022, the money supply as a
share of GDP deviated markedly from the previous trend
and about a year later inflation soared as well. If this de-
viation from the trend indicates the amount of “excess
money” in the economy, the chart suggests that it will
take a while before the supply of money is back at what
can be considered more normal levels again.

|1/ Sharp rise in the money supply in a short time
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Correlation between money supply and inflation

Several decades ago monetarism — the theory that
money supply is a central factor for inflation — was influ-
ential in the economic policy debate. Over the past dec-
ades, the relationship between money supply and infla-
tion seems to have diminished, and economists thus
started to attach more importance to other theories.
However, the question has resurfaced as more and more
economists have started to explain part of the sharp
global rise in inflation by the enormous economic stim-
ulus during and after the pandemic. The Bank for Inter-
national Settlements (BIS) states in the article “Does
money growth help explain the recent inflation surge”
(2023) that the link between money supply and inflation
is strong in high inflation regimes, but weaker in low in-
flation regimes. Money supply can also play a very im-
portant role in the transition phase between these two
regimes. One can speculate on whether we are in such
an transition right now. According to BIS, an important
reason why many forecasters missed the current infla-
tion spike was that money supply was not incorporated
in their models.

A global phenomenon

The rapid rise in money supply is not unique for Swe-
den. Many central banks kept key policy rates low and
at the same time implemented large scale bond pur-
chases during the pandemic. In addition, fiscal policy
was very accommodative. The global economy has
probably never seen such a synchronised expansionary
economic policy and rapid rise in money supply in such
ashort time.

Itis difficult to determine to what extent the rise in
money supply has fuelled inflation. In this article we
highlight that the rapid and global surge in inflation
was preceded by a similarly rapid rise in money supply.
Central banks are now tightening monetary policy
forcefully. The money supply has started to decrease
and will likely continue to fall. Powerful forces are at
play, and if the money supply plays a role for inflation,
the direction should be downward going forward. The
money supply is nonetheless decreasing from a high
level, which means that there still could be more fuel
left over for growth, equity markets and inflation than

expected, and thus also for higher policy rates.

Gustav Helgesson

Analyst
gustav.helgesson@nordea.com
+46 10 157 03 06

’@ GustavHelgesson

“One fourth
of all money
in the Swe-
dish econ-
omy has
been created
since 2020.”

Gustav Helgesson
Analyst
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HIGHLIGHTS ¢ The Danish economy has been surprisingly strong ¢ Inflation is falling ¢ Lower housing prices throughout 2023 ¢ Several rate hikes

ahead

DENMARK

Soft landing

After a period at full steam, the Danish economy is preparing for a soft landing. Household spending
has been limited by high inflation and the construction industry especially is being affected by high
interest rates. However, particularly strong growth in the pharmaceutical industry has helped to
maintain a high industrial production level. Towards year-end, activity is expected to accelerate as
real wage growth turns positive again. That will also pave the way for a renewed pickup in the gen-

eral Danish economy into 2024.

Surprisingly strong resilience

According to the preliminary statement, the Danish
economy grew by 3.8% in GDP terms in 2022. This is
significantly more than previously expected. The
high growth rate is even more impressive as it was
preceded by even higher growth in 2021. Overall, this
means that by end-2022 GDP was 7% higher than
three years ago. Over the past year, growth has been
driven especially by strong growth in net exports and
investment activity. On the other hand, household
spending has fallen in the wake of rising interest
rates, lower housing prices and erosion of purchas-
ing power.

Thanks to recent years' strong growth, the activity
level was very high in early 2023. The surprisingly
strong basis is the key reason why we have revised
up our GDP growth expectations to +0.5% in 2023 in
our new forecast. However, compared to the forecast
from January, the underlying growth profile is basi-
cally unchanged. This means that a weak develop-
ment at the beginning of the year is expected to be
followed by a combination of positive real wage
growth and stabilisation of interest rates, which will
result in a renewed surge in household spending. It
will also pave the way for an expected uptick in ac-
tivity of 1.5% in 2024.

The forecast risk is expected to be fairly balanced.
The biggest threat to activity is linked to inflation. If
inflation does not decline as expected, central banks
will be forced to hike rates more aggressively than in
our baseline scenario. Moreover, an extended period
of high inflation will delay the recovery of house-
holds’ purchasing power.
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+0.5%

Expected GDP growth
in 2023

4.7%

Expected average infla-
tion rate in 2023

-0.40%
point

Spread between de-
posit rates — Danish
central bank and ECB

Sources: Nordea estimates and Macro-
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Falling household spending

In 2022, household spending fell by more than 2%,
especially goods consumption, which nosedived
from a very high level during the coronavirus pan-
demic. The development also affected retail sales,
which have fallen around 10% from the peak when
adjusted for price trends. Consumption of services is
still at a high level, though.

We expect household spending to be adversely af-
fected by the high inflation for some time yet. In ad-
dition, households’ interest expenses have risen
sharply, also curtailing household spending.

During 2023, nominal wages are expected to in-
crease more rapidly than consumer prices. This will
likely be the starting signal for a renewed increase in
household spending, which will accelerate into 2024.

4 / DENMARK: MACROECONOMIC INDICATORS, BASELINE SCENARIO

2020 | 2021 |2022E | 2023E | 2024E

Real GDP, % y/y

Consumer prices, % y/y
Unemployment rate, %

Current account balance, % of GDP
General gov. budget balance, % of GDP
General gov. gross debt, % of GDP
Monetary policy rate (end of period)

USD/DKK (end of period)

-2.0 4.9 3.8 05 15
04 1.9 77 47 24
4.6 3.6 25 2.9 3.0
82 81 131 10.6 9.9

02 3.6 33 1.2 0.7

42.2 36.7 30.1 29.2 28.6
-0.60 | -060 | 175 3.35 2.60
6.08 | 6.54 697 | 648 | 648




J/ Moderate slowdown in the Danish economy
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Strong export growth

Over the past two years, Danish exports have increased
by nearly 20%. The strong growth can be ascribed espe-
cially to goods exports; notably, the pharmaceutical in-
dustry has experienced strong tailwind. This also means
that Danish exports have grown much faster than global
trade in recent years.

However, the development in the pharmaceutical indus-
try also means that an increasingly high share of goods
exports take place outside Denmark. As a result, employ-
ment is affected less than previously. Still, growth in ex-
ports helps to maintain a very high current account sur-
plus. In 2022 alone, the surplus was more than DKK
350bn, corresponding to 13% of GDP. The surplus is ex-
pected to be somewhat lower in the forecast period,
though.

Lower housing prices throughout 2023

During the coronavirus pandemic, Danish housing prices
rose steeply. During that period, low financing costs, ro-
bust growth in disposable incomes and greater appreci-
ation of homes were the main drivers of the much
stronger housing market demand. In tandem with rising
interest rates and high consumer prices, this trend has re-
versed, though — over the past year, prices of houses as
well as flats have fallen by more than 6%, according to
the price index from Statistics Denmark.

We expect the downward pressure on sales prices to con-
tinue throughout 2023 as higher interest rates increase fi-
nancing costs for potential home buyers. At the same
time, a normalisation of the number of homes for sale will
also put pressure on sales prices. Overall, the average
sales price of single-family homes is expected to fall by
7.5% this year. However, in early 2024, sales prices are ex-
pected to bottom out and subsequently increase moder-
ately towards the end of the forecast period. The ex-
pected reversal is due to prospects of slightly lower inter-
est rates during 2024 and renewed growth in disposable
income resulting from higher wages, among other things.

K / Erosion of purchasing power drives retail sales lower
Retail turnover measured in fixed and current prices, respectively
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Prices of owner-occupied flats are also falling. But prices
are not expected to bottom until H2 2024, when the im-
plementation of the tax reform will impact this part of the
housing market in particular. There are also many first-
time buyers in the market for owner-occupied flats, who
often need large loans and may be more sensitive to ris-
ing interest rates.

The higher interest rates have more than doubled house-
holds' interest expenses over the past year. Compared to
previously, the interest payment level is still very moder-
ate, as households took advantage of the period with his-
torically low interest rates to reduce debts. Moreover,
many homeowners have been able to reduce their debts
by performing buybacks of the fixed-rate mortgage
bonds. Lower debts mean that households are currently
much less sensitive to interest rate changes than in the
period ahead of the financial crisis. This has also helped
to maintain a low level of forced sales.

Labour market continues to surprise

Despite a sharp fall in both consumer and business con-
fidence since mid-2022, the labour market has continued
to surprise positively. In the first two months of 2023,
about 10,000 more wage-earners joined the labour mar-
ket. Excluding July 2022, employment has risen consist-
ently for more than two consecutive years. Compared to
the beginning of 2020, this equals an increase of 6.5% in
the total number of wage-earners. The increase has been
broadly based across both the public and private sectors.

In spite of this, the number of registered jobless has in-
creased moderately over the past year. This is because
the inflow to the workforce has been higher than the in-
crease in employment. From a historical perspective, an
unemployment rate below 3% is still very low. We expect
unemployment to rise slightly in 2023, as the number of .
vacancies is declining and companies’ own hiring plans
are also negative.

J/

The Danish economy
is preparing for a soft
landing after a period
with extraordinarily
high growth.

K/

Households are gener-
ally spending the
same amount of
money in retail stores
as previously. But due
to high inflation, they
are taking home far
fewer purchases.

“The Danish
economy got
through 2022
In surpris-
ingly strong
shape, which
also lifts ex-
pectations
for 2023"

Jan Stgrup Nielsen
Chief Analyst
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L / Increasing interest expenses despite lower household debt
Gross debt and quarterly interest expenses for households
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Declining inflation

In 2022 average inflation reached 7.7%, which is the high-
est level since 1982. The peak so far was reached in Octo-
ber last year with an annual inflation rate of 10.1%. Annual
inflation rate has subsequently gone down, not least
driven by a lower contribution from energy components.
Coupled with lower commodity prices and transport
costs, this has prompted a sharp decline in goods infla-
tion, which has been halved over the past six months. We
expect the downward pressure on goods inflation to con-
tinue throughout the forecast period. This applies to for
example food, which has a weight of more than 10% in
the overall CPI index. Since mid-2022, global commodity
prices for agricultural goods have declined. Furthermore,
several supermarket chains have announced that prices
of several goods will be lowered over the coming period.

On the other hand, services inflation has continued the
upward trend which started in mid-2021. This sector is
more affected by wage growth, as labour traditionally ac-
counts for a large part of service companies’ costs. With
a view to general wage increases of around 10% over the
coming two years, much suggests that services inflation
will remain high as many companies will probably try to
pass on increasing wage costs to the consumers.

Overall, we expect average inflation this year to fall to
4.8% against 7.7% in 2022. In 2024 it is expected to de-
crease to 2.2%.

Booming public finances

According to the preliminary statement, the public
budget surplus was DKK 93bn in 2022 or more than 3%
of GDP. This was the sixth year running with a public
budget surplus — in stark contrast to many other countries
where public finances are under massive pressure due to
the high costs of fighting the pandemic and facilitating
the green transition. Government gross debt has thus
fallen below 30% of GDP thanks to the current surplus.
This is a historically low level except for a short period up
to the financial crisis in 2007-2008.
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M / Housing prices expected to decline further
Sales price index for single-family homes with Nordea’s forecast
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Public finances are expected to continue to record a sur-
plus this year and the next. However, it will most likely be
smaller compared to previous years as, for example, pen-
sion return tax receipts will likely be significantly reduced.
Moreover, in 2023 and 2024, public budgets will be af-
fected by the payment of more than DKK 13bn to home-
owners, who paid too much in housing taxes from 2011 to
2020.

Further rate hikes ahead

Since mid-2022, monetary policy has been tightened rap-
idly. The ECB’s repeated interest rate hikes have only
been partly mirrored by the Danish central bank. One of
the reasons is the historically large current account sur-
plus, which has increased Danish companies’ demand for
Danish kroner. To counter the pressure on the DKK, the
Danish central bank has several times had to widen the
interest rate differential, so the policy rate is now 0.4%
points lower than in the Euro area.

In our baseline scenario, we expect the Danish central
bank to hike rates at the same pace as the ECB. If so, in-
terest rates will peak at 3.35% by mid-year, corresponding
to the highest level since the beginning of 2009. The first
rate cuts are expected to be sanctioned at the beginning
of H2 2024.

Also longer Danish bond yields are expected to increase
further from the current level, peaking over the coming
six months and then subsequently falling moderately.

Jan Stgrup Nielsen
Chief Analyst
jan.storup.nielsen@nordea.com ‘f
+45 5547 1540
L 4 @JanStorup
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Households' gross
debt as a share of the
disposable income has
fallen steadily since
2010. But interest rate
expenses have still
risen noticeably over
the past year.

M/

Sales prices of houses
fell in 2022 by around
6%. Prices are expected
to continue to fall
throughout 2023, so the
total decline will be 12%
measured from the
peak.



DENMARK THEME

Danish model proves its worth

After tough negotiations the labour market parties have managed to reach a new collective agree-
ment for the private sector — calling off the risk of a long and costly conflict. Moreover, the agreement
will likely make it possible for wage earners to regain lost purchasing power.

A drama was set to unfold when collective bargaining for
nearly 700,000 employees in the private sector started in
early January. Together with record-high employment,
the significant erosion of wage earners’ purchasing
power in 2022 due to sky-high inflation gave reason to
expect very tough negotiations between employers and
employees. But there was no drama. On 19 February the
parties of the industrial sector announced that they had
reached a new collective agreement and on 3 March the
transport sector followed suit.

The two agreements work as a main settlement for the
minimum and standard wage areas, and thus paved the
way for a relatively easy bargaining period for the rest of
the many collective wage agreements to be renewed this
year.

The outcome was historically high salary increases,
which will likely be in the region of 9-10% over the com-
ing two years. The reason why the actual wage trend is
uncertain is that some 80% of wage earners are em-
ployed on minimum wage agreements, but hardly any of
them receive that rate, and salaries are agreed through
local bargaining at company level. Only 20% are em-
ployed on terms of the standard wage which can be
found in the collective agreement.

However, the risk of a long and costly general strike
could soon be called off. A strike had been widely ex-
pected in light of the government’s decision to abolish
Great Prayer Day from and including 2024. However, al-
ready at an early stage the parties agreed that this was a
political decision that should not impact the collective
bargaining.

In this way the Danish model has provenits strength. And
the fact that the labour market parties solve their own
issues is perhaps one of the key reasons why Denmark is
one of the countries in the world with fewest labour mar-
ket conflicts. In 2022, only 16,000 working days were lost
because of conflicts. Most of them were related to the
pilot strike at SAS with industrial actions among cabin
crew and aircraft mechanics.

Purchasing power to recover

With the new collective agreements, salaries in the pri-
vate sector are expected to rise by around 4.5% this year
and just over 5% next year. That is roughly the same
wage trend level as that of our most important trading
partners. So although these are the largest wage in-
creases since the financial crisis, we do not expect that
they will significantly weaken Danish companies’ salary
competitiveness.

N / Prospect of higher salaries and lower inflation
Inflation and wage trends with Nordea’s forecast
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For wage earners the collective agreement means that
they can look forward to recovering the purchasing
power lost because of last year’s rapidly increasing infla-
tion. Thatis also the case for employees in the public sec-
tor where collective bargaining will start next year. How-
ever, in the Danish labour market there is a long-standing
tradition of pay rises in the public sector largely mirroring
the trend in the private sector. The wage trend in the
public sector is thus largely expected to follow the pri-
vate sector — albeit with a slight delay given the different
collective agreement periods.

Prospect of higher consumption

The recovery of positive real wage growth is crucial for
household consumption to pick up again. This is ex-
pected to happen because positive real wage growth will
lift households’ disposable income, and at the same time
it is an important psychological effect when wage earn-
ers get relatively high pay increases paid out. According
to our forecast, this will happen next year when total con-
sumer spending is expected to grow by nearly 2%.
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“The collec-
tive agree-
ment shows
the strength
of the Danish
labour mar-
ket model —
and also
paves the
way for
higher con-
sumption in
2024"

Jan Stgrup Nielsen
Nordea Chief Analyst
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HIGHLIGHTS e Activity in the Norwegian economy is flattening out ¢ Continued high inflation and wage growth ¢ Norges Bank to hike the policy
rate to 4.0% < Housing prices could decline slightly before rebounding < Historically weak NOK

NORWAY

Resilient

The Norwegian economy has shown greater resilience to higher rates and inflation than expected.
Household consumption and housing prices have held up and unemployment has remained record
low. Real wage growth and higher activity in the oil sector help underpin a high activity level also
going forward. Stronger wage growth and the significant NOK depreciation since the turn of the year
prolong price pressures. That's why the policy rate will most likely reach 4%. A higher rate would
dampen activity and we therefore still expect the coming year to be largely stagnant for the Norwe-
gian economy overall. Unemployment will start to rise after the summer and we continue to believe
that rate hikes will gradually drive housing prices lower. The NOK exchange rate will likely recover

slightly over time.

The Norwegian economy has been resilient

The Norwegian economy has shown greater resili-
ence to higher rates and inflation than expected. Ac-
tivity in the Norwegian economy has held up surpris-
ingly well. The most positive surprise is consumer
spending, particularly in light of the very pessimistic
consumer confidence readings. The property market
slowed down in H2 2022 but appears to have fully
recovered this year. Registered unemployment has
stayed at a record-low 1.7% since August 2022.

A more resilient economy is one of the reasons why
we expect Norges Bank to hike the policy rate a few
times more. So far, only the construction sector has
shown clear signs of weakness. Higher interest rates
will gradually lead to a broader decline in economic
activity in Norway. We are quite sure that eroding
purchasing power will make many households
tighten their belts going forward. Higher interest
rates will continue to slow down residential invest-
ment. At the same time, lower growth in both do-
mestic and global demand could weaken the invest-
ment outlook among mainland businesses. Busi-
nesses have been reporting lower growth expecta-
tions for some time, and they are likely to be correct.
It will just take a bit longer and probably require
even higher interest rates. Higher energy and oil in-
vestments will still be an important counterweight.
Thus, we do not expect any severe downturn in the
Norwegian economy.

Spending will decline over time

Over the past year, many consumers in Norway have
experienced one of the biggest declines in purchas-
ing power ever. Still, household spending has been
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remarkably robust. Many experienced a similar up-
turn in purchasing power during the pandemic when
Norges Bank cut rates to zero. The drop in disposa-
ble income is sharp from one year to the next, but not
very big compared to the pre-pandemic situation. At
the same time, overall consumption was lower than
before the pandemic until this time last year. Many
have thus saved up a lot. Norway has gone from a
situation with much higher savings than usual to one
with much lower savings than typically. Spending
has therefore been more stable than purchasing
power trends would suggest viewed in isolation.

Overall, households still have large savings buffers.
If consumers use their savings, spending could be
higher in future than the trend in income would sug-
gest. However, as interest rates rise further, we think
that many households will have to cut back on
spending. We therefore expect quite a weak trend in
overall spending going forward. On the other hand,
unemployment is low, and many are in work — most
of whom will likely experience real wage growth this
year and in 2024. This will prevent a sharp drop in
spending.

5/ NORWAY: MACROECONOMIC INDICATORS

2020 | 2021 |2022E|2023E |2024E

Real GDP (mainland), % y/y 2.8 4.2 38 05 05

Household consumption
Core consumer prices, % y/y
Annual wage growth

Unemployment rate (registered), av. %

-6.2 4.4 6.8 -15 1.0
3.0 17 3.9 6.0 3.9
31 35 43 5.6 45
5.0 31 18 1.9 25

Monetary policy rate, deposit (end of pe- 0.00 | 050 | 275 | 400 | 4.00

riod)

EUR/NOK (end of period) 10.47 | 1003 | 1051 | 1100 | 1050



O / Largely stagnant economy going forward
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Real wage growth this year

After a brief strike, the negotiations in the wage-leading
sectors landed on a settlement of 5.2%, of which a larger
share than usual is allocated in central wage increases. At
the same time, an increase for low-wage groups was
agreed. The wage deal thus ensures good wage growth
for low-income groups, those with weak bargaining
power locally or where capacity for higher wages is not
very good. There is also a clear tendency for the final
wage growth rate to be higher than that negotiated for
the wage-leading sectors in the current situation with a
tight labour market and generally good profitability. Alt-
hough we expect a slowdown in the Norwegian economy
and slightly higher unemployment, the competition for
manpower is still fierce. The number of vacancies is rec-
ord-high. Hence, we expect overall wage growth will end
slightly above 5%z % this year. If so, this will be the highest
annual wage increase since 2008. For next year, we pro-
ject slightly lower nominal wage growth in step with
lower inflation, but higher real wage growth.

Lower overall inflation, high underlying inflation

There are prospects of somewhat lower overall inflation
this year versus last year’s 5.8%. The drop in energy prices
from last year’s very high level will curb price growth in
2023, as energy prices have fallen, and base effects are
kicking in. We look for overall inflation of somewhat
above 5% this year and foresee it declining further next
year.

While overall inflation will abate, there is reason to be-
lieve that underlying price growth (adjusted for energy
prices) will remain high. Inflation has been and will likely
continue to be broad-based. Increased import costs,
wage costs and rents will contribute to underlying price
growth of 6% this year, before it starts to decline next
year. However, it will likely take a long time before core
inflation returns to Norges Bank's target of around 2%.

P / Slightly higher registered unemployment in future
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Norges Bank to hike to 4.0%

Norges Bank hiked its policy rate to 3.25% in May and an-
nounced a likely hike to 3.50% in June. Norges Bank's
March forecast included a 40% probability of a rate hike
to 3.75% before the end of summer.

We believe that Norges Bank will hike its policy rate to
4.0% during the summer/autumn and keep it unchanged
well into 2024. The bank still worries that growth in prices
and wages will take hold at an elevated level, although
growth and economic pressures should subside going
forward. The NOK exchange rate is still a big concern for
Norges Bank. The sharp NOK weakening since the turn
of the year will increase imported price growth and could
prolong economic pressures. The sectors in the Norwe-
gian economy exposed to foreign competition are bene-
fiting greatly from the weaker currency. Higher wage
growth than expected as well as a weaker NOK and a
more resilient economy than anticipated will likely
prompt Norges Bank to review its rate path once more
and hike the policy rate more than signalled previously.

We consider the risks to our rate forecast to be balanced.
It cannot be ruled out that Norges Bank has to hike rates
above 4.0% if economic activity proves more resilient
than expected, and growth in wages and prices over-
shoots current projections. Conversely, the economy
might slow down more and sooner than we expect at
present, and price pressures could ease sooner. This
could drive rates lower than we now expect, but we think
it will take time before Norges Bank starts to consider
rate cuts. Unemployment will rise somewhat but likely re-
main at a low level in a historical perspective. At the same
time, core inflation looks likely to remain well above 2%
in the years ahead. So it is far from certain that 2024 will
bring rate cuts like the market currently prices in.

o/

2023 will likely be a
year with largely stag-
nant activity.

P/

Unemployment will
rise slightly from a
very low level.

“Highest
wage growth
this year
since 2008."
Kjetil Olsen

Nordea Chief Econo-
mist, Norway
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Q / Highest wage growth since 2008
CPI and annual wage growth, y/y %
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Housing prices to decline slightly before going up
over time

Given Norges Bank's rate hikes, housing price trends have
been surprisingly strong this year, increasing 6.8% so far
this year. Seasonally adjusted, housing prices have thus
hardly declined from the peak last summer. This is in
sharp contrast to many comparable economies such as
Sweden. The changes in home loan regulations, which
took effect from 2023, have probably contributed to a bet-
ter development in prices of existing homes than would
otherwise have been the case. Borrowers must now be
able to sustain a rate increase of three percentage points
points instead of five (but in any case, a rate of 7%). This
means that banks can lend more to borrowers than under
the old rules. Also, changes to equity requirements for
secondary homes in Oslo (from 40% to 15%) have likely
also contributed to the strong trend, notably for small
flats in Oslo.

We expect home prices to fall somewhat after the sum-
mer from today's level, partly because it does not reflect
Norges Bank’s latest rate hikes and partly because we
think interest rates will increase more. However, we pro-
ject only a moderate housing price decline of some 2-5%.
Over time, housing prices could rise again, particularly in
central areas such as Oslo with limited construction activ-
ity. Overall, we look for a largely flat housing price trend
in the coming years.

Slightly stronger NOK towards year-end

The NOK has weakened sharply since last autumn, not
least against the EUR. The usual NOK drivers, such as oil
prices and stock market performance, are probably part
of the explanation. But in our view, the clearly narrower
interest rate differential between Norway and the Euro
areahasbeen amaindriver. Interestratesin Norway have
been higher than in Europe since before the financial cri-
sis. Now, this rate advantage has vanished due to the
ECB's aggressive rate hikes over the past six months. We
have gone from being a high-rate country to a low-rate
country.
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R / Rates will peak even higher
Policy rate, Nordea’s and Norges Bank's forecast, %
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In addition, Norges Bank's NOK sales on behalf of the
government have likely contributed to the NOK depreci-
ation. You can read more about the reasons for the weak
NOK in our theme article on page 23.

Near term, we cannot rule out that the NOK might
weaken even further. We think the NOK exchange rate
will recover a bit over time, though. We are quite sure that
Norges Bank will have to scale down its NOK sales after
the summer due to lower oil tax payments. This could im-
prove the balance in the NOK market and curb further de-
preciation of the NOK at the rate seen so far this year.
Also, a sharp reduction in Norges Bank's NOK sales could
make market participants with negative NOK positions
throw in the cards, which should trigger NOK strengthen-
ing. At the same time, Norwegian oil investment looks set
to increase, and this will force the oil and gas companies
to buy more NOK to pay their Norwegian suppliers and
employees. This also points to a stronger NOK over time.
Further rate hikes from Norges Bank could also contrib-
ute. But the NOK will remain weak in a historical perspec-
tive. We expect EUR/NOK to trade around 11.00 at end-
2023, and towards 10.60 at end-2024.

Kjetil Olsen

Chief Economist, Norway
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+47 2248 7788
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Wage growth has
risen in line with
tighter labour mar-
ket conditions and
higher price growth.
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Rate peak set to be
slightly higher than
previously expected.

“The NOK
will remain
weak in a
historical
perspective.”

Dane Cekov
Senior Strategist,
Norway



Over the past year, the NOK has lost about 20% versus
both the USD and the EUR. Until last autumn, the weak-
ening was most pronounced against the USD. Since then,
the NOK has also weakened sharply versus the EUR. We
believe that the main reason for the past year's NOK
weakening is the clearly narrower interest rate differen-
tial against our main trading partners. Over the past year,
other central banks have hiked interest rates more ag-
gressively than Norges Bank. The NOK has gone from a
high-yield currency to a low-yield currency.

The NOK performance against the EUR since the autumn
is illustrative. Very high inflation and better economic de-
velopment than feared have led to a rate spike in the
Euro area that was almost unthinkable a year ago. Since
July, the ECB has raised its policy rate from -0.5% to
3.25%. Despite the rate hikes, also from Norges Bank, the
favourable yield differential for the NOK has eroded.
While Norway's key policy rate was about two percent-
age points higher than in Europe, the gap is now close to
zero (chart S). When the relative return on NOK positions
is reduced in this way, the NOK becomes a less attractive
investment currency. Other currencies that have weak-
ened almost as much as the NOK against the EUR in-
clude the AUD and CAD (chart T).

However, part of the recent NOK depreciation stems
solely from domestic factors, including Norges Bank's
NOK sales. The bank sells NOK on behalf of the Ministry
of Finance to transfer a portion of tax receipts from oil
companies to the Government Pension Fund. As oil ex-
ports are invoiced in foreign currency, the oil companies
have to exchange currency into NOK to pay taxes. Over
time, Norges Bank’s NOK sales will balance out the oil
companies’ NOK purchases, but since oil taxes are paid
with a lagged effect, the currency transactions might still
impact the NOK exchange rate. The oil companies buy
NOK in parallel with exports, while Norges Bank cannot
sell NOK until taxes are paid some six months later. In the
period until the summer, the oil tax payments are based
on last year's extremely high gas prices. The current oil
and gas prices generate far lower income and thus lower
NOK purchases from the oil companies. This will not
show in lower tax receipts until August, with accordingly
lower transfers to the Government Pension Fund. From
the summer, lower NOK sales from Norges Bank will re-
sult in a better balance in the NOK market. This could
help curb the NOK weakening, and viewed in isolation, it
points to a somewhat stronger NOK. Higher oil invest-
ment would also lead to increased NOK purchases from
the oil companies beyond what they need to pay in taxes.

NORWAY THEME

Why has the NOK weakened so much?

The NOK has plunged over the past year. The usual NOK drivers, such as oil prices and stock market
performance, explain little. The main factor is likely a clearly narrower interest rate differential be-
tween Norway and our biggest trading partners. Norges Bank’'s NOK sales on behalf of the govern-
ment has added to the weakening since the autumn.

S / Lower interest differential has weakened the NOK
EUR/NOK and 2Y swap rate differential
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T / Rate differentials are an important theme in the FX market
Change in exchange rates and 2Y interest rate differential vs EUR
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The introduction of resource rent tax for the fish farming
industry has likely led to somewhat lower foreign owner-
ship of stocks traded on Oslo Stock Exchange. Foreign
investors’ sale of stocks involves the sale of NOK versus
other currencies, and viewed in isolation, leads to a
weaker NOK. However, the amounts in question are
modest compared to Norges Bank’s NOK sales. The ef-
fect on the NOK exchange rate has thus probably been
limited.

Near term, we cannot rule out further NOK depreciation.
But slightly longer out, we expect some recovery thanks
to lower NOK sales from Norges Bank, higher oil invest-
ments and additional rate hikes from Norges Bank.

Kjetil Olsen
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“Exchange
rates are a
relative play
where inter-
est rate dif-
ferentials
play a role.”

Dane Cekov
Nordea Senior Strat-
egist
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HIGHLIGHTS ¢ Lacklustre economic outlook for this year « Rise in interest rates keeping inflation high this year ¢ Weaker purchasing power is
curbing consumption ¢ Unemployment will increase moderately ¢ The slide in house prices is coming to an end ¢ Exports are slowing down

FINLAND

A looming recession?

The economy has surprised positively in the first months of the year, but the outlook for the rest of
the year is clearly weaker. The rise in prices and interest rates will continue to put pressure on con-
sumers, and lower housing demand will decrease the volume of construction. However, the increase
in electricity output and the strong employment situation will support the economy.

Economic growth is teetering

The Finnish economy began to sputter at the end of
last year, when global economic growth slowed
down and, simultaneously, inflation and higher inter-
est rates began sapping household purchasing
power. Finland’s GDP shrank slightly in the second
half of 2022, as consumption, exports and invest-
ment began to decline.

In the first months of this year, economic perfor-
mance has been somewhat more positive due to en-
ergy prices reaching a peak and worries about a re-
cession in Europe abating. In addition, with the level
of employment remaining strong and households
spending their savings, demand for services has held
up despite the drop in purchasing power.

The economic outlook for 2023 is still challenging,
despite the good start to the year. Household pur-
chasing power is expected to continue to decline this
year. The slump in the housing market will result in
a clear slowdown in residential construction. Simi-
larly, order backlogs in the manufacturing sector
have begun to dwindle due to sluggish global de-
mand.

While the growth in domestic electricity generation
and the new investment opportunities offered by
clean energy will improve the long-term economic
outlook, they are not sufficient to propel the econ-
omy to positive growth this year yet.

We are maintaining our forecast of zero growth for
this year. Next year, we expect the economy to grow
moderately by 1%.

Rise in interest rates will keep inflation high

The rise in consumer prices has abated since the
start of the year as energy prices have fallen clearly.
In March, fuel prices were already lower than a year
ago, and electricity has become much cheaper.
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Nearly all other prices, however, have continued to

0 rise during the early year. Food prices were up to

O o O /0 16.2% higher than a year ago in March. The cost of
our forecast for GDP many services |§ also rlsmg rapidly, including restau-
growth in 2023 rants, where prices have risen by 8.3% year-on-year.

However, the decrease in transportation costs, the
global prices of commodities and energy costs, cou-
6 O % pled with deteriorating demand, is expected to slow
- down inflation during this year. Despite all this, infla-
Inflation forecast for tion has decreased less than expected since the start
2028 of the year, which is why we have raised our full-year
inflation forecast to 6.0%. Next year, we expect infla-

tion to fall to 1.5%.

7 . O % Interest rates have continued to rise in 2023, with the
most widespread reference rate for mortgages, the

Our forecast for the X . . ; )
12-month Euribor, increasing to 3.9%. The increase in

unemployment rate at

the end of 2023 the average interest rate on mortgages is already be-
ginning to show in Finland's domestic inflation indi-

land and B B - .. . .
Nordea - cues Fiend en cators, with higher interest rates raising inflation by

nearly three percentage points this year. The EU’s
Harmonised Index of Consumer Prices (HICP) does
not account for interest rates, which is why it indi-
cates that inflation has already fallen below 7%. The
gap between the Finnish index and the HICP will be
exceptionally large this year.

6/ FINLAND: MACROECONOMIC INDICATORS
2020 | 2021 |2022E|2023E|2024E

Real GDP, % yry 24 | 30 | 21 | 00 | 10

Consumer prices, % y/y 03 22 71 6.0 15

Unemployment rate, % 78 7.6 6.8 7.0 75

Wages, % y/y 20 | 24 | 24 | 40 | 34
Public sector surplus, % of GDP 56 -28 -0.9 11 -20
Public sector debt, % of GDP 747 | 726 | 730 | 719 | 728

ECB deposit interest rate (at year-end) -050 | -050 | 200 | 375 | 3.00




U / GDP growth coming to a halt
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Household spending is under pressure

Private consumption has been sluggish since the au-
tumn, as demand for goods, in particular, has declined as
consumer purchasing power has contracted. Nordea's
latest card transaction data indicate that demand for ser-
vices, too, has fallen in the early year.

Wage increases this year will mostly kick in in June.
Wages will increase by about 3% on average, in addition
to which workers will be paid a one-off bonus of around
1%, depending on the sector, which will improve wage
earners’ purchasing power somewhat. We expect the
decline in real wages to end in the second half the year
as inflation slows down.

The large inflation adjustments made to social benefits
at the beginning of this year as well as the persistently
strong employment situation are bolstering purchasing
power, although households’ disposable income in real
terms will continue to decrease year-on-year. As a result,
consumers will have to tap into their savings to maintain
their spending.

Finnish mortgage holders will feel the rise in interest
rates quickly, as most mortgages are tied to short-term
reference rates. In our theme article on page 27, we pro-
vide a closer analysis of mortgage costs and changes in
the savings ratio in a higher interest rate environment.

Employment will weaken moderately

The employment situation has remained strong despite
the clear slowdown in economic growth. The unemploy-
ment rate has remained at around 7% for more than a
year, and the number of job vacancies continues to be
large.

However, we expect unemployment to start rising slowly
towards the end of this year. The slowdown in activity in
the construction sector is bound to be felt in the labour
market. The weaker outlook in the manufacturing sector
and dwindling private consumption will naturally de-
crease demand for labour. The uptick in unemployment
is expected to be moderate, however, and the

V / Rise in interest rates will keep consumer prices high
Contributions to annual change
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unemployment rate is forecast to rise to 7.5% by the end
of the year.

House prices nearing a trough

House sales have been subdued since the end of last
year. Higher interest rates, the drop in house prices and
the increase in other living costs have made home buy-
ers consider their purchasing decisions for longer than
before.

The slump in house sales has lengthened selling times
especially in growth centres, where dwellings have typi-
cally been sold quickly previously. The increase in selling
times can be attributed to weaker demand as well as an
increase in supply, as plenty of new apartments are still
being completed. The decreased interest of property in-
vestors is particularly evident for small apartments,
which are suffering from weak demand and a bigger
drop in prices than large dwellings.

House prices have decreased across Finland by more
than 5% year-on-year. We expect the price slide to stop
during the current quarter, with prices settling at around
7% lower than a year ago. In the Greater Helsinki Area,
we expect prices to fall to around 10% below last year’s
peak figures.

House sales are expected to pick up in the second half
of this year as the rise in interest rates slows down and
house prices stop declining. However, the oversupply in
the housing market is expected to continue until next
year when the stock of unsold new homes will be off the
market.

Exports are stalling

Finland’s export sector continued to fare relatively well
last year, despite the sudden collapse in trade with Rus-
sia. Abundant order backlogs fuelled growth in exports
despite weaker demand. Exports are increasingly shift-
ing to the West, as the US surpassed Sweden last year
as Finland's largest export partner when goods and ser-
vice exports are combined.

u/

Finland’s economic
growth is forecast to
fall to zero this year.

v/

The increase in the av-
erage mortgage inter-
est rates will keep do-
mestic consumer
prices high this year.

“The biggest
drop in
house prices
has already
occurred.”

Juho Kostiainen
Economist
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W / Finland’'s exports will slow down
Annual change percentage
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The flow of new orders in the manufacturing sector has
begun to dry up and the order backlog has shrunk, pres-
aging a contraction in goods exports and, consequently,
manufacturing output. Export prices have also begun to
fall, which will be reflected in the profitability of export
companies.

The significant increase in Finland's electricity generation
after the new reactor at the Olkiluoto nuclear power plant
began regular output, combined with the construction of
additional wind power, will boost domestic industrial pro-
duction, reduce the need to import power and keep the
price of electricity at a clearly more moderate level than
in the past year. This, along with declining import prices,
will help manufacturers control their costs. In fact, im-
ports will decrease even more than exports this year, and
the contribution of net exports to economic growth will
be positive.

The moderate wage increases in Finland compared to
many competitor countries, coupled with the drop in the
price of electricity, will maintain the competitiveness of
manufacturing. Exports are expected to begin growing
again next year, provided that global demand picks up.

Construction investments on hold

Investments grew by 5% last year, but towards the end of
the year, construction investments in particular began to
decrease.

With house sales still very sluggish, the number of new
residential construction starts has also fallen by up to 25%
year-on-year, signalling that construction will contract
sharply this year as ongoing projects are completed.

The stock of unsold new homes has grown considerably,
and new construction starts are not expected to begin
growing again until next year.

Investments in machinery and equipment have held up
better than construction but dwindling manufacturing
demand will most probably decrease these investments,
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X / Residential construction will clearly contract
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too. Over the longer term, the investment environment in
Finland has become more attractive due to clean power
being readily available, which will provide opportunities
for many green investments ranging from battery tech-
nology to hydrogen production.

Public finances find temporary balance

Finland’s public sector deficit was only 0.8% of GDP last
year. The rapid increase in tax revenue has continued in
the first months of this year, but at the same time, rising
costs have begun to increase spending.

Index-linked increases to pensions and other benefits,
wage raises, the sharp increase in interest rates and the
costs of the wellbeing services counties will result in a
rapid growth in expenses this year.

As a consequence, the public sector deficit is expected to
increase to 1.1% this year. The deficit next year will largely
depend on economic development and the new govern-
ment's budget decisions. However, without any cost-cut-
ting measures, the deficit is expected to grow next year
as well.

Public debt increased to 73% of GDP last year. The debt-
to-GDP ratio is expected to decrease slightly this year, but
to increase again in 2024 as deficits grow and nominal
GDP growth slows down due to falling inflation.

Juho Kostiainen

Economist
juho.kostiainen@nordea.com
+358 9 5300 6728
’@JuhoKostiainen

w/

Finland’s exports are
expected to shrink this
year as demand for ex-
ports dwindles.

X/

The reduction in new
construction starts will
decrease the construc-
tion volume signifi-
cantly this year.

“Public debt
will continue
to increase
next year if
no cost-cut-
ting
measures are
undertaken.”

Juho Kostiainen
Economist



Consumers are maintaining their lifestyles

Household purchasing power has been tested over the
past year, as inflation has accelerated and interest rates
have shot up. Meanwhile, wages have risen moderately,
despite the fact that the wage increases agreed for this
year are higher than previously. The real wages of em-
ployees decreased by 6% over the past year.

Pensions and other benefits, which are mostly inflation-
indexed, have risen at a higher rate than wages. In addi-
tion, higher employment has increased the total disposa-
ble income of households. Despite this, disposable in-
come contracted in real terms by 4% in the Finnish econ-
omy as a whole last year.

Purchasing power began to deteriorate in the latter half
of last year, causing private consumption to decline mod-
erately. The consumption of goods, in particular, has de-
creased, and Nordea's latest card transaction statistics
foresee a slowdown during the spring in service con-
sumption, which has so far held up well.

Inrealterms, consumption hasn'tdecreased year-on-year
as much as income. As a result the household savings ra-
tio has fallen into negative territory because consumers
have compensated for their weakened purchasing power
by tapping into their savings to maintain their lifestyles.
Over the past couple of years, households managed to
accumulate a considerable amount of extra savings, ten
billion euros in total, of which slightly more than seven
billion euros were still intact at the end of last year.

The savings ratio typically falls when the future outlook
for households improves, and it rises when economic un-
certainty and the prospect of unemployment increase.
With the employment level persistently high, the savings
ratio has remained negative.

Y / Household savings ratio and 12-month Euribor
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FINLAND THEME

Decrease in savings to boost consumption

Household purchasing power has weakened significantly over the past year. However, households
have maintained their spending by tapping into their savings. The rise in interest rates is quickly
translating into higher mortgage interest costs in Finland, although most mortgages have a repay-
ment plan that decreases the amount of loan principal repaid when interest costs increase.

Higher rates will reduce saving in properties

Mortgage holders have been saddled with a particularly
large increase in costs, as interest rates have risen by
nearly four percentage points in one year. In Finland, 97%
of mortgages are tied to short-term reference rates of 12
months or less. Around 25% of mortgages have an inter-
est rate cap or similar hedge, but the majority of mort-
gage holders have already been hit with higher loan ser-
vicing costs as a result of the rise in interest rates.

The majority (76%) of new mortgages in Finland are an-
nuity loans in which all future monthly payments increase
by a similar amount when interest rates rise. This means
that the repayment of loan principal is weighted towards
the end of the loan period, when interest rates have a
lesser impact because the amount of principal is lower.
As a result, the monthly payment on an annuity loan
doesn't increase to the same extent as interest costs.
Take, for example, a 20-year mortgage of 200,000 euros.
If the interest rate increases by three percentage points,
interest costs will increase by 500 euros per month but
the monthly payment as whole increases by less than 300
euros.

Annuity loans and loans with fixed equal payments (11%
of all mortgages) automatically lead to a decrease in how
much borrowers save when interest rates rise, and thus
push the household savings ratio down even if people
don't actively spend their savings. An increase of three
percentage points in the average interest rate on all mort-
gages leads to a drop of about one percentage point in
the household savings ratio.

Mortgage households have a higher income than aver-
age, and the largest mortgages in both absolute terms
and relative to income are concentrated among high-in-
come households. As aresult, the rise in interest rates has
hit high-income households the hardest, but these typi-
cally have more room to adapt their consumption or
spend other savings to cover their interest costs. Low-in-
come households, on the other hand, typically live in
rented dwellings. Rents have risen very moderately, by
about 2% annually, so the increased financing expenses
have mostly been borne by landlords for the time being

Juho Kostiainen q
Economist =
¢ |

juho.kostiainen@nordea.com \ I

+358 9 5300 6728
,@JuhoKostiainen

“The savings
ratio typically
falls when in-
terest rates
rise.”

Juho Kostiainen
Economist
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KEY FIGURES

7/ Real GDP, % y/y

9/ Consumer prices. % y/y

2020 2021 2022E 2023E 2024E 2020 2021 2022 2023E 2024E

World 1) -2.9 6.1 35 3.0 27 World 1) 3.6 51 93 75 5.0
Advanced economies -34 53 2.7 11 11 Advanced economies 0.7 31 72 4.8 25
USA -2.8 5.9 2.1 12 10 USA 13 a7 80 45 25
Euro area -6.3 53 35 10 10 Euro area 03 2.6 8.4 5.7 24
Japan -45 17 11 10 11 Japan 0.0 -0.2 25 2.7 22
Denmark -20 4.9 38 05 15 Denmark 04 19 77 4.7 24
Norway (Mainland) -2.8 4.2 38 0.5 0.5 Norway 13 35 58 4.8 29
Sweden -24 53 27 -12 0.4 Sweden 05 22 84 85 21
UK -10.1 72 4.0 02 0.9 UK 0.9 2.6 91 6.8 30
Germany -4.1 26 1.9 0.0 1.0 Germany 04 32 8.7 6.2 2.4
France -7.9 6.8 26 0.5 0.5 France 0.5 21 59 55 22
Italy -9.0 7.0 38 1.0 05 Italy -0.1 19 8.7 6.0 23
Spain -113 5.5 5.5 2.0 20 Spain -03 3.0 83 42 24
Finland -2.4 30 21 0.0 1.0 Finland 0.3 22 7.1 6.0 15
Baltics -0.7 59 12 -0.3 29 Baltics 04 4.2 185 10.1 4.8
Emerging economies -2.0 6.6 4.0 43 3.7 Emerging economies 56 6.5 10.8 94 6.8
China 2.3 81 3.0 6.0 4.0 China 25 0.9 19 20 22
India 75 8.7 6.9 6.0 6.2 India 6.2 55 6.7 4.9 44
Brazil -4.5 4.7 3.0 0.9 17 Brazil 32 8.3 93 5.0 4.8
Poland -2.0 6.8 4.9 0.3 24 Poland 34 51 14.4 11.9 6.1
Rest of World -30 B3 43 31 3.0 Rest of World 6.6 8.9 152 13.9 9.4

{) Weighted average of 186 countries. The weights are ca/cq/ated from PPP-ad- Source: IME, Bloomberg and Nordea estimates

Justed GDP-levels. Source: IMF. Bloomberg and Nordea estimates

8 / Public sector balance. % of GDP 10 / Current account. % of GDP

2020 2021 2022E 2023E 2024E 2020 2021 2022E 2023E 2024E

USA -14.0 -116 55 6.3 6.8 USA 2.9 -36 36 27 25
Euro area -7.1 -54 -38 -37 -28 Euro area 16 2.3 -0.7 0.6 09
Japan -9.1 -6.2 -7.8 -6.4 -4.0 Japan 2.9 39 21 30 4.0
Denmark 0.2 37 33 12 0.7 Denmark 82 81 13.0 10.6 8.1
Sweden -2.8 0.0 0.7 0.1 -11 Sweden 6.0 6.5 4.4 5.6 6.3
UK -13.0 -8.3 -6.3 -5.8 -4.4 UK -3.2 -15 -5.6 -5.2 -4.4
Germany -43 -3.7 -2.6 -3.7 =& Germany 71 1.7 42 47 5.1
France -9.0 -6.5 -4.9 -53 -4.8 France -18 04 -17 -12 -0.7
Italy .7 -9.0 -8.0 =37 -33 Italy 3.9 3.0 -0.7 0.7 1.0
Spain -10.1 -6.9 -45 -45 -35 Spain 0.6 10 11 0.9 0.8
Finland -5.6 -2.8 -0.9 il -2.0 Finland 0.6 05 -3.9 -1.8 -11
Baltics -5.9 -25 -33 -2.1 -25 Baltics 44 -0.4 -17 -18 -11
China -9.7 -6.0 -15 -6.9 -6.4 China 17 18 2.3 14 11
India -12.9 -9.6 -9.6 -89 -8.3 India 09 -1.2 -2.6 -2.2 -22
Brazil -13.3 -4.3 -4.6 -88 -8.2 Brazil =& -2.8 -2.9 -2.7 =27
Poland -6.9 -18 -3.1 -45 -38 Poland 25 -14 -3.2 -24 -2.1

Source: IMF and Nordea estimates
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11/ Monetary policy rates. %

KEY FIGURES

15 / Monetary policy rate spreads vs Euro area. %-points

8.5.2023 3M 31.12.2023 30.6.24 31.12.24 8.5.2023 3M 31.12.2023  30.6.24 31.12.24
us* 5.25 550 550 525 4.50 us 2.00 175 175 175 150
Japan -0.10 -0.10 0.00 0.25 050 Japan?® -5.35 -5.60 -5.50 -5.00 -4.00
Euro area 325 3.75 3.75 3.50 3.00 Euro area = = = = =
Denmark 2.85 335 335 310 2.60 Denmark -0.40 -040 -0.40 -0.40 -0.40
SwEsER 350 375 375 250 2.00 Sweden 0.25 0.00 0.00 -1.00 -1.00
Norway 325 350 4.00 4.00 4.00 Norway 0.00 -0.25 0.25 0.50 100
UK 4.25 475 475 4.00 325 UK 1.00 1.00 1.00 050 0.25
Switzerland 150 2.00 2.00 150 1.00 Switzerland -1.75 -1.75 -1.75 -2.00 -2.00
Poland 6.75 6.75 6.75 6.00 5.00 Poland 3.50 3.00 3.00 2.50 2.00
China 4.35 435 4.35 4.35 4.35 China 110 0.60 0.60 0.85 135
1) Spread vs USA
12 / 3-month rates. % 16 / 3-month spreads vs Euro area. %-points
8.5.2023 3M 31.12.2023 30.6.24 31.12.24 8.5.2023 3M 31.12.2023 30.6.24 31.12.24
us 534 5.60 5.60 535 4.60 us 2.02 1.80 1.80 190 1.65
Euro area 331 3.80 3.80 345 2.95 Euro area - - - - -
Denmark 335 3.90 3.90 350 3.00 Denmark 0.03 0.10 0.10 0.05 0.05
Sweden 3.60 370 3.90 2.50 220 Sweden 0.29 -0.10 0.10 -0.95 -0.75
Norway 3.80 4.00 4.40 4.40 4.40 Norway 0.49 0.20 0.60 0.95 145
13 / 10-year government benchmark yields. % 17 / 10-year yield spreads vs Euro area. %-points
8.5.2023 3M 31.12.2023 30.6.24 31.12.24 8.5.2023 3M 31.12.2023 30.6.24 311224
us 350 4.00 420 420 4.00 us 118 130 1.60 1.60 150
Euro area 2.32 2.70 2.60 2.60 2.50 Euro area - - - - _
Denmark 2.63 295 2.85 2.80 2.70 Denmark 0.31 0.25 0.25 0.20 0.20
Sweden 2.33 255 255 2.50 250 Sweden 0.02 -0.15 -0.05 -0.10 0.00
Norway 322 3.60 3.75 370 3.60 Norway 0.90 0.90 115 110 110
14 / Exchange rates vs EUR 18 / Exchange rates vs USD
8.5.2023 3M 31.12.2023 30.6.24 31.12.24 8.5.2023 3M 31.12.2023 30.6.24 31.12.24
EUR/USD 110 112 115 115 115 USD/JPY 134.9 1325 1275 123.0 120.0
EUR/IPY 1482 148.4 146.6 1415 138.0 USD/DKK 6.77 6.65 6.48 6.48 6.48
EUR/DKK 7.45 7.45 7.45 7.45 7.45 USD/SEK 1017 10.09 9.83 957 9.39
EUR/SEK 1118 11.30 11.30 11.00 10.80 USD/NOK 10.53 10.09 9.57 9.35 9.13
EUR/NOK 1158 11.30 11.00 10.75 10,50 GBP/USD 1.26 126 1.28 1.26 1.24
EUR/GBP 0.87 0.89 0.90 091 0.93 USD/CHF 0.89 0.88 0.86 0.87 0.87
EUR/CHF 0.98 0.98 0.99 100 100 USD/PLN 415 4.06 391 3.86 381
EUR/PLN 456 4,55 450 444 438 USD/CNY 6.92 6.90 6.80 6.75 6.65
EUR/CNY 7.61 7.73 7.82 7.76 7.65

*Upper part of target range

Source: Nordea estimates

2 /2023 / Nordea Economic Outlook / 29



Appendix

Appendix 1/ SWEDEN: Macroeconomic indicators

2019 (SEKbn) 2020 2021 2022E 2023E 2024E
Private consumption 2,269 32 63 21 15 08
Government consumption 1300 -18 28 0.0 09 16
Fixed investment 1,233 17 6.0 52 5.3 -31
- industrial investment 170 -4.6 14.6 10.3 -0.8 -55
- residential investment 237 16 89 42 =222 -18.0
Stockbuilding* 36 -0.7 04 10 -0.9 0.1
Exports 2,414 -55 10.0 6.6 0.4 10
Imports 2,203 -6.0 115 8.7 26 0.0
Real GDP. % y/y -2.2 5.4 26 -14 0.4
Real GDP (calendar adjusted). % y/y 24 5.3 2.7 -12 0.4
Nominal GDP (SEKbn) 5,050 5,039 5462 5926 6,115 6,238
Unemployment rate (SPES). % 85 79 6.8 6.7 7.6
Unemployment rate (LFS). % 85 88 75 75 84
Employment (LFS). % y/y -14 0.9 2.7 11 -09
Consumer prices. % y/y 05 22 8.4 85 21
Underlying prices (CPIF). % y/y 05 24 77 5.9 17
Hourly earnings (NMO). % y/y 21 26 27 40 37
Current account balance (SEKbn) 3021 356.4 2627 344.1 394.8
Current account balance. % of GDP 6.0 6.5 44 5.6 6.3
Trade balance. % of GDP 40 39 34 41 42
General gov. budget balance (SEKbn) -139.6 12 436 57 -67.7
General gov. budget balance. % of GDP 2.8 0.0 07 01 -11
General gov. gross debt. % of GDP 39.8 365 330 311 324
Monetary policy rate (end of period) 0.00 0.00 2.50 3.75 2.00
USD/SEK (end of period) 821 9.05 1042 9.83 9.39
10.04 10.30 1112 11.30 10.80

EUR/SEK (end of period)

*) Contribution to GDP growth (% points)
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Appendix 2/ DENMARK: Macroeconomic indicators

APPENDIX

2019 (DKKbn) 2020 2021 2022E 2023E 2024E
Private consumption 1085 -14 41 -2.3 -02 19
Government consumption 558 -1.4 42 -35 -05 08
Fixed investment 491 51 6.2 8.6 -13 10
- government investment 75 11.9 0.4 2.7 2.1 35
- residential investment 119 9.1 9.9 78 -8.7 -5.0
Stockbuilding* 1 02 0.0 08 0.0 0.0
Exports 1,355 -6.3 8.0 8.6 36 38
Imports 1192 -36 8.0 4.2 18 2.8
Real GDP. % y/y -20 49 38 05 15
Nominal GDP (DKKbn) 2,311 2,324 2,504 2,798 2,885 2,993
Unemployment rate. % 4.6 36 2.5 2.9 3.0
Gross unemployment level. '000 persons 1314 106.2 75.2 881 933
Consumer prices. % y/y 0.4 19 7.7 4.7 24
Hourly earnings. % y/y 23 3.0 3.7 45 (32)
Nominal house prices. one-family. % y/y 45 11.0 01 -5 -08
Current account balance (DKKbn) 189.6 2032 367.2 305.0 295.0
Current account balance. % of GDP 8.2 81 131 106 9.9
General gov. budget balance (DKKbn) 50 910 93.0 35.0 20.0
General gov. budget balance. % of GDP 0.2 36 33 12 0.7
General gov. gross debt. % of GDP 422 367 30.1 29.2 28,6
Monetary policy rate. deposit (end of period) -0.60 -0.60 175 335 2.60
USD/DKK (end of period) 6.08 6.54 6.97 6.48 6.48
744 744 743 7.45 745

EUR/DKK (end of period)

*) Contribution to GDP growth (% points)
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Appendix 3/ NORWAY: Macroeconomic indicators

2019 (NOKbn) 2020 2021 2022E 2023E 2024E
Private consumption 1579 6.2 44 6.8 -15 10
Government consumption 867.0 -05 5.0 01 2.5 15
Fixed investment 958 -41 -0.8 44 04 14
- gross investment. mainland 753.9 -31 17 6.6 -05 0.6
- gross investment. oil 179 -33 2.1 -55 5.0 5.0
Exports 1,318.0 -2.3 58 59 35 2.0
- crude oil and natural gas 488 105 29 03 35 20
- other goods 4293 -0.8 4.6 -03 3.0 2.0
Imports 1232 -9.9 L7 93 20 25
Real GDP. % y/y 3596.9 -13 39 33 0.8 07
Real GDP (Mainland). % y/y 3,154 -28 42 38 05 05
Registered unemployment rate. % 5.0 31 18 1.9 25
Consumer prices. % y/y 13 35 58 53 35
Core consumer prices. % y/y 30 L7 39 6.0 39
Annual wages. % y/y 31 35 43 5.6 45
Monetary policy rate. deposit (end of period) 0.00 050 2.75 4.00 4.00
USD/NOK (end of period) 8.56 8.82 9.85 9.57 9.13
10.47 10.03 10.51 11.00 10.50

EUR/NOK (end of period)

*) Contribution to GDP growth (% points)
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Appendix 4 / FINLAND: Macroeconomic indicators

APPENDIX

2019 (EURDbN) 2020 2021 2022E 2023E 2024E
Private consumption 126.1 -38 36 2.1 -03 0.4
Government consumption 55.6 12 39 2.9 2.1 21
Fixed investment 571 -1.0 09 5.0 4.4 0.0
Exports 95.7 -7.8 6.0 17 -1.7 28
Imports 953 62 6.0 75 34 18
Real GDP. % y/y -24 30 2.1 0.0 1.0
Nominal GDP (EURbn) 239.9 238.0 250.6 266.7 278.0 285.2
Unemployment rate. % 78 76 6.8 7.0 75
Consumer prices. % y/y 03 22 71 6.0 15
Hourly earnings. % y/y 20 24 24 4.0 34
Current account balance (EURbn) 13 12 -103 -5.0 -3.0
Current account balance. % of GDP 0.6 05 -39 -1.8 -11
Trade balance (EURbn) 2.7 2.3 -1.2 -05 0.0
Trade balance. % of GDP 12 09 -05 -0.2 0.0
General gov. budget balance (EURbn) -133 -6.9 -2.3 -30 -5.8
General gov. budget balance. % of GDP 56 -2.8 -0.9 =ikl 20
General gov. gross debt (EURbn) 177.9 1819 1948 1997 2075
General gov. gross debt. % of GDP 4T 726 730 719 72.8
Monetary policy rate (end of period) -0.50 -050 2.00 3.75 3.00
122 114 1.07 115 115

EUR/USD (end of period)

*) Contribution to GDP growth (% points)
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