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Nordic Outlook

At a glance

Recovery continues despite headwinds
External risks have increased

Global news has not sounded positive for the Nordic growth outlook recently

Theincreasing risk of trade wars is notlie interest of small open economies VT [T [ e

and of Nordic businesses that are integrated into global value chains. Low¢ 5 -9%y/y Real GDP %y/y - 5
growth indicators in the euro area dampen the prospects for the mostimporte , _

- 4
markets for Nordic exports, and the political uncertainty alylalso risks 5. Sweden -
undermining European growth. However, while trade disputes can have larg Denmark

consequences for individual companies, they are unlikely to have a large GD e- \7‘ '2
effect in the short run and even with the slowdown, the euro areais still growine 1 - Norway -1
above tend in line with our previous forecasts. Hence, we have not made majo 0 —----------oo oo mmmmomm oo 0
adjustments to Nordic growth based on the international backdrop. A sharpe _; _ -1
slowdown is a risk more than a reality at this point, but a serious risk, asfo ' 14 ' 15 ' 18 @ 17 18 19

example lower manufacturingrowth in Germany also affects countries like

Sweden and Denmark. Of course, there are also factors pulling in the oth
direction. A higher oil price supports oil investments in Norway, while
Finlandds improved competuies.i veness is visible in the tra

Note: Danish growth in 2017 is likely to be revised down. Source:
Macrobond Financial, Danske Bank

Sweden slowing, Norway speeding up House prices also in different directions

de

While Denmark is well aligned with the European business cycle, other factot .
) ) h ) 225 -Index House prices, s.a. Index- 225
play crucial roles currently in other countries. Growth in Sweden has bee 200 (Jan.2006=100) (Jan.2006=100)

- 200
higher than elsewhere in Europe for some time, increasinghgrdby housing

. . . - Norwa -

investment, and we expect that to change in the near future. Lower house pric 175 Y Sweden 175
could also affect domestic consumption. In Norway, on the other hand, we st 150 - -150
a marked increase in growth this year for the mainland economy, because ;o5 - -125

the oil investments, but also because the decline in house prices is over, a ;| _# '\/_W i
7

domestic demand is growing briskly. This is part of the reason why Norway 5. -
wi || begin hiking interest rates s '06'07'08'09'10'11'12'13'14'15' 16 17"
more than a year away.
Source: Macrobond Financial, Danske Bank
The domesticrisk factor most in focus in the Nordic countries is probably
household debt. High debt levels make households sensitive to interest rate
changes. However, stress tests show that household finances will remain sot 1y ,.,sehold debt has increased
even if interest rates increase sharplgo in Denmark, which has the highest

debt level but also the highest share of mortgage loans where the interestri 175-%ofGDP ~ Household liabilities ~ % of GDP- 175
is fixed for the duration. Another concern is that economies where demand ;5q-

-150
supported by increasing debt are more at risk of a shanmeivn when credit o Denmark e
growth slows, for example because of higher interest rates. In any case, t

) . - . .. 100- -100
high and in many cases rising debt of Nordic households should be seen in 1 SreEm
context of large pension savings, as to some extent they are invested 7°- - e
mortgage products, and as they reduce the need for individual householi 50 - - 50
saving. Welldeveloped pensigystemsre an important part of the high leng o5 - - o5
run stability of the Nordigsbroadly speaking 00 02 04 08 08 10 12 14 16 18

Source: Macrobond Financial, Danske Bank
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Denmark

Boring but in a good way

1 The absence of dramatic headlines isisually good news foran Ata glance
economy, and Denmark is experiencing aghrth of dramatic headlines

at the moment,

Current forecast Previous forecast
1 Private consumption is growing faster thanpreviously expected and % yly 2018 2019 | 2018 2019
exports and investment less, so our growth forecast is largely ©PP , 18 18 18 19
h d I Private consumption 23 24 19 26
unchanged overa Public consumption 1.1 0.5 1.0 0.5
1 Neither political turmoil in Europe nor the ECB ending its bond gsz;:xe" nvestment 22 ;i zg ‘2‘;
pu rchages are likely to trigger unilateral Danishinterestrate changes,  |ynons 26 o4 a2 36
in our view.
. . i Gross unemployment (thousands)  108.9 102.7 107.9 102.7
1 Tighter lending practices have dampened the market for apartments Inflation 09 15 06 13
somewhat, but there is no slowdown in the broader property market Government balance, % of GDP -0.2 0.2 -0.2 -0.1
Current account, % of GDP 6.5 7.2 75 75

1 Government flnances_look set tq outperform off!C|aI fqr(_acasts this year, Note: Forecastsexdude effect of patent sale in 2017,
although the surplus in 2017 will become a sligideficit. o o —

1 The current account surplus will be somewhat lower in 2018, in part
due to substantial ship imports

No crisis, no overheating

TheDanish economysi currently balanced between boom and Hdshmark

has clearly left the crisis behind, unemployment is low and considerably fewe e Gl o

companies than previously are citing lack of demand as an obstacle to growt 0.0 -% %-90.0
especially in the domestic matk On the other hand, there are few signs of 87-5- =875
overheating that might herald a new crisis. Overheating could occur if the lev :2'0: : Zg'g
of consumption and investment by households and companies we g, VW 800
unsustainably high and financed by ever growing debt. Ghaelied demand o ﬁiﬁ‘;‘;g&ﬂfg‘;‘t‘? o
often comes to an abrupt halt. However, the pace of debt growth is still ratht 75 o - -75.0
low in Denmark, and both consumption and investment are running at mode 72.5 - -72.5

levels relative to incomes. Overheating can also become apparent throu 70-0 - , , , , , -70.0
strong wage growthhiat erodes competitiveness and leads to a subsequel 90 95 00 05 10 15

decline in exports. However, while a shortage of qualified labour is ar source: Statistics Denmark, Macrobond Financial

increasing problem for many companies, wage growth is only picking ug

slowly and is not ahead of other countries. A third obvidasepto look for

potential problems is the housing market, where we have in fact seen

substantial price increases at a local level, but looking at the average for the

country as awhole, then owreccupied dwellings generally seem to be priced

low ratherthan high.

Given the above we can take comfort from the rather undramatic state of the
Danish economy, although risks do of course exist. Among them is the upswing
accelerating and becoming unsustainable, which is probably the biggest risk in
the short ten. From a more structural perspective, however, one concern could
be that the current upswingis only generating GDP growth of less than 2%.
The underlying growth in incomes is probably higher, but productivity growth
has been disappointing during this wprsg and still is.
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We disregard misplaced patent sale Patent sale distorts growth picture

Denmarkdés GDP figures are unfortu >°> bn20l0DKK bn.2010DKK-525 )

inexplicable fluctuations. The figures for Q1 18, for example, show a fall of 515- _- -/ -s15

0.5% compared to the year before. This was not due to Denmark sudder _ - COP porquarter .- 505

relapsing into crisis once again, but rather Statistics Denmark including the se - -

of a patent for roughlyDKK9bn as exports and production in Q1 17, even 495~ 499

though production in reality occurred over a much longer period prior to the 485 - (\j’}’;g‘i&‘zifnri?]"sn'c - 485

sale. The artificially high figure for Q1 17 means the growth figures for 2018 475: patent sale :475

are artificially low. Our forecast assumes the Giggré for last year will be "5 ' 18 ' 17 ' 18 ' 19

revised down again, but if that does not happen, then our GDP growth figul

for this year is 0.4 percentage points too fiigil else being equal. SEEHSER S ER SR LR S LI S SR R SRS

Interest rates to remain low Impact of Italian turmoil on DKK was limited

The Danish krone (DKK) strengthene. _7475L|

prompted by the political crisis in Italy, just as it did previously when concerns

surfaced about the stability of the eurozone. This time, however, the inflows t 7.465 - - 7.465

Denmark were venflimited, and Danmarks Nationalbank did not need to - 455 _ 7455

intervene in the FX market to prevent the DKK strengthening by more than th

0.4% or so relative to the central parity rate against the euro that Danmarl © 7445

Nationalbank has in practice accepted in recemats/dcven if the crisis were  7.435 - -7.435

to deepen and the inflow to Denmark become considerably greater, we expé -, ;o - RIS o ams

Danmarks Nationalbank would refrain from cutting interest rates and instea 12 13 14 15 18 17 13

react by intervening if necessary. Likewise, we do not expect a unilatere.

Danish rate hike even when the European Central Bank (ECB) ceases its ba Source: Macrobond Finandial

buyback programme, which will equate to a tightening of monetary policy in

the eurozone. The DKK is well SUupFE Extremely low Danish inflation is temporary e

surplus and by solid interest Danish bonds from abroad. The Danish bond

mar ket is also being supported by 3%y %y/N- 5|

bonds. The next Danish rate hike Denmark (CPI) -4 1gc¢

December 2019, though we expect long yields will rise slightér the coming -3

year. o

Inflation set to increase in 2019 -t
-0

Darish inflation normally follows developments in the eurozone, though _; _ Euroarea(mcp) .

occasionally with major fluctuations. So far in 2018 Danish inflation has beer
markedly lower due, in particular, to lower price increases on food anc
beverages. However, price pressures are fundamentally in line with the rest
Europe, so we expect inflan to gradually rise. We have revised up our

expectations for this year and next, in part because the reduction in the duty Energy prices behind higher inflation in May

Source: Statistics Denmark, Macrobond Financial, Danske Bank

electric heating from May 2018 turns out not to be included in the consume ™ "_ Soy/y R
price index. The normal duty on electricity, whitie government plans to cut, = =
is included. If the government implements the cut, it could reduce the consum 35~ cPl - 35
price index by 0.23%, though the proposal is for the cut to be spread over 2_5: : o5
period of six years, so the impact on the 2019 figures will be limitéidtion - -

. L . . 13 = - 15
has, however, been pulled higher by a rise in oil prices and in the price ¢ - -
holiday home rentals, perhaps influenced by the unusually warm weather =~ 0-5- Excl. energy = OF
May. -05- --05

06 08 10 12 14 16 18

Source: Statistics Denmark, Macrobond Financial
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Wage growth not as low as it looks

Private sector wage growth has increased by less than one percentage p wage growth only slightly up

over the past four years te223%, depending on which statistic you look at.

That is remarkably modest growth given that employ ment amongeeagers 50 -%y/y

Private sector wage growth %vy/y- 5.0

45- -45
has increased by 6.5% overetsame period and that a significant number of , _40
companies are citing lack of qualified labour as a limiting factor for production z s - i -3.5
i i . . . . The Confederation of
This suggests companies are still marked by the crisis and stiff competitio 3.0 - Danish Employers -3.0
and apparently often choose to say no to anraedker than bid wages higher 2:5- -25
and increase prices. However, the trend also has to be seen against the low I¢ ?2 ) ) ?2
of inflation and low productivity growth. Ibur forecastfor 2018 proves 1'0_ Statistics Denmark B 1'0

correct, consumer prices will have risen by 4.1% over six yeardoWlevel

of inflation means that modest nominal wage growth equates to a quite dece__
increase in real wages, historically speaking, while the long period of sloy SCUrce: Statistics Denmark, DA, Macrobond Financial
price increases has also probably depressed expectations on future price

increases among Kotompanies and employees.

1 1 1 1 1 1 1 1 1 1 1 1 1
06 07 08 08 10 11 12 13 14 15 16 17

Larger share of the cake for employees but notin

Low productivity during this upswing also means fewer resources for wage )
manufacturing

increases. Thevage share whi ch i s the empl oy

. g . . L N . 72.5 -% Wage sh %- 72.5
production value, is in fact on the high side of the historical avéragel this ageshare

Industry

despite a substantial fall the wage share in manufacturing, where production 67.5 - -87.5
value has risen without involving many more employees, not least in th gz s 625
pharmaceutical industry. That the overall wage share has nevertheless riser - -

in part due to much of the growth in new jobs occurimghe service sector, '5: :57'5
where the wage share is relatively high. 52.5 - -525
Slowly tightening labour market S . . . . s

Despite the tighter labour market we are not necessarily facing a period ¢
significantly higher wage increases. We expect that wage growth and inflatio
will only gradually return to more normal levels as inflation expectations
slowly rise in both Denmark and the eurozone. But given that unemploy ment
is low, the labour force will have to expand if employment is to continue to
rise. While we expect this will bihe case, in part due to the rising retirement
age, the labour market is also tightening in other parts of northern Europe, so
the risk is that a more serious shortage of labour could lead to unsustainable
wage growth or to the economy slowing.

Note: Payroll as % of GDP at factor cost
Source: Statistics Denmark, Macrobond Financial

Rising house prices, but the apartment market
has lost steam

: o L : House prices rising steadily,but slower growth for
The housing market is in fine shape with rising prices across mote of apartmgnts 4 v e

country. The opening months of the year saw sharp increases in the price

houses on the back of general economic growth, rising household incomes ¢ 130 - Index (2006=100] EEdfEEeEr e 1D

Housing prices, SA

very low interest rates. 120 - -120

110- -110
Following significant price increases in the first few months of the year, . 100
expect growth to slow somewhat going forward. This should be seen agair o _ 0
the tightening of lending practices on 1 January this year seemingly having t 50 - T
desired effect, as far fewer borrowers with high levels of debt are now takir 70- o

out adjustable rater interestonly loans compared to last year. There is also
some indication that housing market activity has slowed a little this year, fc
example in the Copenhagen apartment market. This suggests a slowdow; Seurce: Statistics Denmark, Macrobond Financial
price growth, and actual price falls canbetruled out in that market. However,

1 1 1 1 1 1 1 1 1 1 1 1 1
06 070808101112 13 14151617
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we do not expect the slowdown to be particularly pronounced, and a mc Still decent sales activity despite decline after

subdued pace of growth in the apartment market would be welcome af tighter lending practices

several years of soaring prices. - 1.000 sales HBlele e e
aq-

Gradually rising longerm interest rates in 2019 will put something of a 3 -

. . L _ l.ofjanuary 5| _
damper on price growth compared to this year. However, there is little prosg 5 tighter loans regulation .
of the rise in interest rates being significant enough to derail housing marl _M» )
gowth. Further down the line we expect those areas where prices hi 1 - Owner-occupied flat -1
increased most will also be the ones that react most strongly to increase o B

. .l [ [ [ [ 1 [ -0
interest rates. 11 12 13 14 15 16 17

Single-family house

New construction will also eventually put a damper on price growth. Tt Source: Statistics Denmark, Macrobond Financial
number of new homesak accelerated in recent years, with the number c.
apartments completed in 2017 matching that in 2007. Construction is m

Construction activity rising
buoyant in the major towns and cities, with many new apartments, in particu

being built. We expect the pace of constructioretoain high despite the latest 80 -1.000 persons 1,000 persons- 60
new home start figures pointingto a slowdown in construction activity. This °°~ =55

likely due to major data quality issues, as other indicators indicate continu 4512: :Zg
growth. 40 - - 40

_ o 35 - -35
Consumption picking up 30 - -30

Employment, New Buildings & Extensions

. . . . 25 - -25

Private consumption got off to a flying start in 2018 after a lacklustr { | | { { ' ' ' ' '
i ) } 00 02 04 06 08 10 12 14 16 18
performance in 2017. Consumers received a helping hand atatieof the
year from higher real wage growth on the back of low inflation. We expect tf Source: Stafistics Denmark, Macrobond Financial
will continue to support consumption this year and to a lesser extent next ycw
too. Private consumption picks up after disappointing
2017
Despite the outlook for a piekp in consumption this year, there is little sign o Index (2006=100) Index (2006=100) 116
of this being out of step with underlying developments in household incom
T given rising real wages and continued employment growth. Nor is there g 106 - - 106
indication that households have begun to finance consumption withincreas ;- _ 102
borrowing. Should borrowing seriously take off, there would be significar
a8 - a8

potential for stronger consurript growth, but we have no real exp ectations of ST S B
Excl. vehicles and energy

this happening during our forecast period. 94 - - 94
) ) _ 06 0708091011 12 13 14 15 16 17

We also expect consumption to receive a boost from payouts of early retiren

contributions(to employees whopt out of theearly retiremenschemg and Source: Statistics Denmark, Danske Bank calculations Macrobond

. . . Financial

the repayraent of excess property taxes. That beingsaid, we have revised dc

our expectations for how much wil be paid out in early retiremen Creditbarely rising &in sharp contrast to

contributions this year, and as the new property valuations have been dela consumption boom in 2000s

from the start of 2019 to later in the ydax repayments to around % million  30-%y/y Growthinlendingtohouseholds %y/y- 30
homeowners are also expected to take place later. All this adds up to ale: 25- - e5
boost to consumption in 2019 than previously expected. 20~

Bank loans

15- - 15

10- Mortgage loans 10

5- - 5

O - W - 0

-5- - -5
Total loans

-10- --10

1 1 1 1 1 1 1 1 1
00 02 04 06 08 10 12 14 16 18

Source: Statistics Denmark, Danske Bank calculations,Macrobond
Financial
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Government revenue from pension return tax
expected to fall from a high level

Government finances continue to outperform — T
expectations

50 - -50
We expect the general government finance surplus willbecome a minor defic 49 - =4e
during our forecast period despite the current economic expansion. This 30 - . -30
i . Pension tax revenue
partly due to temporary factors, such as the paying out of early retiremer 20 - -20
contributions and the repaymt of excess property taxes. However, both mlIIIIIIIIII I I -10
factors are shrouded in a degree of uncertainty, as we still do not know ho g _| , __0N IIII .
30 95 00 05 10 15

many will request their early retirement contributions be paid out or exactly
when payouts in connection with the new property valaatioill be made. Source: Statistics Denmark, Macrobond Financial
Also likely to pullthe surplus lower will be less income from the tax on pension

returns (secalled PAL tax). No export growth since 2016

We are generally more optimistic than the government about its finances, ¢
we expect the labour market to develop more favdyiatd also estimate that
the decline in PAL taxes will be less pronountéa part because we expect

150 - Index(2010Q1=100)  Index (2010Q1=100)- 150
140 - - 140

more subdued growth in interest rates over the forecast period. This also mee 39~ Services 130
we expect a slightly smaller net financing requirement than the governmer 120 - o120
projects. That being said, we e 110- -110
requirement will be greater overall in 2018 than in 2017, in part due tC 100- - 100
buybacks of the bonds underlying social housing loans. 90 - - 90

Exports and investment disappoint 1O 11 12 s 4 45 18 1y 18
Source: Statistics Denmark, Danske Bank calculationsMacrobond

Export growth continues to disappoint given the solid economic growth rate Financial

in export markets and Denmarkéb6és improved competitiveness.

could be the strengthening of the DKK against the US dollar and a humber ¢

other currencies over the paste and a half years, though even corrected for BTl ) M EMnE e sl o

this we would have expected a higher level of exports. Within goods exports 9 -9 of cDP Gross fixed investments % of GDP - 9
the machinery industry appears to be one of the areas losing market sha s - -8
Service exports failed to grow last year if you disréghe patent sale, and 7 - -7
declined furtherin Q118p ossi bly triggered by Cg- Otherinestments -5
scrap, which has reduced the need for shippingservices. Our forecast is bas 5 - Housing -5
onthe premise that some of the export losses will be recouped, evehWeoug 4 - -4

=

are facing a period of slightly lower growth in certain markets, particularly 3-

Sweden D o General government

Other buildings - o
1 1 1 1 1 1 1 1 1 1 1 1 1 1
92 94 96 98 00 02 04 06 08 10 12 14 16 18
Imports soared in April 2018 when ships and aircraft worth DKK8.7bn were "4 4 arters moving average
imported. This was because the Danish merchant shipping fleet grev Source: Statisti cs Denmark, Macrobond Financial
particularly strongly, and this will also be reflected in the figures for corporate

investment.However, if we disregard shipping, then corporate investment Current account surplus still very large

remains remarkably low given the high level of employment. This is especially

S ] ) o o 7 80 -DKKbn. Current account DKKbn.- 80
true for physical investments in machinery and buildings, while investments ir - -
intellectual property rights are highihan precrisis levels. 8o _ Service balance ) 8o

) ) ) 40 - Goods balance ~ 40
Current account surplus less impressive in 2018 - -

20- - 20

The major investment in ships will pull the current account surplus lower in - -
2018, but it also provides the foundation for an even greater surplus in tt 0: . 0
future. The 2018 surplusdso weighed down by the disappointinggrowthin  -2o- ~~ Othertransfers - a9
exports, especially when calculated in DKK terms rather than volume. 07 08 09 10 11 12 13 14 15 16 17
However, we expect the current account surplus to increase again in 2019, "\ g seasonally adjusted data
underlying consumption and investment growth is not high gméaiseriously Source: Statistics Denmark, Danske Bank calculationsMacrobond

dent the surplus, which will continue to remain buoyant on the back of growin¢ Fnancial
pension savings in Denmark.
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At a glance
Forecast
National account 2017 2017 2018 2019
DKK bn (current prices) % yly

Private consumption 976.8 15 23 24
Government consumption 535.9 1.2 11 0.5
Gross fixed investment 437.1 3.7 5.0 15

- Business investment 266.8 5.6 6.3 -0.1

- Housing investment 96.8 6.2 6.2 6.8

- Government investment 73.6 -5.5 -1.3 0.1
Growth contribution from inventories 0.1 0.1 0.0 -0.1
Exports 1,184.3 4.4 0.5 2.7

- Goods exports 748.2 5.7 1.9 25

- Service exports 436.1 2.0 0.0 3.1
Imports 1,032.9 4.1 3.6 24

- Goods imports 641.8 5.3 49 21

- Service imports 391.1 2.1 1.4 3.0
GDP 2,145.1 2.2 1.8 1.8
Economic indicators 2017 2018 2019
Current account, DKK bn 168.1 143.0 162.3

- % of GDP 7.8 6.5 7.2
General government balance, DKK bn 215 -3.7 -5.6

- % of GDP 1.0 -0.2 -0.2
General government debt, DKK bn 780.9 771.2 779.5

- % of GDP 36.4 35.1 34.4
Employment (annual average, thousands) 2,920.9 2,967.7 2,999.4
Gross unemployment (annual average, thousands) 115.9 108.9 102.7

- % of total work force (DST definition) 4.2 4.0 3.8
House prices, % yly 4.0 45 25
Private sector wage level, % yly 1.7 1.9 2.3
Consumer prices, % yly 11 0.9 15
Financial figures 19/06/2018 +12 mths
Lending rate, % p.a. 0.05 0.05 0.05 0.05
Certificates of deposit rate, % p.a. -0.65 -0.65 -0.65 -0.65
2-yr swap yield, % p.a. -0.05 0.00 0.05 0.25
10-yr swap yield, % p.a. 1.06 1.20 1.40 1.70
EUR/DKK 7.45 7.45 7.45 7.44
USD/DKK 6.43 6.36 6.20 5.95

Note: Forecasts for 2018 are based on an expectation of adownwards revision of GDP and exports in 2017 (see text).

Source: Statistics Denmark, Danmarks Nationalbank, Macrobond, Danske Bank
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At a glance

Sweden

Manufacturing slowdown too?

1 Core inflation steady at around 1.5% for the past five months and
expected to remain bel ow the RiKks S
slowing Swedish economy and, not least, a European Central Bank that
argues for its first rate hike in H2 19 at the earliest suggest thahe
Riksbank will move by mid-2019 at the earliest. However, due to soaing
energy prices and possibly a lagging impact from the previous SEK
weakening, we expect CPIF to remai f
year. Thismaytrigger a hike or two but in our eyes it would be a mistake. Source: Danske Bank
In a fundamental sense, the Riksbank istrappedin a Catch 22 situation

with the SEK.
. . . . . . Soft ECB will most likely delay Riksbank hikes too
1 Our bearish outlook for residential construction is basically playing

out as expected, being adrag oBDP growth. We expect prices on new

1.25-% %- 1.25

flats to fall sharply, as very few can afford them and as supply is 1.00- - 100
significant. On the back of this, there may be a second leg down in 0.75 - Riksbank April forecast - 075
prices on existing flats. 0.50 - - 050

. . 0.25 - - 0.25

1 We have not changed our economic forecast to any meaningéxtent 000- 3mEuribor + FRA -
but new dark clouds in the form of what appears to be a sharp 025-N kL .27 _oes
slowdown in the eurozone manufacturing business cycle, are now -0.50- R: ;\7\ P° _ --0.50
approaching. This constitutes a downside risk to our GDP forecast. (075 - SmsStibor+FRA 475

16 17 18 19 20 21

Riksbank in a Catch 22 situation

Source: Riksbank, MacrobondFinancial
In April, the Riksbanlkept the repo rate unchanged but shifted the repo rate path
forward in time, now signalling a first rate hike in October or December this year
(previo@aellgdpmi dhis caused some upRi ksbank nmnwdadsy a ecpcrreac as
investors had pointed to the repo faath being unchanged for several meetings ~ "€ach 2 % target
up to Aprilas suggesting it intended to start hiking rates soon. In particular, the
FX market reacted fiercely, pushingthe EURSEK above 10.60 in the weeks afte
t hat meeting. The b a csiodtopogtpofieoate hikeh e
was that inflation had again turned out to be on the low side of its forecast.

Subsequently, the SEK has rebounded strongly, after Rikfloané members

pointed out that it forecasts a stronger SEK. In addition, CPIF inflation has

turned out close to the Riksbank©és t o
However, as laid out below, CPIF excluding energy was only 1.5% y/y inMay. Source: Danske Bank calcuations

This puts the Riksbank in a tricky situation. Should it point to CPIF, which we

forecast will r e mfpiecastsaitio/gaend, brishoulditi k ¢ What Riksbank needs and what it says
look at CPIF excluding energy for guidance about where 94% of the CPIF

basket is heading? We believe most of the Executive Board members will argue

that it is core that sets the trend and that headline is booséedet@eptional

extent by energy prices. In addition, the board is aware that if its language is

too hawkish, it risks strengthening the SEK, which would put downward

pressure on imported inflation. Th t h
heading aboe: higher inflation leads to a hawkish Riksbank leads to a stronger

SEK leads to slowing inflation and a dovish Riksbank. It is a circular reference.

Some board members seem to disregard or ignore how inflation is composec

These members, who constitutmiaority, may very well argue that CPIF has  Source:Riksbank, Danske Bank calculations, Macrobond
Financial
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