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Nordic Outlook

At a glance

From strong rebound to normal
recovery

It could have been much worse

Like the rest of the world, the Nordic countries suffered a severe economi
crisis during the lockdowphase in the spring and like most other countries,
there has been a strong rebound since the reopening began. The consequel GDP. first half 2020 vs second halfof 2019, %

Nordics less damaged

have been severe for mabysinesses and workers but most of the many risks 405 g
highlighted by others and us half a year ago have not materialised. The Nord ~=.5- - &b
countries have been less hurt economically than many other countries -50- Sweden - -50
. . . . . . Chi N
especially in Europe. We attributaditargdy to the Nadics having had much -75- e Orl‘JN:Z - -75
less severe, and shorter, lockdowns than seen elsewhere. In particular, t _;5 5 _ Fiand __100
Nordic countries have mostly not kept the workforce away from jabscthuld
: _ -12,5- italy UK --12,5

not handle remotely and have mostly not created barriers for trade in goods,

. . . - -15,0 - France --15,0
production and construction V@been able to continue throughout the crisis. '
It also helps that industries such as restaurants and hotels are relatively sma
in the Nordics, that citizens and businesses are highly digitalised and that the Source: Macrobond Financial
is a high &vel of trust inthegovernment.
Recovery slows down New restrictions matter
In our view, gowth rates for the third quarter of 2020 will be high, reflecting 120 -index (same weekday 2018=100) -120

the strong effect of reopening economieewever,there is not a lot left to
reopen and it likely to take much longer to recover the remainder of the losses
to the economies, both besgusome restrictions will remain in place and
because it will take longer to restore missing demand at home and abroad.
addition, there are renewed headwinds. First, infections have risen again
Europeandin the Nordics especially in Denmark. Whilthis has not led to
new general lockdowns and is unlikely to do Bopur view, it has led to
localised restrictions that will dampen the recovery. We are also concerned th—

the Nordic economies might ngét have seen the full effect of tiseibstantial Source: Danske Bank
fall in income elsewherand that there might be a delayed effect on exports.

This is especially the case for Finland, where earlier big orders have kept
manufacturing going but new orders are few.

Denmark, card spendingin
restaurants

[ B
Y
o

‘ Jun ‘ Jul ‘ Aug ‘ Sep

. Still strong public finances
Fundamental shape is good 9P

o . 110 -9 9 _110
There has been a strong fiscalipy response to the crisis but the loss for the A B P BT Ao P e~

government has generally been much smaller than expected in the Norc 128- 5 128

countries and their public finances remain stronger than in most other filaces 80 - ) - 80

although Finland will need some consolidation in thegkr term. Businesses Zg: Finiend [ ;8

are in better financial health than could have been feared after ssaghisis 50 - SRR - 50

the one we have seen and there has been no explosion in bankruptci 40 - - 40

Household finances are strong on average, as savings spiked during lockdo 28: N Norway [ 28
|

and haise prices have kept increasing. For Ssvesl®Riksbank, the crisis has
created further problems in reaching the inflation target but Norway could wel
be among the first countries to hike interest rates after the comemerisis.

1 1 1 1 1 1 1 1 1 1
02 04 06 08 10 12 14 16 18 20

Source: Macrobond Financial, Danske Bank
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Denmark
And now the hard part

1 Denmar kdés economy has quickIly r i ¢(Ataglance ‘N
recovery is not complete and fully catching up could take some time.
1 As the economy partially locks down for a second time, there is a risk Current forecast | Previous forecast
consumers may be more generally reluctant to spend. %y 2020 2028 A AUEL
GDP -35 3.0 -35 25
1 Nevertheless, the housing market remains robust and together with the  [Private consumption 18 46 14 35
one-off holiday allowance payout should support private consumption. 2‘::'5'2 e :2:3 éj 2‘(‘) (:)57
1 Exporters have been hit hard and their troubles might not be oveyet, F;';Z’rz ii‘z‘ 22 Z ‘2‘;
even though Danish export companies have performed relatively well. ’ ’ ' ’
1 Unemployment is declining but we do not expect it to reach pre oot o o) ol e
coronavirus levels in 2021. Government balance, % of GDP 34 22 69 19
. Current account, % of GDP 75 75 6.6 7.1
Strong recovery |OS|ng pace Source: Danske Bank

As expected, the significant economic downturn triggered by the lockdown in
March and April was replaced by rapid growth as most of the economy
reopened. Overall, the coronavirus crisis has played out more or less in line

with the least pessimistic fore¢agnade at the start of the lockdown, including

ours. However, the shift up in gear has not brought a complete recovery and v

expect the upswingp progress at a significantly slower pace, with setbacks Recovery has been quick but not complete
along the way. COVIEL9 remains a realitin both Denmark and its export

575 -Bn.DKK, Bn.DKK,- 575
markets and restrictiorzse set taemain in place for some time to come, while __ | _constantprices constant prices
we cannot rule ouurther restrictions and negative reactions from consumers e - ,,_ cos
and companies. In our view, we are now in a position more akin to an grdinat GDP.sa. ’
recession. Activity is suppressed not only by bans and fear of the coronavirt =00 - ’ [ 500
but also by a lack of demand from corporate investments, for example, whic 475 - - 475
takes longer to restore than it takes to reopen an economy from lockdown. 450 - - 450
425 - - 425

The economy remains mireid great uncertainty, though not all of it is ! ! | ! ! ! !
potentially negative. More widespread coronavirus outbreaks could hit th
economy harder, while global trade issues, Brexit and other geopolitice- — —
. . Source: Statistics Denmark, Macrobond Financial, Danske Bank
tensions could also flare upgdowever the upswing could gathepace,
especially if private consumption recovers more quickly and consumers react
to how relatively wel!/ things are going in reality for mos
finances.

We have received surprisingly poor GDP growth figures for Q2 simee
publishedNordic Outlok i June 202®n 16 Junethough we put some of that
down to technical issugshich could, conversely, pump up growth in the latter
half of the year. In contrast, the labour and housing markets have surprised
positively, sowe tweakour forecast only slightly overall.

Government-s bill for coronavirus crisis |l ess t
expected
The goverme nt 6 s r el i ef packages for businesses, now | argely exp

used much less than expected, particularly the scheme to compensate fixed
expenses, where the government expected to pay out more than DKK66bn.
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Companies generally well-cushioned

So far,only DKK4.8bn has been claimed, so the 2020 outlook is for a deficit 232 - Bn PR C°d";g§;.";s;;°§;:kg”d Bn. DK 222

that is of 6onlyd6 the same order 459.- _a50 | U

government 6s budget |l ays out a r elaas- -a25 a |

though the government hasin contrast tathe EU Commissiofi opted no 400 - -400

longerto consider public finances exempt from the usual limitation of running 375 - =872

a structural deficit of no more than 0.5% of GDP, the exemption being 350: Denosi :350

introduced because of the crisis. This means the actual deficit is likedyi® c 302 B spostts B igg

in at around 2.25% of GDP. The ¢ "124 15 " 18 17 18 19 =20 i

DKK179bn in Q2 when extensive borrowing padded government coffers for

those expenses that have largely failed to materialise.iJsist toprovide Note: Including personally owned companies seasonally adjusted

something to feed on for the rest of the year, though thefiyout of the Source: Danmarks Nationalbank, Macrobond Financial

holiday allowance means the government has a financing requirement. Gross

debt should reduce in 2024son receipt ofpostponed tax payments. No wave of bankruptcies for now

Bankruptcies limited so far 325 - -325
200 - Bankr.uptcies per month - 300

Despite thecoronavirus crisis, 2020 has so far produced fewer bankruptcies 275 - GIEERAS N pales -275

than previous years. One reason is that the option to postpone corporate & 2:2: :22:

payroll taxes has extended the life of a good many-pegsised companies, SO 5gg - _200

we believe weshould expect to see mobankruptcies in coming months, 175 - -175

especially among restaurants and hotels and in the travel industr i:g: ) 122

Nevertheless, corporate liquidity is generally adequate overall. We estimat ; 54 _ _100

that some DKK35bn in postponed taxes is due but the increase in corpora '09'10'11' 12 1314 15 16 17 18 19 20

bank deposits has surpassed this amount. The normally very cyclica

construction industry, for example, has not been hit so hard this time and hi source: Statistics Denmark, Macrobond Financial

receivedsupportfromt he governmentdés <crisis porTcy, rmcruuarnyg orrngi

forward investments in social housing. DKK strong again

Rate cut unlikely S o a7s
7.470 - Centralrate -7.470

Danmarks Nationalbank raised the certificates of deposit rate by 15b6%6 7 465 “u \ - 7465

in March to defend the weakening DKRince then, the DKK has moved to  7.460 -* -7.460

the strong end of the very narrow, tkcto trading range that Danmarks ;'222: :;'jgg

Nationalbank keeps it in against the EUR. However, we have no immediat 5 445 - - 7.445

expectations of a rate cut. The spring offensive to defend the DKK erode 7.440 - EUR/DKK.fixing 7.440

Denma k6 s F X r e bageadmétadly beerhtémpdrarily padded out ;'Zgg’: _;2;3

again by foreign borrowing. Nevertheless, we presume that Danmark = i 15 = =0

Nationalbank would not object to reinforcing its FX reserves more sustainabl'
by selling DKK if it neededo in orderto prevent the currency strengthening

. . . . i . Note: Chart shows DKK/EUR
too much. Whether the DKK is pushed in one direction or the other is highly go;ce: panmarks Nationalbank, Macrobond Financial
dependent on movements in global equity markets. This is because Danism
pension funds have very large foreign equity holdings and rising eqidgsp
tend to strengthen the DKK due to
Danish interest ratd@k closely to comparable rates in the euro area and we 104 -index (2008=100) Index (2008=100)- 104

Activity down by much more than number of jobs

see no real prospect of major changes here in the time ahead, though long re ;g5 - Fmplor\]/]et]as _102

. . . _ monthly =
could increase attle in 2021. 100 - 2100
Labour market picking up 98 - Employed people - 98
96: (quarterly) B o6

Unemployment rose by close to 50,000 between February and April this yee = Hours worked | -
but the reality was much worse. At its peak, almost 250,000 private sectc °% - [EIETEER ) o9
- 92

employees wereon furlough with employers receiving partial wage J2 -
compensation, while large groups of public sector employees and the sel
employed were alsonable towvork.

1 1 1 1 1 1 1 1 1 1 1 1 1
08091011121314151617 181920

Source: Statistics Denmark, Macrobond Financial
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Unemployment heading lower

At one pointup to oneseventh of those with jobs were probably idle. TEige 190 -thousand thousand- 190
L i 80 - Gross unemployment, s.a. -180
majority are now back at wkrand the wage compensation schemes have ;.. -170
expired, seemingly without prompting an increase in the number of registere 160 - - 160
unemployed which has also declined. However, while we expect 1°0- Unemployed in jobindsats.dk [\ - 14518
unemployment to continue faiy on the back of the recovery, we are unkel | - _ _130
to reach precoronavirus levels in 2021. This is due partly to the workforce 120 - -120
expanding when the retirement agecreass again next yearalthough 110- -110
100 - -100

admittedly the workforce has shrunk during the crisis @nd uncertain ' '

1 1 1 1 1 1 1
. ) ; 12 13 14 15 16 17 18 19 20
whether foreign labour, for exaepwill return in the near term.
Source: Statistics Denmark, jobindsats.dk, Macrobond Financial

The new collective wage agreements for the private sector seemingly paved the
way for h|gh wage gI’OWth in Q, but instead the coronavirus crisis erupted Tobacco duties and expensive books have kept

resuting in a slowdown. We expecinderlying wage growtto pick up again inflation above zero despite cheaper hotel rooms
slowly but for the year as a wholeur forecast points to slower wage growth . ]
in 2021 than this year. 05 :%—pmnts Inflation contribution %—pomts: o5
Dearth of tourists dampens inflation e Tobacco - 03
Danish inflation is rather subdued, with overall price pressures in the economr 91 ..... l P
still modest and some sectors offering discounts that fall outside the normi -o.1 - e --0.1
sales season, which is helping pull inflation lower. These sales may prove mo 0 ) ) 0
permanent in ceria sectors, such as the hotel industry, which is selling rooms ' an Feb Mar Apr May Jun .l Aug
almost 30% cheaper than at the same time last year. Hotel room prices are like 20
to remain below the norm for as long as foreign tourists and business travelle
stay away. Plane tickets aresalcheapcurrently and with the prospect of  source: Statistics Denmark, Danske Bank, Macrobond Financial
extensive travel restrictions remaining in platieey will probably remain
cheap for some time yet. Inflation not dipping bel@razover the summer was
due largely to the higher duty on tobacco, which hasdaise price of most Higher but still modest inflation ahead
20-pack cigarettes by DKK15. Book prices far above the norm have alst 459/, T %y/y- 4.5
contributed to inflation. -
35- - 35
We expect inflation to accelerate slightly towards the end of the year as tobact o5 i i o5
duties fully feed through and some sales on furnituretemle accessories, - -
etc. cease. Tourists returning could well come to define when inflation agail 1.5 - - 15
approaches 2% rather than 1%. As the economic recovery progresses and 0_5: i} OF
sharp fall in the oil price in Q1 this year becomes histaeypelievenflation .
islikely to rise again. We pencil in 0.5% for this year and 1f292021. °s- . . . . . ., ,=m05
04 06 08 10 12 14 16 18 20

Impressive consumption recovery in H2 but : — ——

. . . Source: Danske Bank, Statistics Denmark, Macrobond Financial
uncertainty increasing
The first half of the year saw a record plunge in private consumption, witk Private consumption to be boosted by holiday
consumption of services and cars, in particular, pulling sharply lower. allowance payouts in coming quarters
Consumption normalised over the summer, withszdes increasing and card
and MobilePay transactions stabilising around normal. However, while man: =60 :E’;ﬂ;ﬁt — [constantB;r.‘::c):}:;(]: 2:2
sectors of the economy have normalised, certain types of consumption are s ne
seriously underperforming. Travel spending, in particular, is far belowgaera 2a0- Private consumption 2
and with 80% fewer plane tickets sold in September than ythede is little Ezg ) v zzg
prospect of a return to former travel patterns in coming quarters. Highe i I
infection rates and new restrictions make our forecast here rather uncertain. i .
Consumption has slowle little since miegSeptember, with the introduction of 130 - . . . . . . . . -190
reduced opening hours for restaurants and bars causing consumption in the 06 08 10 12 14 16 18 20
sectors to fall by around 20%, bas pe
MobilePay. Source: Statistics Denmark, own calculations,, Macrobond Financial
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Cars sales recover but uncertaint y on taxes and
duties are substantial risks here

Up to now, the Danes seemingly viewed the coronavirus crisis as a tempora 1z - ousand thousand - 13

henomenon, something underpinned by largely uninterrupted growth sinc -
P 9 P y gely P 9 11 - Saleof passenger cars to households -11

the economy slowly began to reopen in April. However, pleiception may =

begin to fundamentally shift on the back of a new wave of infections and partic ° B B o
lockdowns andindeed we have seen a worrying fall in consumer confidence. 7 - - 7
This supports our expectation that the consumptioio raill not fully 5: : 5
normalise util towards the end of our forecast period, after declining 3: i 5

significantly in H1 this year. R
00 02 04 06 08 10 12 14 16 18 20

Nevertheless, consumptiowill receive a boost frm the holiday allowance

payouts in Q4, whichve expect to place up to DKK39bn in Danish pockets.

Previous refunds of pension (2009) and early retirement (2012) contribution=

indicate a substantial share of the mey channeling into savings, with only ~ New restrictions have had an immediate impact on

around onehird spent on consumptioand around DKK5bn invested in spending in restaurants and bars

Source: Statistics Denmark, Macrobond Financial

peopl edWe base ordosecast on thpayout of theemaining roughly S0 AT ST A %y/y- 50
t wo weeksd hol i 2lafor which thecevsapparentlyimajorit® 1 o5 and Mobile Pay P o5
political support. However, at the time of writinthis has not been formally ;

0 - AN Traditional . A NS N~ °

decided and so is subject to considerable uncertainty. Our previous forece

-25 - restaurants - -25

indicateda further lift inconsumption in Q21 on the baclof the property tax 50 -Barsand .
refunds due to homeowners who overpaid. However, given the postponeme s night clubs N L s
of the new property valuations and further uncertainty about the timing of the 100- rest,.ii‘g-ons P 100
ref_unds, wg do not now expec_t the roughly DKK8bn due to housetwlits SE M A M U U A s
paid out duing the forecast period. 2020
Housing market continues to surprise pOSitively Note: Data covers only cardand MobilePay transactions

Source: Danske Bank
After a record price fall in March, the housing market has only gone up. The
latest figures from property website Boligsiden indicate that both house an ACtiViBI’ recovered swiftly and remains above
apartment prices are now above -pogonavirus levels. Hence, the housing norma
market appears to have shruggédite coronavirus crisis and there is no sign 300 - Index (2019=100) Index (2019=100) - 300
the grovth of recent months could turn dovamytime soon: supply remains  5gq - Weekly house sales ~550
extremely low, sales activity is high and price discounts are miriirealt is 500 - o000
stil |l a sellerdés market. - Holiday houses -

150 - -150
While activity in the holidaynome market has slowed since the spring, sales ;qg - e 100
remain far above the norinand given the holiday allowance payouts in the  _~ owner occupied Tats Detachedhouses . =g
autumn and stricter travel restrictions, we expect sales activity to remail "y O F M A M J g A
buoyant here. 2020

Looking ahead, uncertainty is set to remiaigh for coming months given the

X ) ) . . ) Note: Data is seasonally adjusted and smoothed out over four weeks
resurgence in coronavirus infections and the implementation of furthe gqce. poligsidenDanske Bank calculations
restrictions. Yet, a general downturn in the Danish housing market in 2020 i=
difficult to imagine, as tis would require a much more pronounced deciime Strong price increases on housing since the spring
prices in coming months than we saw during lockdown. Rather, we expec

somewhat more subdued price growth towards the end of the year and modes 22 ~Index [2006=1HD )  Index(2006=100]- 120
e _ i 115 - ouse prices, s.a. =-~_115
appreciating prices in 2021. 110 - _110
Prospects for exports brighten but treacherous road o e
ahead o5 C o5
Goods exportsook a serious knock in the first half of the year, falling 4.4% 90 - - 90
comparedvith H2 19. That said, Danish exporters experienced a significantly 52 - -85
80 - - 80

smaller contraction than their German or UK counterparts and a sizeable she ' ' ' ' ' ' ' '
06 08 10 12 14 16 18 20

Note: Own seasonal correction, stippled line denotes forecast
Source: Statistics Denmark, Danske Bank
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of the fall was due solely to less oil being extracted from the North Sea and net
less demand from abroad. Denmark has also been helped by a large number Exports to countries outside the EU have held up
its export markets being in northern Europe, which has been less affected k

.. . . 225 -Index Exports outside of EU Index - 225
the crisis. Neverthegs, the overall decline in exports conceals a broad . (7/12019-100) (7/12019=100)_ 5
spectrum of realities for Danish exporters. The pharmaceutical industry ha: ;o _ -175
weathered the crisis well so far, with exports actually growing by 1.5% during ;5q - ~150
the March to July period comparedith the previas five months. 125 - _125
Pharmaceutical exports make up around-iirel of exports to countries 100 - - 100
outside the EU. This can be seen in the figures from the Customs and Excis 75 - CHAd e - 75

_ _ 2020, 7d m.a.
system, which show that exports to A countries have hovered around 50 - - S0

Jan ‘ Feb ‘ Mar ‘ Apr ‘ I\/Iay‘ Jun ‘ Jul ‘ Aug ‘ Sep

2019 levels throughd the crisis and right up to September. In contrast, e

machinery exports have experiencedudstantiafall in demand, especially
from Germany, where exports between March and July were down almos Source: Statistics Denmark, Danske Bank
DKK8bn comparedvith the same period last yeiaa fall of more than 50%.

Service exports have also been very hard hit, due largely to the absence Activity levels in Danish export markets and

tourists. Between March and July, the number of overnighting foreign tourists leg\jlcggaﬁ]sgfggﬁw ol e ldreeted, bt
was down 80% (seasonally adjusted) compared witiprgndous five months.

Travelrelated exports fell by DKK14.5bn in H1 and any return to normality for 65 -Index %-points- 40
the Danish tourism industry is likely to require a vaccine or at least a significan €0 -

reduction in the risk of infection. As might be expected, shippingatss 55-
suffered during the crisis. Shipping exports fell by DKK14.4bn in H1 compared SR | S |
. . . ) . . 45 -
with H2 19, despite a marked increase in freight rates, which indicates tha o- . g | .
shipping activity declined by more than 15%. Global trade slowed by 9% over S - D);TST:BQ:::XPM andersrha] :38
the same periotl the largest fall since 2009. 30 - export barometer (lhs) .40

1 1 1 1 1 1 1 1 1 1 1 1 1 1

07 08 09 10 11 12 13 14 15 16 17 18 19 20
Nevertheless, Danish exporters can perhaps look forward to a brighter future
Trade has been picking up since April, export conditions have gradually ... ndes0 delineates between i 0] e FERE, S U
improved and we expect this continue. A European economic recovery iS  Export Barometer. RH axis indicates difference in percentage points of
well underway and corporate ordetpectations have stabilised. That said, the companies expecting more orders relative to how many expect fewer.

. i Source: Danske Bank, IHS Makit, Statistics Denmark, Macrobond

amount of lost sales ®ibstantiahndwe do not expect ib be recovered, plus Financial
export market activity is rising from a lolevel. There is a significant risk the
recovery could suffer setbacks due seaond wave of COVIE19, plus Danish
companies are saddled with the strongest DKK in more than 10 years, whiek
further erodes their competitiveness at an already difficult time. Overall, we d DKK hits 10 -year high
not expect exports to return to gzeronavirus levels befored22.

-Index Index -

Imports fell by 9% overall in H1, due to many of the same factors that puller 107~ , 107
. ) . Effective DKK rate

exports lower. Danish tourists and business travellers spent DKK16.6bn le 105 - -105
abroad than in H29, meaning the downturn in travel contributed positively to 103 - -103
the current accoursurplus in Denmark. Car production shutting down in Europe WM Ly Y C ot
was clearly visible in car imports, which fell significantly. After 2019, when the S Avg.since 2010 -
current account surplus of 8.9% of GDP approached the record from 2014, t 99: B 99
surplus has fallen considerably, aslarge surplusfrom services has been 97 - - 97

transformed into a small deficit. Shipping can explain much of the decline in th '10'11 12 13 14 15 16 17 18 19 20
surplus but a sharp fall in business activity for other services has also contribute g, ce. statistics Denmark

The recovery in domestic demand haserallybeen faster than the recovery in

demand from Denmarkds trading partners, translating into a
surplus than it is used to. Therefore, we expect the current account surplus to

decline to 7.5% of GDP in 2020 and 2021.
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At a glance
Forecast
National account 2019 2019 2020 2021
DKK bn (current prices) % yly

Private consumption 1044.3 14 -1.8 4.6
Government consumption 556.8 1.2 -0.6 29
Gross fixed investment 5125 2.8 -1.7 0.4

- Business investment 320.9 23 -7.1 -1.2

- Housing investment 115.0 6.2 7.6 2.3

- Government investment 76.7 0.3 7.0 3.4
Growth contribution from inventories -0.3 04 0.0
Exports 1361.8 5.0 -12.4 4.6

- Goods exports 804.7 6.9 -3.9 4.1

- Service exports 557.1 -1.7 -21.7 5.6
Imports 1190.2 24 -10.2 4.6

- Goods imports 701.2 15 -4.5 6.6

- Service imports 489.0 3.9 -18.4 1.2
GDP 2335.0 2.8 -3.5 3.0
Economic indicators 2019 2020 2021
Current account, DKK bn 206.8 169.8 177.2

- % of GDP 8.9 7.5 7.5
General government balance, DKK bn 88.3 -77.0 -53.0

- % of GDP 3.8 -3.4 2.2
General government debt, DKK bn 778.7 985.0 980.0

- % of GDP 333 43.2 41.2
Employment (annual average, thousands) 3002.8 2952.4 2989.6
Gross unemployment (annual average, thousands) 104.1 134.3 117.1

- % of total work force (DST definition) 3.7 4.8 4.2
Oil price - USD/barrel (annual average) 64 38 50
House prices, % yly 3.8 3.0 3.0
Private sector wage level*, % y/y 25 2.0 1.8
Consumer prices, % yly 0.8 0.5 1.2
Financial figures 05/10/2020 +3 mths +6 mths +12 mths
Lending rate, % p.a. 0.05 0.05 0.05 0.05
Certificates of deposit rate, % p.a. -0.60 -0.60 -0.60 -0.60
“Wagegr owt h is based on Statistics Denmarkés standardised wage index which ha

Source: Statistics Denmark, Danmarks Nationalbank, Macrobond Financial, Danske Bank
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Sweden

Not as bad as feared

1 All sides of GDP suggest a significant rebound in Q3 GDHR is rubber-

band effect. Following this, we expectthe recoveryto continue at a At a glance
slower pace.
1 Consumers are doingokay. Leisure services spending and clothing Current forecast Previous forecast
| il 1 . th t b t ti . .. % yly 2020 2021 2020 2021
sales are still lagging other parts but consumption is rising now. (0P, calendar adusied s as . s
However,the property market has turnedvery buoyanton the back of Private consumption 51 a2 50 43
economic stimulus, with prices soaring again ccosinoten 03 28 07 07
Gross fixed investment -3.7 25 -8.1 43
1 The labour market is lagging behind but givesa glimmer of hope.We Exports 61 62 10 42
. | t 7. . -3. .
expect the employment rate to peak in Q4, followed by a gradual e i e * °
recovery in 2021. Unemployment rate 8.7 9.0 8.8 85
Inflation 0.6 11 -0.1 11
1 Business is recovering too, mainly manufacturing and nodurable Government balance, % of GDP 58 10 74 -10
retail trade. Early signs of a turnaround in machinery investments and CulreTac oL o 0R 49 6 49 46
rising exports bode well for manufacturing. Servicesre still lagging. Source: Danske Bank

1 The wage round is set to produce the lowest central deal for decades.
Coincident with a relatively stable SEK we expecthis to keep inflation
closer to 1% thanto 2%.

1 We expect theRiksbank to keep the repo rate unchanged for years.
Board members appear to prefer more QE to cope with subdued

inflation. Several positive signs

1 This yearhas seen significantly less use of fiscal stimulus measures than
planned. The September budget bill shifts part of this takick-startd

the economy in 2021 100 - pafi %M ey

Improving outlook, upward revision
Q3 data issignalling a quite strong growth rebound, tentatively 5%j. g

105 -Index (2019=100) Index (2019=100) - 105

95 - 4 - 95

Activity Indicator, SA

Consumption, a bit surprisingly, sends the strongest signal, followed by privat g0 - - 90
. Household Consumption, SA
sector production and hours worked. Supposediynieans that the demand, i
i X i . . X 85 - Production Value Index, SA - 85
production and income sides of the GDP identtg represented in the , .
recovery. Actually, the rebound appears to be quite a bit stronger than w 2019 2020
expeted in Nordic Outlok i June 202016 June Hence, we revise upur Source: Statistics Sweden
growth forecast and projected GDP level. This is partially a result of the swift
global and Swedish fiscal and monetary policy response. That said, howeve=
there are still significant downside risks for the economy related to the Most hit consumption recovering too
developmen'g othe COVID-19 pandemic albeit cohtaglons currgntlylow. 100 - NIER confidence survey _ 100
The economic gaps causedthg COVID-19 pandemiaresubstantialandare 75 _ Non-durable retail sales . 95
likely to take time to recoup. 50 -W- 50
. . . . . 25 - - 25
Consumpti on bouncing back with surge in properties 0NN AT VN @
Private consumption has been quite resilient given the circumstances. Ret -25- - 25
saleswere actually higher this summer than in December 208 non ~59- Durable retail sales - 730
. ) . L -75 - : . - -75
durables and home improvement godids main drivers. This is apgmtly Consumer related private services

-100 - --100
1

also a pattern seen in other countriescassumers spend more time working 5018 ' 2019 ' 2020

from home, extending théhome officé

Source:NIER, Danske Bank calculations
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Nordic Outlook

The COVID-19 pandemic sent activiip some consumer services, for instance Property prices soaring

restaurants, back more than 40 yee RO

suggest that leistmlated consumer such as restaurants, hotels, transportatic 255 -Index Index- 255

and travel have also rebounded. Travel agencies, for insthimeed a positve ~ 2°9 - HOX Property Price Index, SA 230

net balance in September, not seen since February. Another telling sign 242: :222

consumer optimism is the surge in property prices and turnover since Ma' 55 _ _235

Danskeos Swedi sh Boprisindikator 030 - _ozg t O

uninterrupted osr a fourmonth period up to and including September, ending 225 - -225

with an alitime high turnover. That said, it is evident from other data that houses 220 - -e20
-215

not flats, are the real beneficiaries of the trend set in motion by the GO&/ID 2127

pandemic. House prices haskn 7% seasonally adjusted between December anc

August. This is a drastic change from the negative development we expected or__

a few months ago and we now expect a rise of around 5% in 2020 compared w Seuce: KTH-Valueguard, Danske calculations
2019. The property market is seeing a boom. Wiatdhave caused such a rush?

In our view, the obvious candidates are signals from the Riksbank that interest
rates will remain low near term and the FSA temporarily abolishing the mandator
amortisation requirement until September 2021 (amortisation free). Howeve
presumablythe receery in stock markets and significant government fiscal
stimulus also play a role here. The thing puzzling us is that one might expect tt
fragile labour market to have a negative impact on property purchases but this
not so. That said, there are sigfiscautiousness among households, as seen ir
soaring bank deposits. This type of precautionary savingiseasdespite rates
being zero. One implication of this is that mortgage credit institutions can raise
bigger share of their funding via the mothanks than via covered bond issuance.

Business investments appear to have come back too

Business investment may have turned the corner

Investment activity took a dive ifl120, with the main drag coming from

machinery investments. Intellectual property was essentially flat and constructic g, ce: niER, Statistics Sweden

rose. While there is |imited data w—v —gaoaugec——tvmoc—wuormocoo ——o €C
machinery and transportat isoment godds ERO s mont hly data for i nvi
productionturnedpositive in September. Hence, it seems to us that investments

may have turned the corner in Q3. We suspect intellectual investments such as

computer programming and research r o
busines sentiment recovers. However, construction activity appears to hav Zezes sl eEryine SXRmEe s e

entered the doldrums judging from NIER data, with both order and productiol

slowing, albeit at a decreasing pace. Dwellings construction specifically ha

already slowed from the overhedtactivity seen in previous years ahead of the

COVID-19 outbreak and stabilised in the first half of 2020. NIER data suggest

risk of a setback in H20 but, in our view, longerm higher property prices and a

strong demographic demand for housing shantierpin growth in coming years.

Although there are few new initiatives in infrastructure investments, ongoing

projects should keep activity high. As construction is by the far biggest part c

gross fixed investments, there is a risk near term that anédaliresidential

investments will outweigh potential increases in machinery and transportation.

. . . . Source: NIER
Services lagging manufacturing and retail

On a seasonally adjusted basis, there is clear evidence to suggest that goods
exports and imports are on a recoveack since May. Actually, expahave
consistently outpaced importshowing a steady improvement in the trade
balance. We take ithas a sign that international demand for Swedish goods is
recovering to the benefif Swedish exporters and, not least, 5Browth.
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