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m Oversikt

Variden i behov av vitamininjektion

e Virldsekonomin pa vég at ratt hall ...
e ... men ndromradet dr svagt och ECB gér mer

e Sverige i ledning i Norden

Det finns en risk att 2015 blir ett véntans &r. Ett &r med
langsam é&terhdmtning, dér 14g inflation och expansiv
penningpolitik ar i fokus precis som i ar. Ett &r dér euro-
omradet star infor fortsatt stora utmaningar, vilket far ef-
fekt p& de nordiska ekonomierna.

Nagra ljuspunkter globalt ...

Viktiga linder som USA och Storbritannien vixer i god
takt. Frdgan &r inte om konjunkturen tar fart. Det har re-
dan skett. I fokus hamnar istéllet 16ner och inflation. Sta-
tistiken 6ver l6ner och arbetskraftskostnader &r lite blan-
dad, men det finns tecken pa att kostnaderna nu stiger. I
synnerhet i den privata sektorn och i de mindre foretagen
i USA. Hogre kostnader for foretagen bor ocksa spilla
over i stigande priser framover. Bade den amerikanska
centralbanken Fed och Bank of England véntas hdja ran-
tan till sommaren 2015.

Andra ljuspunkter &r att Kina trots allt f6ljer landets till-
vixtplan. Risken for en hérdlandning undviks sannolikt
de nidrmaste dren, da savil penning- som finanspolitiken
anvénds. Dessutom har oljepriset fallit med runt 35 pro-
cent sedan i somras och stabiliseras omkring 80 dollar
per fat under prognosperioden. Ett oljeprisfall gynnar ol-
jekonsumerande linder och hela virldsekonomin. Ar
2015 bidrar ett lagre oljepris med 0,6 procentenheter till
den globala tillvixten.

... men flera utmaningar och risker

Storsta risken for de nordiska ldnderna &r den globala ut-
vecklingen. Framfor allt 4r det oroande att niromradet
inte tycks komma ur efterdyningarna av krisen och att
Tyskland som skulle agera motor stér still. De linder som
behover anvinda finanspolitiken for att stimulera, sdsom
Frankrike och Italien, har inte mojlighet pa grund av hog
offentlig skuldsittning. De som kan, till exempel Tysk-
land, vill inte.

Politikerna star infor stora utmaningar och sa gor ocksa
centralbanken. Den europeiska centralbanken, ECB, har
redan gjort mycket. Fragan dr dock om det racker. Under
prognosperioden vintas ECB 6ka sin balansrakning med
nirmare 10 procent av BNP, allt for att fa fart pa efter-
frdgan och upp inflationen via laga rdntor och &stad-
komma en forsvagning av euron. Trots det kommer till-
véxttakten inte 6ver 1 procent nésta ar.

Aven tillviixten i den japanska ekonomin har bromsat
upp. Kraftfulla stimulanser ricker inte om inte ocksa
strukturella forbattringar sker. Tillvaxtlanderna bidrar till
den globala aterhdmtningen, men dven hdr dr utmaning-
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arna stora. Geopolitiska risker och inte minst en Gver-
géng till stramare penningpolitik i USA dampar tillvéxt-
mdjligheterna.

Volatiliteten péa finansmarknaderna lar 6ka nédr Fed och
Bank of England nirmar sig en forsta ranteh6jning. Det
stora rintefallet av den amerikanska 10-arsréntan i okto-
ber var en forsmak. Det dr dock tveksamt om det hinner
ske nagot storre skifte fran hogt risktagande till mer sékra
placeringar under 2015. Réntehdjningarna r inte tillrdck-
ligt stora for att det ska vdga upp en expansiv penningpo-
litik pa andra hall.

Norden dimpas av svagt ndromrade

Ett lagre oljepris ddmpar norsk tillvixt. En viktig motor
ar dock konsumtionen, som véxer om an i langsammare
takt. Norges Bank sdnker inte styrrdntan bland annat pa
grund av de hoga bostadspriserna. Norska kronan stérks
darfor nagot framover. Dansk tillvéxt ddmpas igen och pa
bred front. Exporten péaverkas negativt inte minst av en
svag utveckling inom euroomradet. Hushéllen ar forsik-
tiga och fortsétter att dra ned sina skulder. Investeringar-
na har 6kat mycket mattligt under ménga &r och investe-
ringsnivan ar l4g. Arbetsmarknaden forbattras, men in-
flationen ar nere pa historiskt 1aga nivéer. Finland be-
doms vara i recession for fjarde aret i rad 2015. Exporten
utvecklas trogt, men framfor allt ser det morkt ut pa
hemmaplan. Ddmpad 16nsamhet i féretagen, hushall med
lagt sparande och svag kopkraft samt en arbetslshet som
stiger haller emot. De offentliga skulderna fortsatter upp
och ljusningen ligger langt borta.

Svensk ekonomi — maler pa

Sverige har klarat krisen bra och star vl rustat. Men nér
den global efterfragan inte finns pa plats och hushallens
kopkraft dimpas av skattehdjningar och amorteringskrav
ar det svart att komma tydligt 6ver 2 procents tillvéxt.
Arbetsmarknaden forbattras, men lonedkningarna blir
mattliga dven i Sverige. Inflationen stiger ndgot, men lig-
ger langt under malet. Nollrdntepolitiken bestar linge dn
och Riksbanken sitter fast med en penningpolitik som
kommit till végs dnde. Amorteringskrav bromsar upp-
gangen av bostadspriserna, vilket dr onskvért. Nagot pris-
fall raknar vi emellertid inte med. Inte heller med att fler
atgarder vidtas for att ddmpa skuldséttningen i nartid.

Kronan stirks mot euron dd ECB littar ytterligare pa
penningpolitiken, medan kronan forsvagas mot dollarn.
Politiskt stir vi med en historiskt svag minoritetsregering
som sannolikt inte méktar med att gora ndgra storre for-
dndringar, utan politiken karakteriseras av kompromisser
och forhandlingsspel.

Annika Winsth

annika.winsth@nordea.com +46 614 8608
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Utmaningar pa flera fronter

e Amorteringskrav — en utmaning hushallen klarar
e Stigande inflation men fortsatt under malet
e Inga fler penningpolitiska stimulanser; hojning drdjer

e Politisk turbulens kan tynga kronan

Hygglig BNP-tillvaxt trots svag extern efterfragan
BNP har varit volatil de senaste tvd &ren. Den dvergri-
pande bilden ar dock att den svenska ekonomin har ut-
vecklats vél. BNP-tillvixten har legat omkring 2 procent,
sysselséttningen har stigit snabbt och inflationen har varit
lag. Ekonomin &r dock alltjimt tudelad. Tillvéxten har
drivits av den inhemska efterfrigan medan exporten har
varit fortsatt svag.

Detta monster véntas i stora drag besta under prognospe-
rioden. Med en fortsatt dimpad efterfragan i vart ndrom-
rade sasom euroomrédet och i de nordiska grannldnderna
sker aterhdmtningen av exporten langsamt. Darmed tar
inte heller BNP-tillvixten négon storre fart utan stannar
pa omkring 2,5 procent. Inflationen stiger nagot men nér
inte Riksbankens 2-procentsmal under prognosperioden.

Oroade myndigheter

Hushéllen har varit tillvixtmotorn i den svenska ekono-
min de senaste aren. Parallellt med stigande inkomster,
konsumtion och bostadspriser har ocksa skulderna véxt.
Skuldkvoten, det vill sédga skulderna i relation till in-
komsterna, har under de senaste 15 aren Okat fran 106
procent till 170 procent. Under samma period har hus-
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priserna mer dn fordubblats, vilket oroar beslutsfattarna.
Ett viktigt tema framover blir darfor myndigheternas an-
strangningar att stidvja hushéllens skuldsittning och hur
det paverkar hushéllen.

Hushallen star pall

Finansinspektionens avisering av amorteringskrav inne-
bar bland annat att nya boldn ska amorteras ned till 50
procent av bostadens vérde. Inledningsvis innebér det en
liten 6kning av amorteringarna for hushallssektorn i sin
helhet. Daremot kan de vara signifikanta for enskilda
hushall.

Utvecklingen av bostadsmarknaden och riskerna for-
knippade med hushéllens skuldséttning &r en komplex
fraga. Klart ar dock att i takt med att hushéllens skulder
har viaxt har ocksé riskerna i den svenska ekonomin 6kat.

Var beddmning ar att amorteringskraven visserligen
dampar uppgéngen men att de inte orsakar en nedgang av
vare sig bostadspriser eller hushéllens konsumtion. Det
finns flera skal till det. Till exempel &r hushallens spa-
rande hogt, amorteringarna har redan 6kat och mycket ta-
lar for att bordntorna forblir ldga framover. Dartill ar det
troligt att hushéllen drar ned péd annat sparande. Viktigt ar
ocksa att den uppgéng av bostadsbyggandet som har
skett de senaste aren &r fran en 1dg niva och knappast or-
sakar ett dverutbud av bostdder. Vi bedomer att det inte
genomfors fler atgdrder for att stdvja hushallens skulder
under prognosperioden.

Sverige: Makroekonomiska nyckeltal (arlig tillvaxt i procent om inget annat anges)

Privat konsumtion
Offentlig konsumtion
Fasta bruttoinvesteringar
- industri

- bostadsinvesteringar
Lagerinvesteringar®
Export

Import

BNP

BNP, kalenderkorrigerad
Nominell BNP (mdr SEK)

Arbetsloshet (% av arbetskraften)
Sysselséttning

Konsumentpriser (arsgenomsnitt KPI)
Underliggande inflation (arsgenomsnitt KPIF)
Timléner (nationalrdkenskaper)

Bytesbalans (mdr SEK)

- % av BNP

Handelsbalans (% av BNP)

Offentligt finansiellt sparande (mdr SEK)
- % av BNP

2011 (mdkr) 2012 2013 2014E 2015E 2016E
1693 0,8 10 2,4 22 2,0
921 1.1 0,7 1.4 1,6 0,8
830 -0,2 -0,4 4,6 4,6 3,0
170 -3,1 -1,4 -3,8 4.1 4,6
125 -11,8 21 18,8 9,2 3,2
41 -1,1 0,0 0,3 0,0 0,0
1707 1,0 -0,2 2,3 4,8 5,0
1535 0,5 -0,7 51 5,1 4.1
-0,3 1,3 1,8 2,5 24

0,1 1,3 2,0 2,3 21

3657 3685 3775 3895 4044 4205
8,0 8,0 79 7,7 7.5

0,7 1,0 1,5 1,3 0,7

0,9 0,0 -0,2 03 1,6

1,0 0,9 0,5 0,9 1,4

2,8 1,9 21 2,8 3,0

204,8 229,0 201,3 204,3 230,9

5,6 6,1 5.2 5,1 5,5

3,7 3,8 3,1 2,9 3,1

-34,1 -51,3 -85,6 -61,9 -31,3

-0,9 -1,4 -2,3 -1,6 -0,8

37,7 40,6 40,9 40,5 40,2

Offentlig bruttoskuld, % av BNP

* Bidrag till BNP-utvecklingen, procentenheter
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Lag inflation ger laga rantor

Aven om amorteringar ir ett form av sparande okar det
dndd hushallens boendeutgifter. Hogre bordntor skulle
innebéra en ytterligare okning av boendeutgifterna, vilket
sannolikt begrinsar Riksbankens mojligheter att hoja rdn-
tan.

Riksbankens fokus ar dock pa den alltfoér laga inflation-
en. Under de senaste fyra aren har inflationen enligt
Riksbankens favoritméatt KPIF, dvs. KPI exklusive bo-
réntor, legat pa i genomsnitt ca 1 procent. Under det sen-
aste aret har den varit &nnu légre.

Det finns flera tecken pa att inflationen har bottnat och vi
raknar med att den stiger ndgot framdver, framfor allt
mot bakgrund av att kronan har forsvagats. Trots en
snabbt stigande sysselséttning forblir dock 16ne6kningar-
na mattliga d& den hért pressade exportindustrin utgoér ut-
gangspunkten for de kommande avtalsférhandlingarna.
Tillsammans med 14g inflation globalt bidrar det till att
inflationsmélet inte nds kommande ar.

Den forsiktiga uppgangen av inflationen som fOrutses
bedoms vara tillracklig for att extraordinéra stimulanser
sdsom negativ reporénta eller valutaintervenering inte ska
bli aktuella. Diaremot ar det mycket som talar for att det
drojer ldnge innan rantehdjningar kan komma pa tal. Vér
prognos dr att Riksbanken borjar hoja rdntan i mitten av
2016 och sedan fortsétter hoja i langsam takt.

Kronan i penningpolitisk skottglugg

Riksbanken vintas alltsa inte vidta fler atgérder for att
stimulera ekonomin. ECB har dédremot signalerat en kraf-
tig expansion av sin balansrdkning, vilket torde bidra till
att intresset fOr att investera i andra valutor, sdsom kro-
nan, okar. Dértill 4r den svenska ekonomin i de flesta av-
seenden mer robust dn euroomradets, vilket dven det talar
for att kronan stirks mot euron.

Ett fragetecken for svensk del dr dock den politiska situ-
ationen med en historiskt svag minoritetsregering. Vi ut-
gar visserligen fran att regeringens budgetforslag for
2015 godkénns av riksdagen. Trots det kvarstar risken for
regeringsombildning eller nyval langre fram, vilket tidvis
kan tynga kronans véxelkurs.

Mot dollarn gér dock resan i andra riktningen. Den ame-
rikanska ekonomin angar pé och en rantehdjning frén Fed
rycker allt ndrmare, vilket ger dollarn stod. P& ett ars sikt
handlas kronan till 8,90 mot euron och till ca 7,75 mot
dollarn enligt var prognos.

Torbjérn Isaksson

torbjorn.isaksson@nordea.com +46 614 8859
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Stigande skuldkvot
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Low oil price will weaken growth

e Growth will slow in 2015
e Subdued inflation and wage growth ahead

e Unchanged interest rates for a long time

Qil price trends create uncertainty

Since the September issue of Economic Outlook the oil
price has declined from USD 100 to USD 70 a barrel.
The effect of the lower oil price on the mainland econo-
my de-pends on how it impacts the oil companies’ in-
vestment plans for the Norwegian shelf. Also, the oil
companies’ increased focus on cost efficiency may result
in lower mainland income and production. Lastly, a low-
er oil price level could heighten uncertainty among con-
sumers and businesses in mainland Norway. On the other
hand, rather than leading to lower government spending,
lower government receipts should lead to lower capital
accumulation for the pension fund. Actually, if the oil
price decline hits the economy hard, the government will
likely respond by cutting taxes and increasing spending.

Our forecasts assume an oil price above USD 70. That
will lower growth somewhat in 2016 compared to USD
100. But if the oil price drops further, the outlook for
Norway may be grimmer than we describe here. An oil
price level below USD 70 could have dire consequences.

Consumers keep the wheels turning

Household demand accounts for a far bigger share of the
economy than oil investment, and here the picture has
been rather mixed lately, with strong house price figures
but slowing consumption growth. After a strong start to
the year consumer spending growth has slowed. Slightly
weaker wage increases might suggest weaker consump-
tion growth, but growth in total household real income
will remain at current levels. In addition, consumption

should be supported by the high savings ratio, low inter-
est rates and still rising house prices.

House prices have risen sharply during the autumn. Key
factors behind this trend are banks’ increased willingness
to lend and lower lending rates. If banks’ willingness to
lend remains intact, prices will likely continue to rise go-
ing forward. More uncertainty in the labour market, how-
ever, point to more moderate price growth than so far this
year. Still, we see decent growth also in 2015 due to the
strong momentum at the start of the year. In 2016 we ex-
pect prices to rise by 2% y/y. Residential construction
also looks set to pick up. But with moderate growth in
prices of existing homes, housing investment is not likely
to become a strong growth engine for the Norwegian
economy.

Offshore investment to decline next year

Neither the latest survey of oil companies’ investment
plans from Statistics Norway nor the declining oil price
justifies a change to our projection of a 15% drop in oil
investment next year. Subsequently, planned new field
expansions with Johan Sverdrup as the most significant
one are the reason why we expect a more moderate drop
in 2016. Should oil prices drop more than we expect, it
will hardly influence investment in 2015, but in 2016 it
could cause some projects with low profitability to be
postponed or shelved.

Mainland business investment has shown a downtrend
since early 2013, but with a low level of investment ac-
tivity, low interest rates and banks that are far more will-
ing to lend, the scene is set for growth going forward, al-
beit at a slow pace due to moderate production growth.

Norway: Macroeconomic indicators (% annual real changes unless otherwise noted)

2011 (NOKbn) 2012 2013 2014E 2015E 2016E
Private consumption 1.125 3,5 2,1 1,8 2,0 2,2
Government consumption 587 1,6 1,7 3,2 2,4 2,5
Fixed investment 596 7,6 6,8 1,1 -2,2 0,1
- gross investment, mainland 431 7.4 2,9 1,6 2,9 1,8
- gross investment, oil 148 15,1 171 0,0 -15,0 -5,0
Stockbuilding* 126 -0,3 0,5 0,6 0,3 0,0
Exports 1.154 1,4 -3,0 0,5 1,9 1,9
- crude oil and natural gas 568 0,5 -7,6 -1,5 1,0 0,5
- other goods 316 -0,2 1,0 2,8 3,4 BV
Imports 796 3,1 43 1,1 1,2 1,6
GDP 2.792 2,7 0,7 21 1,4 1,7
GDP, mainland 2.158 3,8 2,3 2,6 1,6 2,0
Unemployment rate, % 3,2 B15] B15] 3,9 4,2
Consumer prices, % yly 0,8 21 2,0 1,6 1,6
Core prices, % yly 1,2 1,6 2,4 1,9 1,6
Annual w ages, % yly 4,0 3,9 3,0 3,0 3,0
Current account balance (NOKbn) 412,9 323,3 318,0 228,9 287,6
- % of GDP 13,9 10,5 10,0 7,0 8,5
Trade balance, % of GDP 12,9 10,2 8,7 59 7,3
General government budget balance (NOKbn) 404,5 349,3 300,0 240,0 280,0
- % of GDP 13,6 11,4 9,5 7,6 8,3

* Contribution to GDP growth (% points)
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Exports and public sector support growth

Modest growth abroad and the past year’s NOK weaken-
ing point to moderate growth in mainland exports. But as
growth in imports will stay low, net exports will under-
pin GDP growth next year. Meanwhile, growth in gov-
ernment consumption and perhaps especially investment
will remain fairly high in the years ahead.

All in all, we look for weak mainland GDP growth of
about 1%2% next year. Oil investment acts as a drag,
while decent domestic demand growth and strong growth
in net exports limit the slowdown. In 2016 mainland
GDP growth should pick up somewhat again with more
modest decline in oil investment. Employment growth
will drop markedly in 2015; however, slowing labour
supply growth will moderate the increase in unemploy-
ment.

Low wage and price growth

A lower oil price and the drop in oil investment will con-
tribute to dampening wage growth, which is important
for Norges Bank’s interest rate stance. Wages in the oil
services industry have risen sharply over the past years,
pushing up overall wage growth. But with increased cost
consciousness in the oil industry and a weaker labour
market, wage growth should slow. We look for wage
growth at 3% annually in 2015-16, down from 4% over
the past years. The risk has tilted to the downside. With
lower wage growth, inflation should drop markedly; we
see core inflation hovering between 1%:% and 2% over
the next couple of years.

Unchanged interest rates

Our estimates for growth, wage growth and inflation are
on the low side of Norges Bank’s forecasts, which might
suggest rate cuts ahead. However, we also expect a
weaker import-weighted NOK than Norges Bank and ex-
perience tells us that it will take a lot to prompt the bank
to cut rates when house prices and household indebted-
ness are continuing up. Note, though, that weaker growth
as a result of a bigger oil price decline could trigger a rate
cut.

During the autumn the NOK weakening has been driven
by the lower oil price and increased expectations of a rate
cut. As we do not expect a rate cut now, we see the NOK
strengthening going forward, albeit a relatively moderate
strengthening of the import-weighted rate. If the NOK
strengthens more and/or growth and/or inflation turn(s)
out lower than we project, Norges Bank will likely signal
a rate cut. That could weaken the NOK and if the effect
is strong enough, it could prevent the rate cut from mate-
rialising.

Erik Bruce

erik.bruce@nordea.com +47 2248 4449
Joachim Bernhardsen

joachim.bernhardsen@nordea.com +47 2248 7913
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Wage growth has been high in oil-related industries
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Inflation will fall below target again
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Still decent income growth for households
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Hitting the growth wall?

e New period of low growth looming

e Stagnant consumer spending hurts

e Public budgets stretched to breaking point
e Labour market is the bright spot

The Danish economy has expanded since mid-2013. This
is the longest period of positive growth in eight years,
fuelling hopes that the economy is finally emerging from
the grip of the crisis. However, under the nice surface,
the risk of new growth disappointments still lurks. In Q3
exports and consumer spending contracted, and prelimi-
nary indicators for Q4 have not given grounds for much
optimism. But over the coming years we expect growth
to accelerate moderately again in step with rising demand
both at home and internationally.

Exports have stalled

Over the past six months Danish exports have been hit
hard by the stagnation in Europe and a sharp drop in
trade with Russia. Near term, there is little indication of
exports picking up anytime soon. However, slightly
longer out there is hope that Danish exports will be
boosted by the depreciation of the trade-weighted DKK
exchange rate, which may significantly improve Danish
competitiveness.

Large pent-up consumer potential

Consumer spending accounts for about half of demand in
the Danish economy. Households’ growing spending ap-
petite is thus a vital condition for the overall Danish
economy returning to the growth path. The conditions for
this kind of consumer-driven upswing seem to be in
place given the combination of rising employment, posi-
tive real wage trends, persistently upbeat consumer con-

= Denmark

fidence readings, historically low interest rates, falling
petrol prices and an improving housing market situation.
However, these factors have not yet been strong enough
to lift overall consumer spending out of the stagnation
that has badly hit retail sales. In the years ahead we ex-
pect some of recent years’ purchasing power improve-
ment to manifest itself in increased spending. However,
any increase will be curbed by households’ continued
deleveraging.

Investment activity worryingly low

Weak investment activity in the private sector has been a
major problem for the Danish economy for a long time.
During 2014 business investment started to slowly pick
up again, but the level is still very low. At present, over-
all investment only makes up just over 18% of GDP. By
comparison the pre-crisis figure was around 21%. If this
level had been maintained, the Danish economy could
have been lifted by investment to the tune of DKK 50bn
annually.

However, near term we see few signs of meaningful in-
vestment growth — on the contrary, the latest slowdown
in demand may dampen investment activity further.
These worries were recently highlighted by the falling
investment expectations for 2015 in the manufacturing
industry. The low investment activity therefore still con-
stitutes a major challenge for the Danish economy. Near
term, it keeps the economy in zero-growth territory, and
longer out the lack of investment may weaken the growth
outlook. The low investment level is thus both a cyclical
and a structural problem, which underlines the need for
reforms to strengthen the overall conditions for business-
es.

Denmark: Macroeconomic indicators (% annual real changes unless otherwise noted)

2011 (DKKbn) 2012 2013 2014E 2015E 2016E
Private consumption 872 0.4 0.0 -0.2 0.6 1.6
Government consumption 491 -0.2 -0.5 0.9 0.9 0.5
Fixed investment 336 0.6 0.9 3.2 1.5 &
- government investment 40 9.8 0.3 2.7 -6.3 -3.7
- residential investment 80 -8.2 -5.0 B3 1.4 2.8
- business investment 216 1.2 34 2.7 4.0 54
Stockbuilding* 18 -0.6 -0.2 0.0 0.0 0.0
Exports 971 0.1 0.8 22 1.4 3.0
Imports 869 0.9 1.5 3.5 1.0 2.9
GDP -0.7 -0.5 0.8 1.3 1.7
Nominal GDP (DKKbn) 1,833 1,867 1,886 1,911 1,960 2,022
Unemployment rate, % 6.1 5.8 5.1 5.1 4.9
Gross unemployment level, '000 persons 161.6 153.0 135.0 134.0 131.0
Consumer prices, % yly 24 0.8 0.6 0.9 1.4
Hourly earnings, % yly 1.6 1.2 1.3 1.4 1.7
Nominal house prices, one-family, % y/y 3.3 2.7 34 2.9 3.5
Current account balance (DKKbn) 105.0 136.0 127.0 125.0 120.0
- % of GDP 5.6 7.2 6.6 6.4 5.9
General government budget balance (DKKbn) -73.0 -14.0 -3.0 -55.0 -47.0
- % of GDP -3.9 -0.7 -0.2 -2.8 2.3
General government gross debt, % of GDP 444 43.8 451 45.2 45.9

* Contribution to GDP growth (% points)
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Government coffers firmly shut

For the second year running the public budget deficit
looks set to be very moderate. In early October the gov-
ernment announced that the tax rebate scheme for capital
pensions will be extended and will now also include pen-
sion savings at the LD pension fund (mandatory labour
market pension scheme). The new measures are expected
to fetch about DKK 15bn in 2015, thus easing some of
the pressure on the public budget. On the other hand, the
oil price decline will increase the public budget deficit,
which we expect to total 2.8% of GDP. The deficit thus
still hovers alarmingly close to the EU budget threshold.
And although one year with a budget deficit overrun will
probably not make Denmark a candidate for the EU’s
procedure for excessive budget deficits, it will make fur-
ther stimulus almost impossible.

Labour market the bright spot in Danish economy
The labour market is undoubtedly the main bright spot in
the Danish economy. Over the past year, employment in
the private sector has risen by more than 20,000 persons
and unemployment has dropped to the lowest level since
2009. Businesses’ hiring plans and the number of vacant
positions suggest that this positive trend will continue in-
to 2015. Initially, it may seem like a paradox that the la-
bour market situation is so favourable during a period
when overall activity in the Danish economy has been
below the level normally required to maintain unchanged
employment. Part of the explanation is that falling oil
production in the North Sea has distorted total GDP fig-
ures so that other (and more labour-intensive) sectors
have done better than the overall growth numbers would
suggest. However, there is a considerable risk that the re-
cent employment growth has been partly driven by ex-
pectations of an imminent increase in demand. Of course,
this heightens the risk of sharply lower employment
growth into 2015.

Lowest inflation level since the 1950s

Danish inflation is heading towards the lowest average
rise since 1953. A combination of falling food prices,
markedly reduced oil prices and increased price competi-
tion has driven inflation lower during the year. This trend
is likely to continue into 2015 when for example the roll-
back of the energy security tax from early this year will
put additional downward pressure on inflation. On the
other hand, the effects of the weaker trade-weighted
DKK exchange rate will help lift import prices. Viewed
in this light, we expect the Danish consumer price index
to rise by almost 1% in 2015 and slightly more in 2016.

Jan Stgrup Nielsen

jan.storup.nielsen@nordea.com +45 333 3171
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Lean times ahead

e Economy contracting for fourth year in a row

e Spending exceeds income

e Exports to recover in late 2015

e Consumption and investment are lacking in fuel

Economy contracting for fourth year in a row

We have downgraded our near-term growth estimates for
the Finnish economy. The main reason for this
adjustment was the gloomier outlook for domestic
demand. Private consumption will contract as households
lack in purchasing power. The Finnish retail and services
sectors will continue to face difficulties. The employment
outlook is weak and investments are further dwindling.
The lacklustre outlook for exports has not changed
significantly during the autumn. There is no quick
recovery on the horizon, although no major scale-back in
expectations has occurred either.

We estimate that total production in Finland will contract
in 2015 for the fourth year in a row. In 2016, production
will see a fragile rise. The growth forecast for 2015 has
been revised down by just over half a percentage point to
-0.3% and the 2016 estimate has been slightly
downgraded to 1.0%. We have maintained our estimate
for the current year at -0.5%.

With the expected growth, it will not be until nearer the
end of the current decade that pre-financial crisis total
production levels are reached again. Therefore it appears
that the period of average zero growth will be more than
a decade long. In the great recession of the 1990s, the
comparable period was a little short of seven years.

Spending exceeds income
The long period of stagnation is heavily reflected by key

m Finland

economic indicators. Finland's national income (net),
which takes into account both the consumption of capital
and the current account deficit, has contracted by about a
tenth in real terms. At the same time, the population has
grown. Calculated per capita, real national income has
fallen by about 13% over the last seven years.

For the first time in two decades, the overall economy is
consuming more than it is earning. The total savings of
all sectors (income minus expenditure) fell into negative
territory in 2013. The public sector is in the red, while
the private sector is still in the black. The public sector
deficit is known to all, as is the gradual deterioration in
the household savings rate. However, the most worrying
signal is the rapid collapse in corporate sector saving,
which indicates that corporate profitability is weakened
domestically. If this trend is prolonged, employment will
quickly suffer, as companies have been better able to
maintain profitability in their operations abroad.

The trend in national income and savings is slow to
change. We estimate that national income will grow
slightly in nominal terms in 2015, but in real terms — and
per capita — it will fall further. The period during which
the total consumption expenditure exceeds disposable
income appears to become a prolonged one. With the
overall economy piling on more debt, companies' and
households' ability to finance new investments and repay
existing debts is being compromised.

Exports to recover in late 2015

The value of goods exports showed promising signs of
growth in September. However, third-quarter exports fell
compared to the previous quarter, as the growth came on
the heels of two weaker months. We attribute the spurt in
September to the timing of deliveries, rather than a

Finland: Macroeconomic indicators (% annual real changes unless otherwise noted)

2011 (EURbn) 2012 2013 2014E 2015E 2016E
Private consumption 106 0.1 -0.7 -0.4 -0.3 0.4
Government consumption 47 0.7 15 -0.4 0.3 0.3
Fixed investment 44 -2.5 -4.9 -4.2 -1.1 3.1
Stockbuilding* 5] -1.1 -0.4 0.6 -0.2 -0.1
Exports 77 1.2 -1.7 0.0 1.0 3.7
Imports 79 1.3 -25 0.0 0.5 3.0
GDP -1.5 1.2 -0.5 -0.3 1.0
Nominal GDP (EURbn) 197 199 201 203 204 208
Unemployment rate, % 7.7 8.4 8.6 9.0 9.0
Industrial production, % y/y 8.4 -2.0 -1.0 0.0 20
Consumer prices, % yly 28 1.5 1.1 0.4 1.0
Hourly earnings, % yly 3.2 22 1.4 1.0 0.8
Current account balance (EURbn) -3.8 -4.1 -3.8 -3.6 -3.0
- % of GDP -1.9 2.0 -1.9 1.8 -1.5
Trade balance (EURbn) -0.7 0.4 -0.4 0.2 -0.1
- % of GDP -0.4 0.2 -0.2 0.1 0.0
General government budget balance (EURbn) -4.2 -4.9 -3.8 -4.2 -3.6
- % of GDP -2.1 -2.4 -1.9 2.1 -1.7
General government gross debt (EURbn) 105.5 112.7 1191 125.7 1324
- % of GDP 53.0 56.0 58.8 61.6 63.6

* Contribution to GDP growth (% points)
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recovery in demand. Exports are currently most likely
somewhere between the August and September figures,
with a flat-line trend. We will probably have to wait until
the latter half of 2015 for a more permanent recovery.

There are several factors pulling down export growth.
Although global growth, driven by traditional
industrialized countries such as the US and the UK, has
strengthened almost as expected, the increase in world
trade has been less impressive than usual. Exports to the
euro zone and outside the EU have risen during the
current year, even though exports to Russia have
nosedived in recent months due to economic sanctions.
Exports to Sweden, the UK and other non-euro EU
countries have diminished.

Modest imports by our trading partners signal weak
demand. Moreover, there is plenty of room for
improvement in competitiveness when fighting for
market share in weakly growing markets.

Consumption and investment are lacking in fuel
Economic growth in Finland will remain much more
sluggish than usual compared to the euro zone and our
peer countries.

The growth outlook for Finland's domestic market is
non-existent. Consumers cannot spend more because
their purchasing power is not improving and their
savings are already at a minimum. And with no growth
outlook, companies are cutting jobs and withholding
investments. Therefore we expect private consumption
and investments alike to be down in 2015. There will be
less investment in construction, machinery and
equipment, and research and development.

Employment is set to deteriorate further. We forecast the
unemployment rate to rise to 9% on average in 2015 and
2016. The absence of economic growth and the weak
labour market point towards very moderate wage
increases during the entire forecast period.

The rise in consumer prices, which has outpaced the rest
of Europe, will gradually begin to lose steam, as
domestic price pressures subside due to sluggish demand,
and the price of oil remains low. Based on these factors,
we expect the rise in consumer prices to decelerate to
0.5% in 2015 and to remain low going forward.

The lack of economic growth, the weak labour market,
the modest rise in household incomes and the
deterioration of corporate profitability will make it harder
to increase tax revenue. This means that the central
government and municipalities will not be able to
significantly cut their budget deficits and public debt will
continue to increase at a rapid rate.

Pasi Sorjonen

pasi.sorjonen@nordea.com +358 9 165 59942
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m Global overview

Modest, uneven and beset by risks

e GDP growth to pick up but will remain subdued in
both advanced economies and emerging markets

e Mostly negative news since September. Greatest risks
to our baseline growth scenario still on the downside

e Divergent monetary policies in an uneven global re-

covery

The global economy continues to grow, but the recovery
remains modest, uneven and beset by risks. Over the next
two years growth in both advanced economies and
emerging markets will generally remain subdued relative
to the strong pre-crisis expansion and stay below the
long-term average, see chart.

The reason is that most factors weighing on global
growth in 2014 will remain in place, although probably
to a smaller degree. In advanced economies, high private
and government debt, elevated unemployment, unfavour-
able credit conditions (due to new regulations) and gen-
eral uncertainty will likely continue to act as a drag on
the recovery. Not least the fact that the world has become
even more leveraged since the financial crisis in 2008
points to a continued modest global recovery, see chart.

Emerging markets will still outpace the advanced econ-
omies, but less so than in past decades partly due to a
continued gradual policy-driven slowdown in China.

Recent economic data suggest that these factors are im-
pinging on economic activity to a greater extent than
previously anticipated. On the other hand, oil prices are
now expected to remain significantly lower than earlier
assumed. Overall, global GDP growth is now projected
at 3.3% in 2014, accelerating to 3.8% in 2015 and 3.9%
in 2016. In September the growth forecasts were 3.4%,
3.8% and 3.9%, respectively, see table.

The projection of slightly stronger global growth over the
next two years is based on the assumption of continued
highly accommodative monetary policies, moderating
fiscal tightening, less drag from private-sector deleverag-
ing, more supportive credit conditions and a decline in
geopolitical tensions.

GDP growth forecast, % yly

Global G3 BRIC us
New Old New Old New Old New
2013 3.3 3.1 1.2 1.2 5.7 5.8 2.2
2014 3.3 3.4 1.5 1.6 5.5 5.7 2.3
2015 3.8 3.8 2.1 2.2 5.2 5.8 3.2
2016 3.9 3.9 2.1 2.2 5.2 5.9 2.8

Note: "Old" is the EO September 2014 forecast
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Euro area China Japan UK

New Old New Old New Old New Old

-0.4 -0.4 7.7 7.7 1.5 1.5 1.7 1.7
0.8 0.8 7.4 7.5 0.3 1.2 3.0 3.0
1.0 1.1 7.2 7.2 0.9 1.2 2.5 2.5
1.5 1.4 7.0 7.0 1.5 1.4 2.2 2.2
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As discussed in the box “Risks scenarios”, the risks to
our baseline growth scenario are now seen as balanced.

Among advanced economies, growth is projected to pick
up, but will remain painfully slow in the Euro area and
Japan and generally faster in the US, the UK and else-
where. Among emerging markets, growth is projected to
remain high in Emerging Asia, with a modest slowdown
in China and a pick-up in India, but to stay subdued in
Brazil and Russia.

Balanced news since September

The unchanged outlook for the global economy since
September reflects the estimated net impact of both posi-
tive and negative news over the past few months.

On the positive side, the sharp plunge in commodity
prices and especially the drop of around 35% in oil pric-
es since mid-year should be a significant boost, equiva-
lent to a huge tax cut, for oil importers and global
growth, if sustained. Our new forecast is based on an as-
sumed average Brent oil price of USD 76 a barrel in
2015, which is USD 30 lower than our September fore-
cast. As discussed in the box “From empty barrels to oil
in abundance”, this could boost global GDP growth by
up to 0.6% point in 2015 relative to our September base-
line scenario, all else equal.

The strongest boost to growth from lower oil prices
should be expected in Japan and China as well as other
oil-consuming emerging markets, but also the US and the
Euro area should benefit. Russia, on the other hand, will
suffer although the impact will be softened by the depre-
ciating RUB.

In the US, a self-sustaining recovery seems to remain on
track. Despite various shocks to the economy, GDP
growth has exceeded 3% in four out of the past five quar-
ters. The stronger US economy — supported by easy
monetary conditions, much-reduced fiscal drag and
much-improved household balance sheets — is most evi-
dent in the labour market. The unemployment rate is ex-
pected to hit the Fed’s NAIRU estimate of 5.4% (the lev-
el consistent with full employment) by mid-2015, if not
earlier. We expect GDP growth to reach 3.2% in 2015,
which is a small upward revision from 3.1% in Septem-
ber. For 2016, our growth forecast is unchanged at 2.8%.

In China, recent developments have made us more con-
fident that the government is able to manage the re-
balancing of the economy and achieve a controlled slow-
down to more sustainable growth levels. With its targeted
fiscal and monetary policy measures including the recent
rate cut, the government has successfully reenergised the
economy after the weakness at the start of the year. As a
result, fears of a hard landing for the economy as a whole
have diminished, even though the industrial sectors clos-
est to the cooling property market are clearly suffering.
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Drop in commodity prices good for global growth
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After all, the centrally controlled Chinese economy tends
to be just as the government wants it. Against this back-
drop, growth is projected to decrease from 7.4% in 2014
to 7.2% in 2015 and 7.0% in 2016, roughly unchanged
from our September forecast.

On the negative side, we still find the Euro area where
growth is now projected at 0.8% in 2014, 1.0% in 2015
and 1.5% in 2016. The 2015 forecast is 0.1% point lower
than our September forecast, largely due to less carry-
over from 2014. This is despite significantly lower oil
prices and a weaker EUR than previously anticipated.
The downgrade is most pronounced for Germany where
GDP growth unexpectedly averaged zero in Q2 and Q3.
France and Italy have performed (as weakly) as expected,
while the outlook for Spain is slightly upgraded. Howev-
er the 2016 GDP forecast is raised by 0.1% point.

There are several reasons for the renewed downward re-
vision to the Euro-area growth outlook. First, the risk that
continued geopolitical tensions with Russia spill over to
the economy seems to have materialised. Sentiment and
industrial production has deteriorated more than ex-
pected, especially in Germany. Second, particularly
Germany, like other export-dependent economies, seems
to be hit by continued surprisingly sluggish global trade
growth. In a marked break with pre-crisis norms, global
trade is only keeping pace with global GDP rather than
expanding more rapidly. In the decade prior to 2008,
trade intensity rose steadily, with trade growth being
around twice the pace of global GDP growth. The recent
downshift reflects weakness in import-intensive demand,
possibly partly related to the shifting growth mix in Chi-
na as well as weak business investment globally and
probably also increased protectionism.

Going forward, we still consider slow growth as a more
likely scenario than stagnation or recession. The planned
slowdown in the pace of fiscal tightening, decreasing
private-sector deleveraging needs, improved access to
credit, further weakening of the EUR and more monetary
policy stimulus are expected to support the recovery. In
addition, we assume that headwinds to sentiment from
geopolitical tensions will gradually fade. Still, unem-
ployment will stay high and inflation will remain below
target. The impact of lower commodity prices on infla-
tion, however, should be softened by the depreciating
EUR.

In Japan, aggressive monetary easing and a massive JPY
depreciation have not been enough to prevent the econo-
my from sliding into yet another recession, the fourth
since 2008, after the consumption tax was raised from
5% to 8% in April. As a consequence, Prime Minister
Abe has delayed for 18 months the consumption tax in-
crease to 10% planned for next year. Such a move is be-
lieved to add %-2% point to GDP growth in 2015. Abe
has called a snap election for 14 December to seek public
approval for his decision. Although Abe's approval rat-
ings have fallen in recent weeks, his Liberal Democratic
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Inflation to remain subdued
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Party is practically assured of victory, which could allow
Abe to be bolder on structural economic reforms.

Recent indicators suggest that growth has returned into
positive territory in Q4 2014, and not least thanks to con-
tinued very aggressive monetary easing we expect the re-
covery to continue in 2015 and 2016, with GDP growth of
0.9% and 1.5%, respectively. In September our forecasts
were 1.2% and 1.4%. With the BoJ’s commitment to ex-
panding its balance sheet by around 15% of GDP per year
as long as necessary to reach the 2% inflation target, the
central bank’s QE programme is far more comprehensive
than anything attempted by other major central banks.

Divergent monetary policy

Inflation overall remains below central bank targets in the
advanced economies, an indication that many of these
economies have substantial excess capacity, and deflation
continues to be a concern. As a result, global monetary
policy is likely to remain highly accommodative over our
forecast horizon.

Overall, inflation is likely to remain subdued for some
time, given ongoing weakness in demand, weak wage in-
creases and the fall in commodity prices. However, diver-
gence in the individual countries’ position in the business
cycle results in divergent monetary policies.

The Fed ended its asset purchases in October, and we ex-
pect the first rate hike in June 2015. After lift-off, rates
are expected to be raised gradually as the labour market
slack is eliminated and wage increases pick up. Also the
BoE is expected to start normalising monetary policy in
2015, with the first rate hike in June.

The ECB, on the other hand, is expected to further crank
up its monetary stimulus programme due to the weak
economy and the risk of deflation. Especially in the Euro
area, lower-than-expected inflation could have potentially
very negative effects on economic activity by making
price and wage adjustments more challenging and delev-
eraging more difficult. Hence, we expect the ECB to soon
expand its asset purchases (QE) to include government
bonds and investment-grade corporate bonds. We expect
no ECB rate hikes in 2015 and 2016. For more analysis,
see the box “ECB QE necessary but not sufficient to re-
vive the Euro area”.

A weaker EUR as the result of current and new ECB eas-
ing measures should support growth and contribute to in-
flation moving closer to target, but it will be a long way.

The BoJ’s “quantitative and qualitative monetary easing”
(QQE) will continue until the inflation target has been
sustainably achieved. Thus, an end to QQE seems unlike-
ly in 2015 and 2016. Given the BoJ’s target for its asset
purchases, we could therefore see the central bank’s bal-
ance sheet expanding to a staggering level of around 90%
of GDP by end-2016 (compared to the current level of
25% of GDP for the Fed).
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m Global overview

Overall, global financial conditions are expected to re-
main accommodative. A further general strengthening of
the USD, as the result the outperformance of the US
economy and divergent monetary policies, is believed to
be favourable for a rebalancing of global growth and in-
flation. However, the risk that sudden large currency
moves translate into financial market turbulence should
not be ignored. For more on this, see the box “Risks sce-
narios”.

We expect a gradual and moderate upward drift in bond
yields over the coming years as the global economy
moves further away from crisis mode. Due to monetary
policy divergence, transatlantic bond spreads are likely to
continue widening as Europe lags behind the US.

Johnny Bo Jakobsen

johnny.jakobsen@nordea.com

+45 3333 6178
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m Risk scenarios

Risk scenarios

Our baseline scenario is based on the assumption of continued highly accommodative monetary policy, moderating fis-
cal tightening, less drag from private-sector deleveraging, more supportive credit conditions and a decline in geopoliti-
cal tensions. However, several risks to our baseline could affect the global growth outlook in both a positive and nega-
tive direction.

On balance, at this juncture we see the risks to our baseline growth scenario as balanced.

Upside risks:

Downside risks:

Stronger-than-expected boost to economic sentiment as geopolitical concerns fade.
Stronger-than-expected US recovery as pent-up demand is released.

Less-than-expected tightening of Fed monetary policy.

A much easier fiscal policy line is accepted in the Euro area, increasing aggregate demand.
Stronger-than-expected lift to demand from the recent drop in oil prices.

Structural reforms in France and Italy as well as in key Emerging Markets including India and Brazil.

e  Further escalation of geopolitical tensions (Russia-Ukraine, the Middle East, the South China Sea),
with negative feedback on confidence.
e  More pronounced private sector deleveraging than expected, especially in Europe.
e Financial market instability, potentially including capital flight from Emerging Markets, as the Fed
normalises policy. Could potentially lead to increased protectionism and more currency war.
e Chinese credit bubble bursts, potentially triggered by housing market collapse.
e US political/regulatory uncertainty continues to hold back business investment.
e The ECB shies away from large-scale asset purchases, thereby increasing the risk of deflation in the
Euro area.
Baseline and risk scenarios for global GDP growth Baseline and risk scenarios for global GDP growth
7 4% yry Global GDP growth % ylyt 7 % yly Probability,% 2014 2015 2016
6 I 6 Downside 20 3.2 3.3 3.1
5 L 5 Baseline 60 3.3 3.8 3.9
41 L 4 Upside 20 3.4 4.3 4.7
3 r3
51 L, Holger Sandte
holger.sandte@nordea.com +45 3333 1191
14 r1
—Baseline Anders Svendsen
0 ro
Risk scenarios anders.svendsen@nordea.com +45 3333 3951
-11 F-1
"01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 Johnny Bo Jakobsen
Source: Nordea Markets and Macrobond johnny.jakobsen@nordea.com +45 3333 6178
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ECB QE necessary, but not sufficient

When monetary policy rates are down to zero, the
most conventional tool of a central bank is ex-
hausted. But central banks have a range of uncon-
ventional measures at their disposal, in particular
asset purchases, also known as Quantitative Eas-
ing (QE). The ECB is aiming at expanding its bal-
ance sheet back to the level of March 2012, ie to
EUR 3,000bn from currently EUR 2,030bn. The
increase corresponds to around 10% of GDP. Be-
fore digging into how QE could work in the Euro
area, it is worth considering why it actually makes
sense in the first place.

The economic case for more stimulus

Growth in the Euro area is slow, while unem-
ployment at 11.5% is high and barely shrinking.
Every headwind like the one blowing from Russia
and Ukraine leads to worries about a recession.
This is not what economists would call a “stable
equilibrium”. In a broader perspective, the lack of
dynamism could increase social tensions in many
member countries. Future elections could easily
lead to euro-unfriendly results, renewed turmoil in
financial markets and slumping economic confi-
dence.

There can be little doubt about the need for sup-
ply-side reforms that improve conditions for com-
panies to invest and create jobs. That calls for re-
forms in areas such as labour and product markets
as well public finances and administration. How-
ever, the Euro-area economy also suffers from a
persistently significant underutilisation of its pro-
duction capacity. This is reflected in the output
gap that we consider to be in the range of 2.5% to
3% of potential GDP. With inflation close to zero
in the Euro area — partly due to the large output
gap — the economy risks falling into a “bad-
equilibrium” trap, a vicious circle where increas-
ing deflation expectations lead to even weaker
demand, an even larger output gap etc. For poli-
cymakers, deflation is not easy to avoid, but once
it has begun, it is even harder to fight.

This threat creates a case for demand-side poli-
cies, ie a boost from either fiscal or monetary pol-
icy or both. We tend to agree with those who ar-
gue that, in theory, fiscal policy would be the
more effective tool for the Euro area. This is for
two reasons: 1) The “credit channel” of monetary
policy is partly blocked with many banks being
unable or unwilling to extend their balance sheets.
2) The economy shows symptoms of a “balance
sheet recession” where private households and

companies try to deleverage by reducing spend-
ing. What makes sense for the individual creates a
dangerous lack of demand at the macro level.

The textbook solution is that governments in-
crease structural deficits by spending more or tax-
ing less. In practice, however, this road seems
blocked in the Euro area: Governments with the
leeway to provide a stimulus — eg the German
government — don’t believe in the efficiency of
the measure. Those who do believe in it — eg
France and Italy — lack the leeway given high lev-
els of public debt and the rules of the Stability and
Growth Pact. Given that and the ECB’s mandate
to keep inflation close to but below 2%, monetary
policy remains the only game in town, even if it is
the second-best solution.

The ECB has done a lot already

It can be argued that the ECB already has done a
lot to support the recovery. Here is a list of the
most important measures recently taken:

e The main refinancing rate has been cut to
0.05%, the deposit rate to -0.2%.

e The ECB has been very clear that interest rates
will stay low for an extended period of time
(forward guidance).

e The ECB provides banks with funding for up
to four years at very low rates (main refi rate
+10bp), the so-called Targeted Long-Term Re-
financing Operations (TLTROs).

e The ECB just started a third covered bond
purchase programme and also buys asset-
backed securities. One can’t know for sure
what shape the economy would have been in if
these measures hadn’t been taken. We think
the economy would have been weaker and the
risk of deflation even higher.

4% vyly Inflation expectations* % y/yr 4
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Source: *Survey of Professional Forecasters, Nordea Markets and Macrobond
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Despite the significant easing of monetary policy
a whole range of indicators, both market- and sur-
vey-based, indicate that inflation expectations risk
falling significantly short of the ECB’s target also
over the medium and longer term. That calls for a
stronger weapon: broad-based asset purchas-
es, not least including government bonds. When
Mario Draghi explained the ECB’s reaction func-
tion in April this year, he explicitly mentioned a
worsening of the medium-term outlook for infla-
tion as a trigger for such a programme.

Various channels of QE

There is considerable uncertainty about how QE
works exactly. William Dudley from the New
York Fed acknowledged that in early 2014:

“We don't understand fully how large-
scale asset purchase programs work to
ease financial market conditions — is it the
effect of the purchases on the portfolios of
private investors, or alternatively is the
major channel one of signalling?”

As we see it, it makes sense to distinguish be-
tween five channels:

e Signalling channel: QE signals to markets
that economic conditions are worse than
previously thought and that low short-term
rates will be warranted for longer than ex-
pected. Closely linked to this strengthening
of the forward guidance is the ...

e Confidence channel: QE enhances the
business climate and boosts consumer con-
fidence if it is seen as a game changer to the
better.

o Interest rate channel: For most investment
and consumption decisions, it is the expected
medium- to long-term real interest rates that
matter. By bringing nominal and real rates
down, the ECB supports private sector de-
mand.

e Portfolio balance channel: By lowering
bond yields, the central bank changes rela-
tive asset prices for the purpose of pushing
investors into riskier assets such as equities.
That creates positive wealth effects support-
ing consumption and investment.

o Foreign exchange channel: Adjusting port
folios due to the impulse from the central
bank also means considering buying foreign
assets, which — all else equal — weakens the
domestic currency. As we read the ECB,
weakening the EUR is clearly part of the
strategy

Will QE work in the Euro area?

We think that the Euro area will avoid deflation,
not least because we expect the ECB stimulus to
weaken the EUR further. For various reasons,
however, we don’t expect a major effect on Euro-
area growth:

e The ECB’s QE will likely be limited com-
pared to what the Fed did. Also, the ECB acts
rather late so some of the Euro area’s diseases
have become chronic and harder to cure.

o The signalling effect might be positive in pe-
riphery countries; in Germany, however, QE
could easily be seen as a sign that “the end is
near”.

e Bond yields are very low already.

¢ QE might affect asset prices only (possibly
creating bubbles), but not the real economy to
any significant degree as the wealth effects
can be expected to be much smaller than in the
US and the UK.

e The US economy shifted into a higher gear
when private households stopped deleveraging
and the drag from federal fiscal policy tighten-
ing started to fade. In the Euro area, by con-
trast, private sector deleveraging is far from
over, which makes the conditions for QE less
favourable compared to the US.

e Corporate credit is mostly driven by banks, so
there is a less direct link to (sovereign and
corporate) bond yields.

o We expect the euro to weaken further. How-
ever, it is not an easy job to weaken a currency
in a world where other central banks try to do
the same.

As a result of these considerations, we see no rea-
son to raise markedly our growth forecast for the
Euro area for 2016. We raise it just a bit to 1.5%
from 1.4% due to the lower forecast for the oil
price.

The Euro area risks losing more than just a couple
of years if governments do not strengthen their
economies and the institutional framework of the
Euro area further. Broad-based asset purchases
might be a necessary tool to foster higher growth
and inflation, but they are not sufficient.

Holger Sandte

holger.sandte@nordea.com +47 3333 1191
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From empty barrels to oil in abundance

The Brent oil price has dropped by around
35% since June. The total turnaround of the
oil market from scarcity to abundance over
the summer has taken the market by surprise.

Brent oil price forecast in USD per barrel

OPEC, accounting for 40% of the global oil
supply, has not managed to increase produc-
tion capacity significantly for a long period of
time. Although the fast return of Libyan oil
production recently and oil flows from Iraq
have been little disrupted by the IS progres-

Q1 Q2 Q3 Q4 Year sion, political unrest in vital oil-producing re-
2012 118 109 109 110 112 gions such as the Middle East, North Africa
2013 113 103 110 109 109 and Latin America still poses a big threat to
2014E 108 110 103 80 100 the stability of the global oil market and oil
2015E 73 73 78 80 76 prices. A sharp fall in oil prices can increase
2016E 81 83 87 89 85 the risk of political turmoil in countries such

The drivers of the recent oil price fall are not
clear cut as lower prices reflect both slowing
oil demand growth and surging oil supply. In
the medium term oil prices tend to revert to a
new equilibrium as oil companies’ invest-
ment cuts will eventually take a toll on sup-
ply growth. There are no clear signs that the
drop in oil prices has had any significant im-
pact on oil supplies yet; thus the price weak-
ness is still expected to continue into 2015 if
no unexpected supply outages take place.

Oil supply grows at a formidable rate
Falling oil prices, no changes to dividend pol-
icies and high production costs have forced
oil companies to cut back on investments as
profit margins have been squeezed. This will
cut production growth, tighten the market and
contribute to higher oil prices in 2-3 years’
time.

Shale oil, in contrast, can adjust faster to an
oil price decline as the investment-explo-
ration-production cycle is much shorter.
Shale oil is not cheap to produce and the
question is how much oil prices can fall be-
fore production slows down? The answer is
complex as production costs vary from area
to area and well to well. More efficient rigs
and improving technology have increased
production per well and driven costs per well
lower. Moreover, lower oil prices will reduce
costs as equipment and rigs are hired on
short-term contracts, helping to drive down
rental prices for subsequent contracts. Several
companies have hedged against oil price de-
clines since the production period is relative-
ly short. According to Rystad Energy, oil
prices can fall to USD 60-75/barrel before
production volumes are significantly affected.

as Venezuela, Iran and Iraq. High fuel subsi-
dies and expensive public spending pro-
grammes have exacerbated the vulnerability
to sudden declines in oil prices.

Cyclical and structural changes slow
demand growth

The demand for oil has weakened sharply as
a consequence of the poorer outlook for eco-
nomic growth in large oil-consuming coun-
tries. China, Japan and the Euro area are giv-
ing particular cause for concern. Although
cyclical factors explain part of the recent drop
in oil prices, it is also due to structural chang-
es such as technological improvements in the
North American shale oil production, lower
oil intensity (units of oil per unit of GDP) in
China and India and increasing focus on cli-
mate/pollution. Energy efficiency gains, a
gradual removal of fuel subsidies, a sharp fall
in production costs of wind and solar power
and technological developments have gradu-
ally started to bite even in the oil market’s
last stronghold — the transportation sector.

Overcapacity and a structural slowdown es-
pecially in energy-intensive industries such as
steel, tighter credit conditions and a move
towards more consumption-driven growth in
China have restrained growth in industrial oil
products such as gasoil and diesel. The oil
price decline has triggered some stockbuild-
ing. As storage capacity is not infinite, this
situation may soon lead to weaker market
conditions and further price declines.
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Nordea World Oil Balance

mb/d 2013 2014E 2015E 2016E
Demand 91.8 92.4 93.3 94.5
Non-OPEC supply 54.6 56.4 57.7 58.6
OPEC NGLs 6.3 6.4 6.5 6.5
OPEC crude supply 30.5 30.1 30.1 30.0
Call on OPEC crude + Stock chg. 30.9 29.6 29.1 29.4

Oil price slump underpins economic

growth

The recent sharp fall in oil prices of around 35%
will have a positive impact on the world economy.
A drop in the oil price of USD 10/barrel will by
rule of thumb, push global GDP higher by around
0.2%, according to the IMF. Our new forecast is
based on an assumed average Brent oil price of
USD 76/barrel in 2015, which is USD 30 lower
than our September forecast. This could boost
global GDP growth by up to 0.6% point in 2015
relative to our September baseline scenario, all
else equal.

A fall in oil prices involves a redistribution of
income from oil producers to oil consumers,
and because of time lags this reallocation
tends to be a net benefit for global growth.
Thus, oil consumers are mainly households,

which see their purchasing power rising when
oil prices fall, and they are likely to allocate
this gain quite quickly to increased real ex-
penditure on goods and services. Oil produc-
ers, by contrast, are mainly rich governments
and corporates, and it may take them much
longer to reduce their expenditures in line
with their lower real incomes.

Lower oil prices have a short-term disinfla-
tionary effect and thereby potentially an im-
pact on monetary policy. Although lower oil
prices strengthen consumers’ purchasing
power and reduce energy costs for compa-
nies, there is a risk that inflation expectations
may get de-anchored, especially in the con-
text of weak economic growth. Thus, for are-
as already struggling with low inflation such
as the Euro area, sharply falling oil prices
may lead to deflation. This is not our baseline
scenario, though.

Thina Margrethe Saltvedt

thina.margrethe.saltvedt@nordea.com +47 2248 7993
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Growth, %
World"

USA

Euro area
China
Japan

Denmark
Norw ay
Sw eden

UK

Germany
France
ftaly
Spain
Finland
Estonia
Latvia

Poland
Russia
Lithuania
India
Brazil

Rest of World

2012
3,4

2,3
-0,7
7,7
1,5

-0,7
3,8
-0,3

0,7

0,6
0,4
-2,4
-2,1
-1,5
4,7
4,8

21
3,4
3,7
4,8
1,0

4,0

2013
3,3

2,2
04
7.7
1,5

-0,5
2,3
1,3

1,7

0,2
0,4
-1,8
-1,2
-1,2
1,6
4,2

1,6
1,3
3,3
4,7
2,5

3,6

2014E

3.3

2,3
0,8
74
0,3

0,8
2,6
1,8

3,0

1,5
04
-0,3
1,4
-0,5
1,7
3,3

34
0,4
2,6
5,3
0,1

3.3

2015E
3,8

3,2
1,0
7,2
0,9

1)
1,6
25

2,5

1.1
0,7
0,5
1,8
-0,3
2,2
2,9

3,0
0,6
2,8
59
1,0

4,0

2016E
39

2,8
1,5
7,0
1,5

1,7
2,0
2,4

2,2

1,5
1,1
1,0
1,8
1,0
34
4,1

3,5
1,0
4,3
6,3
1,7

4,5

Inflation, %

2012
World" 4.4
USA 2,1
Euro area 2,5
China 2,7
Japan 0,0
Denmark 2,4
Norw ay 0,7
Sweden 0,9
UK 2,8
Germany 2,1
France 2,2
ftaly 33
Spain 2,4
Finland 2,8
Estonia 3,9
Latvia 2,3
Poland 3,7
Russia 6,5
Lithuania 3,1
India 9,7
Brazil 54
Rest of World 6,6

2013
4,0

1,5
1.4
2,6
0,4

0,8
21
0,0

2,6

1,6
1,0
1,3
1,5
1,5
2,8
0,0

1,2
6,5
1,0
10,1
6,2

6,2

2014E 2015E 2016E
3,9 3,8 4,0
1,6 11 2,5
0,5 0,3 1,4
2,0 25 3,0
2,8 1,3 1,6
0,6 0,9 1,4
2,0 1,6 1,6
-0,2 0,3 1,6
1,6 1,6 2,0
0,8 0,5 1,5
0,7 0,5 1,0
0,2 0,2 1,0
-0,1 0,1 1,3
1,1 0,4 1,0
0,2 2,0 25
0,7 1,7 2,0
0,2 0,6 2,2
9,0 7,8 6,0
0,2 1,5 2,3
7,3 7.2 7,0
6,4 5,9 5,5
6,4 6,5 6,0

1) Weighted average of 186 countries. Weights for all countries and data for Rest of World are from the most recent World Economic Outlook, by the IM F. The weights are calculated from PPP-

adjusted GDP-levels

Public finances, % of GDP

USA

Euro area
China
Japan

Denmark
Norw ay
Sw eden

UK

Germany
France
ftaly
Spain
Finland
Estonia
Latvia

Poland
Russia
Lithuania
India
Brazil

2012
-6,8
-3,7

0,2
-9,8

-3,9
13,6
-0,9

-6,1

0,1
-4.9
-3,0

-10,3
21
0.2
14

-3,9
-0,2
-3,3
-7,4
-2,8

2013
-4.1
-3,0
-0,9

-10,1

0,7
11,4
1,4

-5,8

0,1
-4.1
28
6,8
24
-0,2
0,9

-4,3
-0,8
-2,2
-7,2
-3,3

2014E

34
25
2,0
95

-0,2
9,5
-2,3

-5,0

0.2
-4.4
-3,0
-5,6
-1,9
-0,1
-1,0

35
-0,1
22
7,0
-4,0

2015E
-2,6
-2,3
-2,0
-9,0

-2,8
7,6
-1,6

4,0

0,0
45
27
-4.6
2,1
07
15

-3,0
-0,6
-2,0
-6,5
-3,8

2016E
-3,0
-2,0
-2,0
-9,0

-2,3
8,3
-0,8

-3.1

0,2
-4,0
-2,2
-3,9
-1,7
-0,4
-1,0

-2,5
-0,8
-1,0
-6,0
-3,2

Current account, % of GDP

2012
USA -2,9
Euro area 1,8
China 2,6
Japan 1,0
Denmark 5,6
Norw ay 13,9
Sweden 5,6
UK -3,7
Germany 7,2
France -2,5
ltaly -0,5
Spain -0,4
Finland -1,9
Estonia -1,8
Latvia -2,5
Poland -3,5
Russia 3,6
Lithuania -0,2
India -4,7
Brazil -2,4

2013
-2,4
2,6
1,9
0,7

72
10,5
6,1

-4,2

6,9
-2,0
1,0
1,5
-2,0
-1.1
-0,8

-1,3
1,6
1,5

-1,7

-3,6

2014E 2015E 2016E
-2,4 -2,5 -2,5
2,9 3.2 2,7
2,0 2,0 1,5
1,0 1,2 1,5
6,6 6,4 5,9
10,0 7,0 8,5
52 5,1 5,5
-4,5 -3,7 -3,2
71 71 6,0
-1,9 -1,9 -2,2
1,5 1,5 1,8
1,0 0,7 0,9
-1,9 -1,8 -1,5
-1,4 -0,9 -0,8
-2,0 -2,5 -3,0
-1,8 -2,0 -2,5
2,5 1,9 1,2
-1,8 -3,0 -2,0
-1,0 -1,2 -1,5
-3,6 -3,5 -3,2
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Monetary policy rates Monetary policy rate spreads vs Euro area
2.12.14 3M 30.6.15 31.12.15 31.12.16 2.12.14 3M 30.6.15 31.12.15 31.12.16
us 0.25 0.25 0.50 1.25 2.50 us 0.20 0.20 0.45 1.20 2.45
Japan 0.10 0.10 0.10 0.10 0.10 Japan' -0.15 -0.15 -0.40 -1.15 -2.40
Euro area 0.05 0.05 0.05 0.05 0.05 Euro area - - - - -
Denmark 0.20 0.10 0.10 0.10 0.10 Denmark 0.15 0.05 0.05 0.05 0.05
Sw eden 0.00 0.00 0.00 0.00 1.00 Sw eden -0.05 -0.05 -0.05 -0.05 0.95
Norw ay 1.50 1.50 1.50 1.50 1.50 Norw ay 1.45 1.45 1.45 1.45 1.45
UK 0.50 0.50 0.75 1.25 2.25 UK 0.45 0.45 0.70 1.20 2.20
Sw itzerland 0.00 0.00 0.00 0.00 0.00 Sw itzerland -0.05 -0.05 -0.05 -0.05 -0.05
Poland 2.00 2.00 2.00 2.50 3.00 Poland 1.95 1.95 1.95 2.45 2.95
Russia 8.25 9.50 9.50 9.00 8.00 Russia 8.20 9.45 9.45 8.95 7.95
China 5.60 5.60 5.60 5.60 6.00 China 5.55 5.55 5.55 5.55 5.95
India 8.00 8.00 7.75 7.50 7.00 India 7.95 7.95 7.70 7.45 6.95
Brazil 11.25 11.75 12.00 12.00 12.00 Brazil 11.20 11.70 11.95 11.95 11.95
For Russia, the forecast is made for the Key Rate, as opposed to the Refi Rate in earlier publications 1) Against the US
3-month rates 3-month spreads vs Euro area
21214 3M 30.6.15 31.12.15 31.12.16 2.12.14 3M  30.6.15 31.12.15 31.12.16
us 0.23 0.25 0.60 1.40 2.75 us 0.15 0.20 0.55 1.35 2.65
Euro area 0.08 0.05 0.05 0.05 0.10 Euro area - - - - -
Denmark 0.31 0.20 0.15 0.15 0.20 Denmark 0.23 0.15 0.10 0.10 0.10
Sw eden 0.27 0.20 0.20 0.25 1.10 Sw eden 0.19 0.15 0.15 0.20 1.00
Norw ay 1.64 1.70 1.70 1.70 1.70 Norw ay 1.56 1.65 1.65 1.65 1.60
UK 0.55 0.60 0.85 1.40 2.50 UK 0.47 0.55 0.80 1.35 2.40
Poland 2.06 2.00 2.10 2.60 3.10 Poland 1.98 1.95 2.05 2.55 3.00
Russia 12.74 11.00 10.90 10.50 9.80 Russia 12.66 10.95 10.85 10.45 9.70
Lithuania 0.19 0.05 5.00 1.00 0.15 Lithuania 0.1 0.00 4.95 0.95 0.05
10-year government benchmark yields 10-year yield spreads vs Euro area
2.12.14 3M  30.6.15 31.12.15 31.12.16 21214 3M 30.6.15 31.12.15 31.12.16
us 2.18 2.40 2.90 3.25 4.10 us 1.47 1.80 2.00 1.85 2.20
Euro area 0.70 0.60 0.90 1.40 1.90 Euro area - - - - -
Denmark 0.92 0.80 1.15 1.60 2.05 Denmark 0.22 0.20 0.25 0.20 0.15
Sw eden 1.04 1.25 1.50 2.10 2.50 Sw eden 0.34 0.65 0.60 0.70 0.60
Norw ay 1.85 2.28 2.51 2.95 3.16 Norw ay 1.15 1.68 1.61 1.55 1.26
UK 1.89 2.20 2.80 3.30 3.70 UK 1.19 1.60 1.90 1.90 1.80
Poland 2.41 2.75 3.00 3.75 4.40 Poland 1.71 2.15 2.10 2.35 2.50
Exchange rates vs SEK Exchange rates vs EUR and USD
2.12.14 3M 30.6.15 31.12.15 31.12.16 2.12.14 3M 30.6.15 31.12.15 31.12.16
EUR/SEK 9.25 9.20 9.10 8.90 8.70 EUR/USD 1.25 1.20 1.18 1.15 1.15
USD/SEK 7.41 7.67 7.71 7.74 7.57 EUR/JPY " 148 138 142 144 144
JPY/SEK! 6.26 6.67 6.43 6.19 6.05 EUR/GBP 0.79 0.76 0.75 0.74 0.74
DKK/SEK 1.24 1.23 1.22 1.19 1.17 EUR/CHF 1.20 1.22 1.22 1.28 1.30
NOK/SEK 1.07 1.10 1.08 1.09 1.07 EUR/SEK 9.25 9.20 9.10 8.90 8.70
GBP/SEK 11.66 12.11 12.13 12.03 11.76 EUR/NOK 8.67 8.40 8.40 8.20 8.10
CHF/SEK 7.69 7.54 7.46 6.95 6.69 EUR/PLN 418 4.20 4.30 4.20 4.00
PLN/SEK 2.21 2.19 2.12 212 2.18 USD/JPY 118.3 115.0 120.0 125.0 125.0
GBP/USD 1.57 1.58 1.57 1.55 1.55
RUB/SEK 0.14 0.15 0.15 0.16 0.16 USD/CHF 0.96 1.02 1.03 1.11 1.13
USD/SEK 7.41 7.67 7.71 7.74 7.57
LTL/SEK 2.68 2.66 2.64 2.58 2.52 USD/NOK 6.94 7.00 712 713 7.04
CNY/SEK 1.20 1.26 1.28 1.30 1.28 USD/PLN 3.35 3.50 3.64 3.65 3.48
1) Per 100 units USD/CNY 6.15 6.10 6.02 5.95 5.90
USD/INR 62.0 62.0 63.0 57.0 52.0
USD/BRL 2.55 2.60 2.70 2.50 2.40
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