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Week Ahead 15-21
May: New Riksbank
target; stronger Norway

Anders Svendsen, Amy Yuan Zhuang, Tuuli Koivu, Andreas Wallstrom, Erik Johannes Bruce, Johnny Bo Jakobsen

Political risks eased with Macron'’s victory. Global equities are at a record high,
while the VIX is at a 24-year low. Can inflation numbers prompt fears that the
major central banks will be forced to end the party? Focus on Sweden + Norway
next week.

Political risks eased with Mr Macron’s win on Sunday and paved the way for markets to re-focus
on fundamentals. Fundamentals remain strong and the company earnings season have so far to
a large extent reflected the massive improvement in economic growth momentum this year. As a
result, this week included a record high in global equities (eg MSCI World) and a 24-year low in
US equity volatility (VIX).

Inflation numbers will be closely watched for signs that central banks could be forced to pull

the brake on these happy equity days. US numbers are due tomorrow and final Euro-area
numbers are due next week, while this week's gave little reason to worry: Chinese producer price
increases slowed and commodity prices have been falling until yesterday.

Next week's calendar has no major data releases and events in the major economies that are
likely to change this picture. The Nordic calendar is much more interesting with news on the
Riksbank’s changes to its inflation target and Norwegian GDP growth.

Here are our recent research notes:

. France: Macronomics gets a chance

. Riksbank minutes: Softness

. Norway inflation: Easter pulled down inflation

. Higher Danish inflation

. Germany: Strong economy puts Merkel in pole position for election
. China: Mixed data for April

. Financial forecasts — Back to basics — May 2017
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Next week (15-21 May)

Majors

USA: Next week is rather quiet for US economic data and events. The most interesting releases
are April industrial production data (Tue) and the Philly Fed (Thu) and Empire State (Mon)
manufacturing surveys for early May. We expect the hard output data to suggest that the March
weakness in factory output was a pause rather than a signal of new weakening. We continue to
expect the gap between the hard output data and the soft data, including business confidence
indicators like the Philly Fed and Empire State indices, to further narrow, driven by weaker soft
data and stronger hard data.
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Euro area: A calm week is expected in the Euro area. The second round of GDP and inflation
data will be published. Statistical revisions are often small and we do not expect changes to the
flash inflation numbers (headline inflation of 1.9% and core inflation of 1.2% in April) or to the
preliminary GDP growth estimate (0.5% g/g in Q1).

German ZEW indices based on survey indicators will be published on Tuesday. Although we
expect robust growth to continue, that may not be reflected as improvements in ZEW, which
is already at a high level. Especially any rise in the current conditions would take the indicator
to a historical high. Thus, we expect the relief resulting from the French elections to be mainly
reflected in the economic sentiment indicator, which may rise slightly. The same applies to the
Euro-area flash consumer confidence index (Fri), which was at its highest level in April (-3.6)
since 2007.
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On the policy front, the ECB will publish the minutes from its April meeting on Thursday. Not
much new information regarding either the sequencing of the use of separate monetary policy
tools or the future changes to forward guidance is expected.

In France, Macron will appoint a prime minister at the beginning of the week.

UK: We expect next week's data to bring more evidence that the decline in the GBP continues to
be passed on to consumers. Headline CPI inflation (Tue) is expected to rise from 2.3% in March
to0 2.6% y/y in April, while the core rate is forecast to increase from 1.8% to 2.2%, both driven by
higher import prices. Going forward, higher import prices are likely to continue to feed through
to consumers, pushing the headline inflation rate to a peak of around 3% in early 2018. This

will squeeze real household spending power further and add to the economic slowdown. April
retail sales (Thu) are expected to support this picture, with evidence of continued weakness. In
Q1 retail sales volumes posted their biggest decline in seven years as consumers felt the pinch
from the partly GBP-driven surge in inflation. The employment report (\Wed) is likely to show
that real wage growth has slowed to a crawl. Real wage growth nosedived to only 0.3% y/y in
February, a low since September 2014. Employment growth has been roughly halved after the
Brexit vote.
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Japan: We expect the synchronised global recovery to benefit Japan’'s economy in Q1, driven
primarily by strong exports. Our forecast for the preliminary GDP growth (Thu) is 0.3% g/g and
1.4% on annualized terms, lower than consensus of 0.4% and 1.8%, respectively. The positive
export momentum will likely diminish later this year due to policy uncertainties in China and the
US. Domestic demand remains lacklustre as neither companies nor households are convinced
about the duration of the current recovery.
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Emerging markets

Russia: Tax payments (~RUB 450bn) are to be paid on Monday. Otherwise, the commodity
prices are likely to drive the RUB. Money markets are still digesting the CBR’s decision to cut the
key rate by 50 bp and the money market rates are slowly going lower. Among the macro data,
trade balance and GDP for Q1 2017 are to be released next week. \We expect no big surprises:
the trade surplus is about 50% higher than a year ago (partly explains the RUB strengthening
in 2017), and we expect GDP growth around 0.3-0.5% in Q1 (thanks to the positive temporary
impulse of private consumption, which was sponsored by the one-off pension payment in Jan).

Mexico: We expect Banxico to be done hiking its key interest rates at this week's meeting, but it
will be a close call, especially with the slight increase in inflation in April. The strengthening of the
MXN should give the central bank some comfort that inflation will quickly come back lower.

Nordics

Sweden: The Riksbank’'s proposal for a new policy target will be the climax of the week. The
referral will be published on Tuesday (09.30). Read also Riksbank taking a wider aim. Later that
day, Governor Ingves will hold a speech "Monetary policy challenges — weighing today against
tomorrow”, which will also be published.

Norway: We forecast mainland GDP growth at 0.5% q/q (1.4% y/y) in Q1 (Tue) up from 0.3%
in Q4. The drag from falling oil investment at home and abroad is losing its grip. Manufacturing
production increased by a healthy 0.5% g/q if we are to believe the production index. We also

believe oil-related services are doing better. In addition, construction probably grew fairly strongly
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helped by strong growth in housing investment. Our forecast of 0.5% is marginally above Norges
Bank’'s and, if anything, it will strengthen the case for unchanged rates. We would look closely at
the employment figure. If it increases again, it will clearly add to the impression from the production
figure that the economy is on an improving trend.
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See next week's calendar here.
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