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Denmark: Unsettled outlook 
 
• The Danish economy is gearing down. Rising interest rates and soaring food and oil prices have put 

the squeeze on real household income, and this is reflected in reduced demand. Home equity levels are 
also falling, and so Danish consumers have begun to be more cautious. 

• These more negative currents have sent the Danish economy into a technical recession, with two 
successive quarters of negative GDP growth. However, the dip in GDP in Q1 was closely linked to when 
Easter fell this year. We therefore expect GDP growth in Q2 to be positive and to partially make up for 
the disappointing Q1. We do not believe that the Danish economy has shifted into reverse. 

• That said, the barometer for the coming years is expected to point to unsettled weather � with the risk 
of storms. Although we are in a technical recession, it is still too early to speak of a genuine economic 
crisis in Denmark. A very strong labour market, for example, complicates the picture � and while we ex-
pect unemployment to climb in the coming years, a dramatic increase is unlikely. 

• The global credit crisis has made its mark on the economic agenda in the past year. But since mid-
March the nature of the crisis has changed, and most recently the focus has been on fears of stagfla-
tion, which has pushed up interest rates. We believe that the biggest worry for the Danish economy is a 
sharp downturn in the housing market; stagflation is not currently a pressing issue. 

 
Economy gearing down 
 
Recent years have seen the Danish economy bask-
ing in full sunshine with barely a cloud in the sky. 
Growth has been strong, and although the current 
account, for example, has come under some pres-
sure, this has not been enough to cause any real 
loss of sleep. But now the weather has changed. 
The economic barometers are sending a very clear 
signal, with both consumer and business confi-
dence plummeting, and the latest GDP figures 
show that the Danish economy is in a technical 
recession. But it is too early to speak of a genuine 

economic crisis. We believe that the dip in GDP in 
Q1 was due largely to extraordinary factors, and 
we expect Q2 to bring a return to positive growth. 
That said, we are still looking at a tangible shift in 
the economic climate. Rising inflation and interest 
rates and falling housing wealth warrant greater 
pessimism � we just need to be careful not to 
overdo it. The Danish economy needed a change of 
weather. After a long period of sunshine, it can be 
good to get some rain � but preferably in measured 
doses. 

 

 
 
% 2007 2008 2009 2007 2008 2009
GDP 1.7 1.0 0.8 1.8 1.4 1.3
Private consumption 2.3 1.7 0.8 2.7 2.4 1.4
Public consumption 1.6 1.6 1.7 1.3 1.7 1.6
Gross fixed investment 5.9 0.5 0.1 6.9 2.6 0.6
Exports 1.9 3.4 3.1 3.7 3.4 2.8
Imports 3.8 4.1 3.4 6.1 4.5 2.8

Unemployment (thousands) 77.4 50.6 58.2 77.4 53.9 68.4
Inflation 1.7 3.4 2.6 1.7 3.1 2.4
Public sector bal - bn DKr 81.1 79.5 60.4 70.1 56.3 40.6
Current account - bn DKr 20.3 17.4 11.1 18.6 11.0 11.1

Current forecast Previous forecast
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The key elements of our previous forecast still 

seem to hold. However, the downshift has come 

more quickly than we anticipated, and so we have 

revised down our growth forecasts for both this 

year and next.  
 
The main reason why the downshift has come ear-

lier than expected is the rise in interest rates and 

inflation in recent months. Both are eroding growth 

in the Danish economy. Besides changes in a num-

ber of key factors for the Danish economy, we have 

also had to revise our forecast as a result of the 

surprising national accounts figures for Q1, which 

showed a decrease in economic activity. Coupled 

with a simultaneous downward revision of the ac-

tivity data for Q4 last year, this means that the 

Danish economy suddenly finds itself in a technical 

recession. However, it is important to note that 

activity in Q1 was dragged down by a number of 

extraordinary factors. For one thing, Easter fell in 

Q1 this year, whereas it normally falls in Q2. This 

meant that Q1 contained just 61 working days, 

compared with 64 last year, which is quite a sig-

nificant difference.  

 

Denmark in technical recession 
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If we compare GDP in Q1 this year with GDP in Q1 

last year, there was, on the face of it, a decrease of 

0.7%. If we allow for the difference in the number 

of working days, though, the decrease turns into an 

increase. Adjusted for the number of working days, 

we actually get to an increase in GDP of 4.1%. Ob-

viously, adjusting for the number of working days in 

this way results in overcorrection, as many busi-

nesses continue to produce at weekends and dur-

ing the Easter break, and many shops and so on 

remain open. But even if we include holidays with a 

weight of half a working day, GDP growth is still 

positive. On this basis, GDP increased by 0.5% y/y 

in Q1. There is therefore no doubt that the timing 

of Easter played a key role in the seemingly very 

disappointing figures for Q1. Besides the Easter 

issue, another factor impacting on growth in Q1 

was that agreement on the government budget for 

2008 was not reached until the beginning of 

March. This meant that parts of the public sector 

were left on hold in Q1.  
 
We therefore believe that the latest figures exag-

gerate the real decrease in growth. There is good 

reason to expect some of the ground �lost� in Q1 to 

be made up in Q2.  
 
Supporting this picture of an economy performing 

better than the national accounts figures would 

immediately suggest is the continued decrease in 

unemployment. The number of jobless has fallen 

far further than we anticipated. This naturally also 

affects our view of the Danish labour market in the 

coming years. There is much to suggest that we 

will have to wait until late summer or autumn to 

see a downturn here. We expect the number of 

jobless to grow by around 15,000 by the end of 

2009.  
 
Developments in the Danish housing market will be 

key to the economic climate in the coming years. 

We have just seen the official price statistics for 

2007 and the first few months of 2008, and these 

paint the picture of a housing market that is under 

pressure but not in real crisis. Continued growth in 

the number of homes on the market and very mod-

est turnover do nevertheless suggest that the lim-

ited decrease in house prices to date will not be 

enough to bring the market into equilibrium. We 

therefore expect the coming years to bring a fur-

ther decline in house prices. However, we antici-

pate only a limited decrease. The rapid rise in in-

terest rates in recent months is not necessarily 

the best medicine in this context. House price de-

flation has historically proved relatively persistent 

� once sentiment has changed, it can be hard to 

bring buyers back into the market, and so there is a 

risk of the downturn being self-perpetuating. A 

longer and harder landing in the housing market 

could drag the rest of the economy down with it, as 

the Danish economy is highly sensitive to events in 

the housing market. We therefore consider devel-
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opments in the housing market to be the single 

greatest risk factor for macroeconomic perform-

ance during the forecast period.  
 
Consumers not in reverse 

The Danes have stepped up their spending in re-

cent years. From an international perspective, 

though, it is hard to start talking of an unsustain-

able rate of consumption growth. Compared with 

most other countries, consumption growth in 

Denmark has actually been relatively subdued (see 

chart). As a result, we do not see a need for a com-

pensatory swing the other way in Danish consump-

tion in the coming years � the Danes have not been 

living beyond their means. 
 

Consumer boom has not been that wild 

 
 
 
 
 
 
 
 
 
That said, the past year has brought a clear down-

turn in consumption growth, with the national ac-

counts figures for Q1 showing a clear drop in pri-

vate consumption of 1.1%.  
 
The tendency towards subdued consumption looks 

set to continue in the coming years. Consumer 

confidence has hit its lowest levels since Danish 

households faced the tax hikes included in the so-

called Whitsun fiscal package in 1998. The back-

ground to the slowdown in consumption growth � 

and most recently the negative growth in Q1 � is a 

combination of rising interest rates, soaring oil and 

food prices, and an ailing housing market. All in all, 

the increase in expenditure on interest, petrol, 

heating and food adds up to around DKK 16,000 a 

year for an ordinary household with a variable-rate 

interest-only mortgage � which is rather a lot. 

 
 
 
 
 

Danish households feel the squeeze 

 
 
On the other hand, household budgets are benefit-

ing from employment that is record-high and still 

rising, and wage growth that has been accelerating 

since 2005.  
We also need to be careful about focusing too 

much on oil and food prices. Headline inflation is 

still lower than wage growth, which means that 

real income is still growing, albeit at a much lower 

rate. 

 

Consumption slowing down 
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We therefore believe that there is no reason to 

expect the Danes to shift into reverse � at least not 

when it comes to the domestic budget. The de-

crease in consumption in Q1 was due partly to the 

timing of Easter, and partly to artificially high car 

sales last autumn. Car sales over the past year 

have been greatly affected by the changes in duties 

at the beginning of 2007. These led to a dip in car 

sales at the beginning of that year, which was 

made up for during the autumn when car sales 

were artificially high, and so it is not so surprising 

that car sales are falling back again in 2008. Car 

sales are still high, though, and the fall is not an 

expression of any real decrease in the propensity 

to consume. We therefore expect consumption 

growth to be back in positive territory in Q2, but 

without this being a reflection of an improvement 

in household finances. 
 

Increase in expenditure 2007-2008 
DKK

Interest-only mortgage 3,600
Heating 5,500
Petrol 1,800
Food 5,100
Total 16,000
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Developments in the housing market are exacer-

bating the tendency towards lower consumption 

growth. The gentle decline in house prices has put 

Danes� housing wealth under pressure. Since peak-

ing, house prices nationwide have fallen by just 

under 2%, but there are major regional variations. 

Prices have fallen quite a long way in the Copenha-

gen region, but are still climbing in parts of Jutland 

and Funen. Falling home equity typically drags 

down the consumption ratio, and this is an impor-

tant reason why we expect low consumption 

growth again next year, even though inflation is 

expected to pull the other way. 
 
We expect private consumption growth to dip be-

low 1% next year. This is a low rate of growth rela-

tive to the past four years, but is still slightly higher 

than in the period 1998-2003 when private con-

sumption completely ground to a halt in the wake 

of the Whitsun tax reforms in 1998. 
 
Although we still expect what could be called a 

relatively soft landing after the consumption boom 

of recent years, it is worth noting that there is the 

risk of a harder landing. This risk is, in our view, 

associated primarily with events in the housing 

market. The Danish housing market is key to con-

sumption growth, and the slowdown over the past 

two years does give some cause for concern. A 

10% drop in house prices will, as such, reduce pri-

vate consumption growth by up to 1-1.5 percent-

age points in each of the forecasting years.  

 
We believe that the slowdown in the housing mar-

ket is due primarily to higher interest rates, and 

the increases of recent months will drag the hous-

ing market down further if they persist. However, it 

is worth remembering that unemployment has 

continued to fall as interest rates have risen, and 

so we do not believe that the scene is set for a very 

pronounced downturn in house prices. We fore-

cast house prices to fall by 3% in both 2008 and 

2009, though this forecast rests on two key as-

sumptions. The first is a moderate decrease in in-

terest rates in the coming year, which will ease the 

negative effect that interest rates are currently 

having. The second is that we are not really seeing 

the bursting of a true house price bubble. It is very 

difficult to say whether the rapid rise in house 

prices in 1993-2006 constituted a bubble where 

price increases were driven by expectations. Tradi-

tional macro-econometric models struggle to fully 

explain the increase in prices, which might indeed 

suggest a bubble. On the other hand, some of the 

unexplained increase was due to product innova-

tion in the mortgage market, and it is hard to esti-

mate the permanent price effect of this.  

 

We expect further price drops 

0500959085

16000

14000

12000

10000

8000

6000

4000

2000

140

120

100

80

60

40

Price pr. sq. meter Index

House prices

Real house prices

 
 
If it is a bubble that is bursting, the negative mac-

roeconomic impact will be greater than assumed 

in our forecast. The housing market may therefore 

be the difference between the rather bumpy land-

ing for the Danish economy that we consider to be 

the most likely outcome, and a hard landing. It is 

worth noting here that events in the housing mar-

ket do not act on the economy solely through pri-

vate consumption. Another very important channel 

is housing investment, which also gets dragged 

down sharply when prices take a tumble, leading to 

a decrease in both activity and employment in the 

construction sector. 
 
As the housing market is vulnerable and absolutely 

crucial to macroeconomic performance, it is also 

very important that there is no political meddling in 

areas such as the taxation of property and the 

supply of credit. Recent months have brought talk 

of restricting access to interest-only loans, but this 

would be highly inappropriate at the current time. 

Any tightening of credit conditions would risk send-

ing the housing market down a very rocky road in-

deed. 
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Prospect of rising unemployment � but from a low level 

The labour market continues to surprise us � but 

that is not to say that the laws of economics no 

longer apply. It is very difficult to pinpoint the true 

level of structural unemployment, but the acceler-

ating wage growth of recent years suggests that 

unemployment is below the long-term sustainable 

level.  
 
We therefore expect a downturn in the labour 

market as well in the coming years.  
 
Our expectation of rising unemployment needs to 

be seen in the light of lower economic growth. 

There is no reason to expect the low productivity 

growth of recent years to persist, nor would this be 

desirable. And with the prospect of economic 

growth dropping to around 1% during the forecast 

period, employment can be expected to fall by1 %. 
 

Unemployment set to rise from a low level 
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The strong employment growth of recent years has 

been made possible by expansion of the labour 

force. As job opportunities have improved, more 

people have been integrated into the labour mar-

ket. However, the downshift in the economy is ex-

pected to result in the reverse tendency. We there-

fore anticipate contraction in the labour force, 

which is why we are able to predict a smaller in-

crease in unemployment than the decrease in em-

ployment. We expect the number of jobless to 

start to climb from late summer, and rise by 

around 15,000 by the end of 2009. The last time 

unemployment was upward bound, in the period 

2001-2003, the number of jobless increased by 

30,000 in 18 months from November 2001. On 

that occasion the economic slowdown was sharper 

than we expect this time around, despite the slow 

start to the year. The slowdown caused the labour 

force to contract then too, the decrease in em-

ployment being larger than the increase in unem-

ployment. 
 
Despite this expected increase in the number of 

jobless, there is still the prospect of unemployment 

remaining low at the end of next year. There is 

therefore no reason to expect wage pressure to let 

up significantly during the forecast period. We ex-

pect wage growth to be in the region of 4.5-5% 

during the forecast period. This will help to ensure 

healthy income growth, but will also exacerbate the 

loss of competitiveness. Thus wage growth is set 

to aggravate job losses in the Danish economy in 

the coming years. 
 
Investment under pressure 

While there has been huge interest in develop-

ments in private consumption in recent years, 

business investment has been living somewhat in 

the shadows. Investment has nevertheless made a 

major contribution to the economic upswing since 

2004. Last year gross fixed investment increased 

by almost 6% and, in isolation, pushed up GDP 

growth by 1.3pp.  
 
This strong investment growth needs to be seen in 

the light of the shortage of skilled labour and 

mounting wage pressure. Low interest rates and a 

general abundance of money also pushed up in-

vestment. There have therefore been sound rea-

sons for the strong growth in investment � but it is 

also necessary to maintain the competitiveness of 

the Danish economy. 
 
However, the climate for business investment has 

changed, and although Statistics Denmark�s in-

vestment survey shows that businesses still plan 

to step up their investment activity, we expect in-

vestment growth to drop to almost zero relatively 

quickly. Rising interest rates and reduced pressure 

on capacity will erode businesses� appetite for in-

vestment. The global credit crisis has also made 

both foreign and Danish banks more cautious 

about lending. Since business investment is often 

loan-financed, this is the area expected to be af-

fected most directly by the global credit crisis. We 

expect the credit crisis to affect investment in 

buildings, in particular. Investment in machinery is 
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slightly less sensitive to the financial climate, but 

on balance we anticipate virtually zero growth in 

business investment in the coming years.  
 

We see housing investments dropping 
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While gross investment in the business sector is 

expected to be largely unchanged, the outlook for 

housing investment is somewhat bleaker. Although 

housing investment increased in Q1 according to 

the national accounts figures, the sources for 

housing investment in Q1 have been lacking, and 

we expect housing investment to drop off in the 

coming quarters. Falling house prices and the 

completion of a number of large developments in 

the Copenhagen region are expected to pull down 

housing investment quite substantially in the com-

ing years. We expect housing investment to fall by 

just over 2% this year and continue to fall in 2009. 
 
Foreign trade a positive surprise  
Danish industry�s competitiveness has come under 

great pressure in recent years as a result of accel-

erating wage growth, low productivity growth and 

continued depreciation of the US dollar. Given that 

growth in Denmark�s export markets is also slow-

ing, it is no surprise that exports are having a 

tougher time of it. 
 
Against this background, one might have expected 

a rather sharper negative reaction in exports than 

we have actually seen to date. Although overall 

export growth fell sharply from 9% in 2006 to 

1.9% in 2007, the deceleration has been far more 

sedate if we look solely at cyclical manufacturing 

exports. Exports of goods in the first few months of 

2008 paint a picture of continued growth. Exports 

of goods excluding ships in the first four months 

were almost 8% higher than last year. Of course, 

some of this growth can be put down to rising ex-

port prices, but the national accounts figures show 

that there was also healthy real growth. That ex-

ports have held up well is not to say that they have 

not been negatively affected by the sharp loss of 

competitiveness and the slowdown in our key 

European export markets, but we do currently 

seem to be benefiting from a favourable export mix. 

For example, healthy growth in exports to our Nor-

dic neighbours has helped to prop up export 

growth. On the other hand, exports to the USA 

have dropped away quite sharply, due, of course, to 

a combination of falling prices (sales prices in DKK 

terms are falling as a simple consequence of the 

slide in USD) and weaker markets stateside due to 

slower US growth. 
 
Given the favourable export figures since the be-

ginning of the year, we expect export growth to be 

higher this year than last, but there is still the 

prospect of below-average export growth both this 

year and next. 

 
Relatively healthy export growth is the main reason 

why the slide in the current account surplus has 

tailed off in recent months, stabilising, for a while 

at least, around DKK 20bn. Although recent 

months have seen stability, we anticipate slight 

downward pressure on the current account in the 

coming year. The loss of competitiveness is 

unlikely to continue to go unnoticed. That said, we 

do not believe that we are about to see the current 

account moving into the red. 
 
Strong import growth has helped to erode the cur-

rent account surplus. Imports have also continued 

to climb in 2008, and so we expect a strong nega-

tive contribution to growth from net exports. 
 
This high import growth is down to a combination 

of reduced competitiveness and the capacity 

shortage in recent years. Capacity shortages have 

remained a major obstacle to Danish growth, with 

rising demand being satisfied to a great extent by 

an increase in imports rather than an increase in 

domestic output. Now that the shortage of labour 

is expected to ease somewhat due to lower domes-

tic growth, import growth is expected to be pushed 

down again slightly � not enough for the current 

account surplus to hold at DKK 20bn, but enough 
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to ensure that the current account does not move 

into deficit. 
 
Nordic and German exports surprise on the upside 
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High inflation here for a while 

Inflation has shot up over the past year from 1.8% 

in May 2007 to 3.4% in May 2008. This is the 

highest rate of inflation for more than 18 years, 

and it looks set to rise further. We reckon that it 

could briefly top 3.7% during the summer. 
 

Inflation rising 
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It is primarily the rapid increase in commodity 
prices that is pushing up inflation. Oil prices con-
tinue to hit new highs � the price of a barrel 
climbed from USD 115 to USD 135 in May alone � 
and food prices are no less than 8.1% higher than 
just a year ago.  
 
Domestic price pressure has also mounted due to 

high wage growth. It is the historically tight labour 

market that is pushing up wages, and therefore 

also businesses� costs. This bill is to some extent 

being passed on to consumers in the form of 

higher prices. Danish core inflation (consumer 

price index excluding energy and non-processed 

foods) climbed to 2.7% in May, its highest level 

since 2000. This is worrying, because it may mark 

the start of a period of more persistently high do-

mestically-generated inflation.  
 
However, it is important to bear in mind that rising 

inflation is a global challenge. In this context, Den-

mark is no better or worse off than other coun-

tries, and is largely following global trends.  
 
Energy prices have rocketed over the past two 
years. Oil prices have doubled since 2006, with a 
barrel of Brent crude now trading at USD 142. The 
reasons for this include a surge in demand for oil in 
places like Asia and the Middle East. There are 
now signs, though, that demand is reacting to 
these record-high levels: China has raised domes-
tic prices, and gasoline consumption in the US is 
under pressure. We therefore expect oil prices to 
stabilise around USD 130/bbl in 2008 and 2009. 
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Denmark at a glance 
 
 Demand and output 2005 2005 2006 2007 2008 2009

DKK bn
Private consumption 759.8 5.2 3.8 2.3 1.7 0.8
Gross fixed investment 306.9 6.1 14.0 5.9 0.5 0.1
Residential investment 92.9 18.7 12.2 4.5 -1.9 -2.6
Business investment 186.9 1.5 14.5 8.7 0.8 0.8
Public consumption 401.3 0.9 2.0 1.6 1.6 1.7
Public investment 27.1 3.1 16.5 -9.0 6.6 4.1
= Final domestic demand 1467.9 4.2 5.5 3.0 1.4 0.9
Growth contribution from stockbuilding 3.8 -0.7 0.6 -0.3 -0.1 0.0
= Domestic demand 1471.8 3.5 6.1 2.6 1.3 0.9
Exports of goods 496.2 5.5 4.6 0.4 1.2 2.4
Exports of services 265.4 13.9 17.0 4.5 7.0 4.2
Exports, total 761.6 8.3 8.9 1.9 3.4 3.1
= Total demand 2233.3 5.1 7.1 2.4 2.1 1.7
Imports of goods 460.4 9.0 12.1 3.2 2.5 3.2
Imports of services 224.8 16.3 18.1 4.9 7.2 3.7
Imports, total 685.2 11.3 14.1 3.8 4.1 3.4
Growth contribution from net exports -1.1 -2.3 -1.0 -0.4 -0.2

GDP 1548.2 2.5 3.9 1.7 1.0 0.8

Economic indicators 2005 2006 2007 2008 2009

Current account, DKK bn 68.3 47.7 20.4 17.5 11.2
- % of GDP 4.4 2.9 1.2 1.0 0.6
General govt. budget balance, DKK bn 77.4 79.9 81.1 79.5 60.4
- % of GDP 5.0 4.9 4.8 4.5 3.3
Gross public debt, DKK bn 617.4 525.3 463.3 383.8 323.4
- % of GDP 39.9 32.0 27.3 21.6 17.6
Private employment (thousands) 1897.5 1942.5 1988.0 2024.4 2006.8
Public employment (thousands) 824.8 824.3 825.8 826.8 828.8
Unemployment (thousands) 141.1 109.1 77.4 50.6 58.2
Unemployment rate, % 5.1 3.9 2.8 1.8 2.1
Oil price - USD/Barrel 54.0 65.0 73.0 125.0 130.0
House prices 17.0 22.9 6.6 -3.0 -3.0
Hourly earnings in industry, % y/y 2.8 3.2 4.1 4.7 4.5
Consumer prices, % y/y 1.8 1.9 1.7 3.4 2.6
HICP, % y/y 1.7 1.9 1.7 3.5 2.6
Net retail prices, % y/y 2.0 2.0 1.9 3.7 2.8  

 
Note: Unemployment has been calculated according to Statistics Denmark�s old definition. 
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Sweden: Don �t let the bed bugs bite  
 
• International demand is continuing to slide, and central banks remain sidelined as inflation remains 

stubbornly high worldwide. Additional hikes cannot be ruled out. In addition, the ongoing instability on 
financial markets is hampering the transmission mechanism for monetary policy. Recent events have, 
if anything, postponed and prolonged our expected trough even further into 2009. 

• The international outlook, which was expected to provide some relief to the export-laden Swedish 
economy in 2009, has thus deteriorated compared to what was previously assumed.  

• However, fiscal policy now seems to be providing increasing support to domestic growth. In line with 
estimates from both the National Institute for Economic Research and the Finance Ministry, we believe 
that around SEK 30 bn might be used to fund increased public expenditure and new tax incentives. This 
should be sufficient to avert much of the slowdown in net exports. On balance, we therefore continue to 
expect GDP growth to come in at around 1¾% y/y in both 2008 and 2009 (calendar adjusted), before 
rising above 3% y/y in 2010. 

• On the inflation front, things have unfortunately taken a turn for the worse since our last forecast. In-
flation on transparent prices such as energy and food (and not forgetting mortgage interest costs) have 
continued to rise, resulting not only in higher headline inflation, but also in skyrocketing inflation expec-
tations. Excessively high inflation is, of course, an embarrassment to any central bank (especially one 
with an inflation target), but rising inflation expectations are a direct threat to the foundations of the 
monetary policy regime, and must thus be taken much more seriously.  

• Despite expected lower resource utilisation going forward, we have therefore been forced to revise 
up our inflation forecast, and consequently also our outlook for monetary policy. Inflation is not ex-
pected to come down until late this year, and the inflation target is almost one year away according to 
our forecasts. The Riksbank will probably not risk making high inflation expectations permanent, and is 
therefore fully expected to raise rates at the upcoming meeting in July. And the chances are that going 
forward, the Riksbank could opt for even higher rates.  

• So far, our views on the real economy have proven correct. If our forecasts remain accurate, it is still 
fair to assume rates will fall, as lower resource utilisation will ease domestic inflation and cost pres-
sures. We now expect the Riksbank to start lowering rates some time during winter 08, after the addi-
tional hike in July.  

• Given our views on trends in Sweden in relation to major currency areas, SEK should strengthen 
against EUR, but lose ground against most other currencies, including USD. 

 
Do not expect international demand to 
pick up any time soon 
 
Slowdown in growth spreading globally  
What was once claimed to be a contained slowdown 
in the US has now spread, and even gained a foothold 
in Europe. The British economy has already been af-
fected, as have many economies in continental 
Europe. Europe�s last man standing is Germany, 
where the export industry � thanks to continued 
strong growth in emerging economies � has managed 
to keep up the pace.  
 

It looks like the Swedish export industry will face even 
lower international demand going forward, a situation 
that will not change that much until late 2009 or 
even 2010. 
 
Swedish exports are expected to expand in line with 
international demand this year, implying growth of 
around 5% y/y. Next year, export growth is set to fall 
significantly below world market growth, registering a 
meagre 2% y/y rise. It is only in 2010 that we can 
expect any noticeable improvement in export growth. 
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World market growth and Swedish export growth 
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Economic conditions are set to improve 
Domestic financial conditions in Sweden have un-
doubtedly tightened over the last few months. How-
ever, inflation has increased at a faster rate, which 
means that in real terms financial conditions have 
actually become more expansionary. As we fore-
cast high inflation for much of the remainder of 
2008, financial conditions will probably continue to 
be fairly expansionary. This is, of course, also an 
argu-ment for the Riksbank to stick to its guns, at 
least over the next few months. 

 
Financial conditions set to improve 
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The Swedish economy, a function of inter-
national demand 
 
Business spending brought to a halt 
As stated above, global demand has generally de-
clined. Sweden is the archetypical �small, open econ-
omy�, which together with the previously less expan-
sionary financing conditions, has worked to reduce 
investment growth during the last few quarters. As 
capacity utilisation becomes less strained, we expect 
a reversal in business sector investment growth, 

even though public sector investments might hold up 
well due to announced investments in infrastructure. 

 
Investment growth declining 
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Of course, from a historical perspective, the expected 
slowdown in investment is rather mild given our 
growth forecasts, but this is mainly a result of the 
expected stabilisation of international demand in the 
latter half of 2009. Overall, investments are expected 
to slow to near 0% y/y in both 2008 and 2009. In 
2010, when international demand has picked up and 
the more expansionary monetary policy has fed 
through to the economy, investment growth is ex-
pected to stage a slight recovery to around 2% y/y. 

 
Unemployment is set to rise 
Unemployment is currently low. Employment growth 
has been strong, and demand for labour is high. At 
first glance, the outlook for the labour market could 
thus be described as rosy.  
 
As usual, a softening of the investment outlook has, 
however, gone hand in hand with less positive trends 
on the labour market. Several signs of weakness have 
emerged over the last few months. Vacancies are 
down year-on-year, Notices of lay-offs are rising 
sharply and employment growth is in steady decline. 
Also, according to the NIER�s business survey, hiring 
plans are rapidly being scaled back. In short, most 
indicators point to lower employment growth and 
even a higher unemployment rate going forward.  

 
Unemployment rate to soar 
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Partly due to slower employment growth, but also 
due to an unusually high structural increase in the 
labour force, we expect the unemployment rate to 
soar over the next two years. By 2010, unemploy-
ment is expected to be around 7½%. This might 
seem like a dramatic rise, but such an outcome would 
actually suggest that Sweden has emerged from the 
slump in global demand relatively unscathed, at least 
from a historical perspective. 

 
Consumption a tug-of-war between fiscal policy and 
increased cautionary savings 
The softer labour market is a bad omen for consump-
tion. Not only does it imply lower income growth, ris-
ing unemployment rates normally herald a change in 
household behaviour, with savings increasing at the 
expense of consumption.  

 
Income and consumption 
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In the current environment of high financial market 
volatility, falling stock markets and markedly lower � 
even negative in some areas �  house price growth 
there is a real risk that this behaviour will be ampli-
fied, causing the savings ratio to rise even more than 
is warranted from a cyclical perspective. This is not 
our main scenario, but in our forecasts the savings 
ratio nonetheless hovers around 10% of disposable 
income over the forecast horizon, which is above the 
historical average. 
 
Recovery of net exports 
The need to adjust inventory levels to lower external 
demand has historically led to a drastic decline in 
imports. We see no reason for a different outcome 
this time around. And as the economic cycle evolves, 
lower domestic demand will require even lower im-
port growth. 

Imports and net exports 
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However, our international forecasts suggest that 
global demand will stabilise during the latter part of 
the forecast horizon, and thus so too will Swedish 
export growth. This should eventually lead to a stabi-
lisation of import growth as well.  
 
On balance, we believe that net exports will be one of 
the main contributors to GDP growth over the fore-
cast horizon. The contribution to growth from net 
exports is close to 1 pp for all the years forecast.  
 
Productivity to recover after weak 2007 
We have interpreted the weak productivity growth of 
the last few quarters as a result of weakening de-
mand and a lagging labour market. This has not been 
the general perception, but has rather been used as 
an argument for the Riksbank to increase rates more 
quickly and by larger increments. But that perception 
is not the causal relationship under an established 
inflation-targeting regime. In the very near future, we 
should instead expect a more pronounced slowdown 
on the labour market, and then it should only be a 
matter of time before domestic inflationary pres-
sures also start to recede. In short, the Swedish la-
bour market will indeed bear the brunt of the weaken-
ing as companies adapt to lower demand.  
 
Hours worked will of course also moderate, a proc-
ess that will be intensified until inventory levels are 
normalised and profit margins are re-
stored/improved. For this to happen, hours worked 
have to fall more quickly than demand. In other words, 
productivity growth will eventually accelerate after 
the weak readings thus far.  
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GDP, hours worked and productivity 
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Overall, productivity growth is expected to reach a 
meagre ½% y/y in 2008 as well, but exceed 2% y/y 
in both 2009 and 2010. This is a notch or two below 
what earlier experience suggests, but it fits in well 
with the assumed less productive increase in the 
labour force. 
 
Resource utilisation will soon be disinflationary 
We have already touched on the subject of resource 
utilisation above. Lower GDP growth, where both the 
use of labour and capital diminish swiftly, especially 
compared to the growth trend in both the labour 
force and productivity, will invariably lead to lower 
resource utilisation. Our very long-held belief of high 
potential growth rates in Sweden was in some sense 
�vindicated�,when Statistics Sweden produced its 
revised calculations of historical GDP data. No mat-
ter what statistical method we use to estimate po-
tential growth, we come to the same conclusion � 
potential GDP growth is above 3% y/y rather than 
below. This is indeed interesting, since it provides 
some insight into why the Riksbank has undershot its 
own inflation target for almost a decade. 

 
Furthermore, the upward revisions to historical GDP 
data are more pronounced as we move closer to the 
present. At a time when many forecasters � most 
notably the NIER and the Riksbank � have spoken 
quite bluntly about the need to revise their estimates 
of potential growth down, this points in the opposite 
direction.  

Output gap will soon head into negative territory 
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Inflationary pressures are strong at present. Cost 
pressures are rising on most accounts � prices of 
input materials have risen to unprecedented levels 
over the last few years, and as wage statistics show, 
wage pressures are also mounting (albeit less than 
generally forecast).  
 
However, both global and domestic demand has 
fallen back, which inflates cost pressures further due 
to the lagging labour market. Profit margins have 
thus come under pressure lately, and with little room 
for price hikes, companies will have no option but to 
scale back their investment plans and start shedding 
employees. This could hardly lead to higher inflation. 
 
In addition, the recent higher inflation is largely at-
tributable to three factors: (1) the Riksbank�s hiking of 
policy rates has increased mortgage interest costs, 
which account for well over 1 pp of current inflation, 
(2) food, and (3) energy (including oil and fuels) con-
tribute more than ½ pp each. Most other compo-
nents post flat or even falling prices. Even though 
higher food and energy prices are to a certain extent 
demand-led, both sectors have been exposed to large 
supply side disruptions over the last few years. We 
doubt that these negative developments will continue 
indefinitely, which is actually necessary to keep con-
tributions to inflation at current levels.  
 
To conclude our discussion on inflation: we believe 
that GDP growth will continue to come in below po-
tential, widening the output gap, and thus dampening 
cost pressures. To a large extent, the current higher 
inflation rates are a result of supply-side disruptions 
that should be resolved over the coming period. Infla-
tion (CPI) is hence expected to fall from its current 
highs to average below 3% y/y in 2008 and around 
1½% y/y in both 2009 and 2010. 
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When will the Riksbank cut rates? 
- Well, not until they have implemented another hike 
is our somewhat cryptic answer.  
 
Our views on what the Riksbank will do and should do 
are not necessarily the same thing, at least not in the 
near term. Currently, for instance, we continue to see 
a need for lower rates due to lower demand, while the 
Riksbank�s (new) executive board has chosen to focus 
on the risks of an overly lax policy response to high 
inflation outcomes triggering a wage-inflation spiral.  
 

Riksbank to cut the repo rate 
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Given the current situation, with inflation well above 
the target, and inflation expectations some way above 
the target on most horizons, we believe that the ex-
ecutive board members are likely to feel that the 
scales have tipped in favour of an additional hike.  
 
It will probably take some time and require some 
hard evidence in the form of rising unemployment 
and � most importantly � receding inflation before the 
board members have a change of heart.  
 

Given the real forecasts for Sweden relative to 
those of other major currency areas, we expect 
SEK to again strengthen vs. the EUR and weaken 
further against a seemingly undervalued USD over 
a longer horizon. This pattern is expected to be 
repeated against most other currencies, including 
GBP and NOK 
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  Sweden �  forecast at a glance 
 
Demand and output 2007 2007 2008 2009 2010

SEK bn
Private consumption 1434,0 3,0 1,7 1,2 2,8
Government consumption 796,6 1,1 0,9 1,3 2,4
Fixed gross cap formation 581,6 8,0 5,2 -0,6 2,6
Stocks* 20,5 0,7 -1,0 -0,2 0,1
Domestic demand 2812,2 3,4 2,2 0,8 2,7
Exports 1609,2 6,0 5,8 2,6 6,2
Aggregate demand 4445,6 4,2 2,8 1,4 4,1
Imports 1375,0 9,7 4,3 0,8 4,7
Net exports* -366,6 -1,2 1,1 1,0 1,3
GDP 3070,5 2,7 2,1 1,6 3,8
* contribution to GDP growth

Economic indicators 2007 2008 2009 2010
Trade balance, SEK bn 139 153 183 214
in % of GDP 4,5 4,8 5,5 6,1
Current Account, SEK bn 258 267 302 341
in % of GDP 8,4 8,3 9,1 9,8
Public sector savings, SEK bn 107 78 81 82
in % of GDP 3,5 2,4 2,4 2,4
Public debt ratio, % of GDP 42,0 37,4 34,9 32,3
Unemployment, % of labour force 4,6 6,2 7,4 7,4
Hourly wages, % y/y 3,5 4,1 3,8 3,8
Consumer prices, % y/y 2,2 3,6 2,1 1,7

Financial figures 30.06.08 + 3 mths + 6 mths + 12 mths
Repo-rate 4,25 4,50 4,50 4,00
2-yr swap yield 5,53 4,30 4,00 4,30
10-yr swap yield 5,35 4,60 4,45 4,60
SEK/EUR 947 925 920 920
SEK/USD 601 597 613 613

Vol growth in %
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Norway: Slowdown despite booming oil prices
 
• The Norwegian economy has started to slow. Higher interest rates, rising inflation, lower global demand 

and tighter credit are hitting both households and companiesullets missing. 

• The one exception is the oil-related industry, which is living high on continuing strong growth in global oil 
investments. 

• The housing market has already weakened, with house prices falling and new housing starts stalling. 
The first signs of a softening of the commercial property market are emerging. 

• Norges Bank seems just as pre-occupied with rising inflation as central banks in the rest of the world. 
Rates spreads will therefore support a realtively strong krone exchange rate, and there is a risk of more 
rate hikes if global interest rates rise more then we expect  

 
The downturn has begun 
 
The economic climate in Norway is past its peak. 
After several years of surging growth in all of the 
country�s industries and regions, we are now see-
ing distinct signs of an economic downturn.  
 
Higher interest rates, greater price increases, 
weakening global growth and tighter lending poli-
cies are now taking their toll on Norwegian house-
holds and enterprises alike. We therefore expect 
to see a significantly reduced level of activity in the 
construction industry over the next couple of 
years.  We also anticipate that consumer spending 
growth will be cut in half, which will trigger a slow-
down of expansion in the service industry. 
 
An exception to this is oil-related industries, which 
continue to ride on the back of the vast investment 
needs of oil companies. This fact is also preventing 
the Norwegian economy from going into recession. 
 
The labour market will be somewhat weakened, 
although a high degree of imported inflation implies 
a risk of further interest rate increases. This, com-
bined with continuously high oil prices, is likely to 
lead to a further strengthening of the Norwegian 
krone as the summer months come to an end.  
 
Mixed message 
The higher interest rates are having a serious impact 
on interest sensitive industries such as construction, 
trade in goods and the service industries. 
 

Housing construction has ground to a halt and the 
number of unsold homes seems to be on the rise. 
This is particularly the case for new homes. Com-
mencement of new housing projects has dropped by 
almost a third in the last 12 months. Moreover, the 
inflow of orders for housing projects has dropped by 
40% in the past year, indicating that the decline in 
building activity will pick up speed during the rest of 
this year and going into next year. 
 
There are no signs that the market will recover in 
the immediate future, either. Prices of existing 
houses have now been declining or been stagnant 
for nine of the last eleven months. All this is hap-
pening during a period when the labour market has 
tightened, with less unemployment and higher 
wage increases.  
 

Housing prices are falling 
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The slowdown in the housing market thus seems to 
be the result of a combination of high building 



 

D A N S K E  B A N K   19
 

 
J U L Y  2 0 0 8     N O R D I C  O U T L O O K

 
 

costs and high interest rates. In this respect, it is 
worth mentioning that the effect on the housing 
market seems to have materialised at interest rate 
levels of just over 5%, which from a historical per-
spective is not high at all. 
 
Therefore, it looks as if the period of very low inter-
est rate levels from 2003 to 2006 has affected 
private households� expectations for future inter-
est expenses and housing prices. The growth rate 
in lending has probably been too high for an ex-
tended period of time, resulting in excessive pri-
vate borrowing.  
 
Meanwhile, the low interest expenses have con-
tributed greatly to the strong price increases in the 
housing market. When interest rates normalise in 
a situation of excessive borrowing, housing prices 
are likely to rise less than household incomes until 
borrowing again reaches normal levels. This may 
mean that the development of housing prices will 
be slower than expected in the coming three years. 
 
At the same time, the fundamentals of the Norwe-
gian economy remain sufficiently strong to main-
tain only a small risk of a substantial plunge in 
overall housing prices. There are indications, how-
ever, of quite a large excess supply of small flats in 
the major cities. This would imply a risk of a large 
price drop in this part of the housing market. 
 
So far, it would seem that the overall activity in the 
construction industry has been supported by 
strong growth in the commercial property seg-
ment. This has been confirmed by the fact that a 
number of construction companies have gradually 
redirected their business focus towards this mar-
ket segment as stagnation has set in on the hous-
ing market. 
 
There have also been signs, in the late months of 
2007 and in 2008 to date, that commercial prop-
erty construction has started to lose altitude. The 
annual increase in commercial construction start-
ups has been cut in half from H2 2007 to H1 
2008.  
 
Order books for new commercial construction also 
look to have peaked last summer; in Q1 2008, we 
recorded the largest Y-o-Y drop since Q2 2003. On 

the other hand, total order books continued to 
grow, making the interpretation of order numbers 
a little more uncertain than is normally the case. 
 

New building orders dropping abruptly 
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However, we have no doubts that, going forward, 
the weaker trend will prevail. Norway�s economic 
growth in 2008 will fall to about half of the 2007 
level and will likely fall to below trend already from 
the second half of this year. As a result, job growth 
in Norway will drop from almost 4% in 2007 to 
about 0% already from late this year. This will 
most likely stabilise demand for new space, 
whereas the high numbers for new construction 
activity seen well into 2007 will strongly expand 
supply over the next few quarterly periods.  
 
The market for second-hand commercial property 
also looks to be coming to a halt. The combination 
of higher target yields and weaker rent growth than 
anticipated has led to a substantial drop in com-
mercial property market values. The tougher terms 
imposed by banks when lending for commercial 
properties, i.e. higher credit margins and tougher 
equity requirements, will also serve to cut back on 
demand. Falling values of existing property will 
probably curb both willingness and ability to initi-
ate new projects within the next couple of years. 
 
Overall, this could indicate that we may be about to 
enter a period with a substantial drop in construc-
tion sector activity, unless public sector invest-
ments increase sharply. 
 
All indications are for the current boom in the oil-
related industry to continue. Investment statistics 
for the oil companies indicate growth in invest-
ments on the Norwegian continental shelf at the 
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level of almost 20% in 2008. In addition, the initial 
estimates for 2009 are the highest recorded in 
May of the previous year and 40% higher than the 
2008 estimate dating from May of last year.  
 

The oil investment boom is accelerating 
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We also know that Norway�s oil industry is experi-
encing strong demand from non-North Sea mar-
kets. Norwegian oil industry suppliers have won 
new orders worth more than DKK 30bn from Bra-
zilian oil company Petrobras alone during the past 
few months.  
 
The current situation in the oil market would indi-
cate that this trend is not about to change. We be-
lieve that fears that oil output will not be able to 
keep pace with demand over the next few years is 
the most likely explanation for the current high oil 
prices. The high prices act, and should act, as an 
incentive for increasing investment in new output 
capacity.  
 
In spite of the high level of activity in the oil-related 
industry, industry indicators overall have begun to 
point downwards. Weaker global demand, the 
strong NOK and hefty domestic cost increases will 
most likely curb the expansion commitment in in-
dustries that do not share in the huge price in-
creases enjoyed by the oil industry. 
 
The PMI-index looks to have peaked last spring, 
having since been on a sharp downward trend. 
Given the almost full capacity utilisation in large 
parts of Norwegian industry, it would be logical to 
conclude that expectations for weaker output 
growth are simply caused by capacity shortages. 
However, a more detailed look at the PMI sub-
indices indicates that the main cause of the down-
ward trend is a drop in the order inflow. This would 

indicate that economic activity will be limited by 
demand, not by capacity shortages. 
 

The manufacturing sentiment is decelerating 
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This is also confirmed by industry order book sta-
tistics. In the first quarter, new orders received fell 
for the first time since Q3 2003. In fact, the de-
cline was so strong that order books fell overall. 
This may be due to Easter this year falling in Q1, 
and we may therefore see a recoil in the second 
quarter. As already mentioned, however, the PMI 
order sub-indices would indicate that this was not 
the case. 
 
High wage and job growth rates, low interest rates, 
low inflation and well-founded housing and equity 
markets have led to surging growth in consumer 
spending in Norway. What we are seeing now are 
the contours of a sudden shift in most consumer 
spending drivers. 
 
Although wage growth will continue to go higher, 
the weaker job growth and inflationary develop-
ments this year will cut growth in real wages by 
more than half from 2007 to 2008. The greater 
debts and the higher rates of interest on debts 
translates into weaker purchasing power for pri-
vate households. Our calculations indicate that 
growth in consumer spending will drop from more 
than 6% last year to about 3% this year. 
 
Weaker growth in demand and added growth in 
costs will gradually push down profitability of trade 
in goods and in the service sector. Given recent 
years� strong expansion in these sectors, we ex-
pect to see moderate demand for new capacity in 
commercial property and employment over the 
next two to three years. 
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A turning point on the labour market 

The Norwegian labour market has been very tight 
since early last year. During the early months of 
2008, unemployment reached record lows, as the 
number of vacant positions almost matched the 
number of unemployed in spite of the huge labour 
immigration to Norway since the EU enlargement 
in May of 2004. 
 

Unemployment is stabilizing 
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However, the latest indicators suggest that the 
labour market is about to reach a turning point. 
The different unemployment indicators provide a 
somewhat blurry picture of current unemployment 
trends but, overall, things could be stabilizing and 
there might even be a slight increase. 
 
Employment continues to rise, but clearly at a 
slower pace than at the end of 2007. The redefini-
tion of the LFS-statistics to include more labour 
immigrants makes it slightly difficult to interpret 
the underlying trend. However, it would appear that 
job growth is falling, from 4% in 2007 to nearly 2% 
at the moment. 
 
In addition, all benchmark indicators show that 
demand for labour will continue to fall. For example, 
the PMI employment indicator fell from around 62 
in Q3 of last year to about 54 in the early months 
of 2008. 
 
The business expectations surveys covering all 
sectors, including Norsk Gallup for the Norwegian 
central bank indicate a similar trend. Overall, the 
number of registered vacancies has stopped rising. 
The annual growth rate was around 25% in 2007, 
whereas the June 2008 figure was less than 5% 
higher than the level of June 2007.  
 

Overall, therefore, we believe that unemployment 
will rise in the second half of 2008, although it will 
remain low in both a historical and an international 
context. Due to the large inflow of foreign labour 
seen in recent years, future developments in the 
labour market in the event of a change in the econ-
omy will be subject to greater uncertainty than is 
normally the case.  Will this part of the labour 
force return to their home countries when job op-
portunities in Norway become more scarce, 
thereby keeping unemployment low? Or will we see 
a permanent change in labour reserves due to the 
relatively large wage differences and the finely 
meshed public sector safety net?   
 
Wage growth peaking 
Wage growth is set to be about 6% in 2008. Nego-
tiations between the trade unions (LO) and the em-
ployers� organization (NHO) for the private sector 
produced wage increases of 5.6-5.7%, while other 
parts of the private sector and large parts of the 
public sector will most likely receive just over 6%. 
 
Due to the greater unemployment and lower prof-
itability in large parts of the business sector, we 
will probably see lower wage growth next year. As 
already mentioned, there is a great deal of uncer-
tainty as to how the many foreign wage earners in 
the Norwegian economy will impact the labour 
market and wage growth over the next years.  
 
In any event, strong wage growth and productivity 
improvements returning to levels that better re-
flect a normal business cycle would mean that 
cost-driven price increases will remain high next 
year as well. In addition, adding the risk of even 
higher food and energy prices to the equation, we 
believe that the Norwegian central bank�s own in-
flationary forecast looks highly uncertain.  

 
Inflationary pressure increasing 

. . / f i g u r b i b l i o t e k / . .

j u n o k t f e b j u n o k t f e b j u n o k t f e b
0 5 0 6 0 7 0 8

- 2

- 1

0

1

2

3

4

- 2

- 1

0

1

2

3

4

< <  I m p o r t e d  i n f l a t i o n

D o m e s t i c  i n f l a t i o n  > >

%  y / y %  y / y

 



 

22  D A N S K E  B A N K

 

 
 N O R D I C  O U T L O O K             J U L Y  2 0 0 8
 
 

Strangely enough, we may also see Norway import-
ing inflation from other countries by way of higher 
global inflation. So far, this effect has been curbed 
by the sharp drop in the NOK/USD exchange rate, 
but if the dollar stabilises at the current levels, 
higher import prices should be expected going for-
ward. 
 
Symmetrical monetary policy 

Like other central banks around the world, Norges 
Bank�s key priority has been to anchor inflation 
expectations. What that means in practice is that 
price stability considerations are more important 
than the impact of weaker economic develop-
ments. Norges Bank would not hesitate hiking its 
key lending rate if inflation were to rise by more 
than anticipated, even in the event of weak devel-
opments in the property market, for example. 
 
To some extent, this is a perfectly symmetrical 
pattern relative to Norges Bank�s policy when eco-
nomic growth was high and inflation was low.  
 

Symmetrical monetary policy 
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However, we still believe that interest rates have 
peaked this time around due to two coinciding fac-
tors: We don�t think that market expectations for 
rate hikes in the US, Europe, the UK and Sweden, 
among other countries, will be met. Overall, we be-
lieve that interest rate levels among Norway�s 
trading partners will be from 0.5 to 0.75 point 
lower than the market is currently anticipating. 

This will reduce the risk of Norges Bank being 
forced to raise its key lending rate in order to keep 
out too much imported inflation due to weaker 
NOK exchange rates, which would then cause 
higher overall inflation in Norway. 
Buying signal for NOK 
In spite of the record high oil prices and a relatively 
low interest margin to other countries, NOK has 
been surprisingly weak during recent months. The 
reason is probably that low global risk tolerance is 
also cooling interest in making the so-called carry 
trades in the currency market. Liquidity risk in 
Norway is simply too high. 
 
The greater risk aversion has led to a fundamental 
NOK exchange rate that even the central bank 
termed �weak� at the press conference following its 
most recent meeting. Given our belief that oil 
prices will remain relatively high over the next few 
months, we expect that risk aversion and interest 
margins will be the most important drivers for the 
NOK going forward. 
 
In our interpretation, the most recent statements 
from Norges Bank would indicate that the last 
thing the central bank wants right now is a wider 
interest margin, because that could weaken the 
NOK and lead to higher imported inflation. For the 
currency market, this is an obviously signal: Either 
NOK exchange rates will be strengthened to reflect 
the fundamentals, or Norges Bank will strengthen 
the currency by widening the interest margins. 
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Norway �  forecast at a glance 
 
Forsyningsbalance 2004 2004 2005 2006 2007 2008 2009

Mia. NOK 

Privat forbrug 760,9 5,2 3,5 4,7 6,5 2,8 2,8
Offenligt forbrug 370,8 1,4 1,9 2,9 3,6 3,2 2,8
Faste bruttoinvesteringer 309,8 10,1 11,2 7,3 9,5 3,2 4,6
- Investeringer i olie og søfart 65,3 12,9 16,8 6,6 9,2 5,6 9,1
- Fastlands-Norge 227,4 9,1 15,3 7,5 9,6 2,3 2,9
    Boliginvesteringer 62,7 15,8 17,5 6,6 5,7 -7,4 0,2
    Virksomheder 116,4 8,5 18,9 6,9 9,9 4,9 2,8
    Offentlig forvaltning 48,3 1,8 -0,4 10,2 8,1 -7,8 3,2
Endelig Indenlandsk efterspørgsel - fastland 1359,1 6,4 4,1 4,8 9,2 4,5 2,7
Endelig Indenlandsk efterspørgsel - total 1441,5 6,7 5,9 5,5 5,9 4,1 3,1
Lagerinvesteringernes vækstbidrag 16,6 1,3 1,1 0,6 -0,3 1,1 0,0
Eksport i alt 736,8 0,8 0,7 0,3 2,7 3,1 3,5
- Olie og gas 337,3 -0,7 27,0 -6,7 -2,9 1,3 3,2
- Traditionelle varer 322,9 3,5 9,2 -6,7 -2,9 1,3 3,2
Samlet efterspørgsel 2195,0 4,7 4,2 3,7 4,8 3,8 3,3
Import i alt 489,6 8,5 8,6 8,0 8,8 5,9 4,8
- Traditionelle varer 322,9 10,7 8,6 9,5 8,2 7,8 5,7
Nettoeksportens vækstbidrag 247,2 -2,0 -2,2 -2,1 -1,4 -0,5 0,0

Bruttonationalproduktet 1743,0 3,6 2,9 2,5 3,7 3,1 2,7
- Bruttonationalprodukt Fastlands-Norge 1355,31 4,3 7,3 4,8 6,3 3,3 2,6

Økonomiske nøgletal 2004 2005 2006 2007 2008 2009

Betalingsbalancen, mia. NOK 221,6 316,5 373,4 402,7 599,9 598,9
- % af BNP 12,7 16,6 18,7 18,1 23,5 22,4
Beskæftigelse, % å/å 0,3 0,6 2,8 3,6 2,8 1,6
Arbejdsstyrke, % å/å 0,3 0,7 1,6 2,6 2,9 1,6
Arbejdsløshedsprocent (AKU) 4,5 4,6 3,4 2,5 2,6 2,7
Årsløn, % å/å 3,7 4,0 4,3 5,6 6,0 5,8
Forbrugerpriser, % å/å 0,5 1,5 2,3 0,7 3,8 2,7
Kerneinflation (KPIJAE), % å/å 0,3 1,0 0,8 1,4 2,5 2,5

Finansielle nøgletal 27.6.08 +3 mdr. + 6 mdr. +12 mdr.

Foliorente 5,75 5,75 5,75 5,75
3-måneders rente 6,56 6,60 6,60 6,50
10-årig rente - swap 5.27 5,60 5,50 5,30
NOK/EUR 798,2 780 775 775
NOK/USD 505,9 503 517 517  
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Finland: Further economic cooling 
 
• Finnish GDP growth is expected to slow to 2.6% y/y in 2008 and 2.1% in 2009. 

• Growth is mainly being driven by domestic demand, as exports are clearly facing headwinds from the 
weaker global economy.  

• Inflation continues to surprise on the upside. Consumer prices are now expected to rise 3.8% in 2008 
and 2.5% in 2009, assuming no major energy price spikes in the near future. 

• Both external balances and public finances are expected to maintain a surplus throughout the forecast 
period. 

 

GDP growth to be roughly halved 
 
GDP grew 4.4% last year. Agriculture and forestry 
production expanded by a surprisingly strong 17%. 
Manufacturing rose by 6%, with the subsector 
�metal engineering� expanding by 10% and forest 
industries stalling. Construction rose 7.5%, and 
trade 6%. GDP growth decelerated to about 3% in 
first quarter of this year, and full year growth is 
forecast to amount to 2.6% and 2.1% in 2008 and 
2009, respectively. The slowdown is expected to 
be broadly based.    
 
Export growth weakening 
Exports of goods and services grew 5.5% in 2007, 
which was already less than during the previous 
three years. Volumes of goods and services rose at 
the same speed. Export prices rose, on average, by 
more than 1%.  

 

The value of processed wood product exports rose 
about 21% in 2007, but paper and pulp industry 
exports increased by only 3%. Metal engineering 
exports increased in value by one fifth. Electronics 
rose about 10% in value. Germany, Sweden and 
Russia were the most important export markets, 
each absorbing 10-11% of Finnish exports. The 
importance of Russia has risen, although about 
one third of the goods exported to Russia come 
from third countries and only pass through Finland. 
 
Many companies, especially in the technology in-
dustries (metals, electronics, IT), have large order 
books, implying that exports should grow this year 

too. Exports of goods and services rose about 5% 
y/y in volume terms in the first quarter. However, 
the weaker global outlook will weigh on the pros-
pects for Finnish exports, and the strong euro ex-
change rate presents a particular challenge for the 
forestry industries, which are sensitive to price 
competition. Exports are expected to rise by a mod-
est 2-3% in both 2008 and 2009, but downside 
risks exist if the main export markets decline fur-
ther. 
 
Fixed investments have risen markedly   
Investment volume grew nearly 8% in 2007. Hous-
ing investment stalled, but construction excluding 
housing rose 20%. Machinery CAPEX rose by 6%, 
and infrastructure construction by roughly 5%. 
Due to the strong expansion, the investments per 
GDP ratio rose more than 20% for the first time 
since 1992. Investments continued to grow 
strongly, at 8%, in the first quarter this year, al-
though housing construction shrank by 4.5%. 
 

Investment growth is expected to slow significantly 
after 2007. Housing construction is declining, but 
other construction will probably continue to grow 
in both 2008 and 2009.  Due to worries about the 
economic slowdown and rising financing costs, 
manufacturing will invest only marginally more in 
2008 than in 2007. 
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Private consumption cools from a high level  

Private consumption has risen roughly 4% annu-
ally in the past two years. Consumption of both 
durables and non-durables rose 4% and consump-
tion of services rose 3% in 2007. The fastest rate 
of growth was recorded in semi-durable goods, 
which rose 7%. Households became more in-
debted last year, as purchasing power increased 
by just a little more than 2%. Consequently, the 
debt per disposable income ratio broke old records 
and exceeded 100 per cent. Compared to other 
developed countries, however, Finnish households 
are not that highly indebted as yet. Higher interest 
rates coupled with a notable decline in consumer 
confidence with respect to the overall economy 
and, more recently, also one�s own household 
economy, point to increasing caution. 
 
Private consumption continued to increase by 4% 
in the first quarter, but the full-year figure is ex-
pected to be less than 3%. The slowdown will con-
tinue into 2009, when private consumption is fore-
cast to expand by just a little more than 2%. 
Thanks to tax changes, car sales are set to grow 
significantly this year. Electronics purchases 
should level off, which is natural after the massive 
sales of digital TV equipment in 2007.  Average 
base salaries will rise at least 5% this year and 
almost as much again next year. The number of 
employed persons has also been growing this year, 
implying fairly strong growth in total income. Non-
labour incomes, such as pensions, are not rising as 
fast. 
 

Consumer confidence and retail sales growth 
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Unemployment rate flattening out 
Employment rose 2% last year, which in other 
terms means 50,000 net new employees. Con-
struction and several service industries, in particu-
lar, have added to their workforces. Employment in 
the manufacturing industry has been fairly stable 

despite several high profile factory closures. The 
unemployment rate decreased by 0.8 percentage 
points to 6.9% last year. Employment continued to 
rise by 2% y/y in the first four months of this year. 
Despite the slowdown in homebuilding and fears of 
a skilled labour shortage, the construction work-
force increased by around 10%. Private services 
employed roughly 4% more than a year earlier. The 
unemployment rate has continued to fall faster 
than our previous forecast assumed, but the eco-
nomic slowdown is expected to ease demand for 
labour in the second half of this year and next year. 
The unemployment rate is forecast to be 6.3% in 
2008 and 6.2% in 2009.  
 
Inflation now 4%, but likely to fall in 2009  

Consumer price inflation rose by 0.9 percentage 
points to 2.5% in 2007. Some prices were raised 
further at the beginning of 2008, because the gov-
ernment hiked taxes on energy and alcohol. Food 
prices have continued to climb on the back of the 
rapid appreciation of raw ingredients. In January-
May 2008, inflation was running at 3.9%. Food 
was 7% more expensive, and housing costs had 
risen 6%. Inflation is unlikely to abate much in the 
near future, and full-year inflation is expected to be 
3.8%. Assuming that oil and other raw material 
prices do not continue to surge, inflation should fall 
below 3% in 2009. The cut in food VAT will cause 
a one-off decline in inflation in the latter half of the 
year, and interest rates are expected to move 
slightly lower. Nominal housing prices are likely to 
remain fairly unchanged over the forecast period, 
which means that real prices will decline. The risk 
of a nominal house-price decline will increase if 
benchmark interest rates stay higher than ex-
pected. Base salaries are likely to increase by at 
least 5% in 2008 and almost as fast in 2009. 
Given higher employment, total salary incomes will 
continue to rise fairly fast. 
 

Total salary income and inflation 
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Consumer price index 2004-2008 
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Current account and state finances in fine shape 
The current account has been in positive territory 
since 1994. Thanks to stable terms of trade and a 
positive trade balance, the current account sur-
plus was EUR 7.3bn last year. The current account 
surplus should remain large in 2008 and 2009, 
although terms of trade may cause it to shrink 
marginally in 2008.  
 

Central government tax income rose by 6% in 
2007, and total income saw a similar increase. 
Expenditure rose by just 2%, even though trans-
fers to local government, state pensions and debt 
interest expenses grew 4-7%. Expenditure was 
kept down by a decrease in transfers to busi-
nesses and households, especially thanks to de-
creasing unemployment. The budget surplus in-
creased by EUR 1.8bn to EUR 4bn in 2007. In-
come has continued to rise at the same speed in 
January-April 2008, though expenditure has risen 
slightly faster, translating into a cumulative sur-
plus of EUR 1.4bn  
 
Central government gross debt amounted to 
EUR 55.6bn at the end of May. The debt to GDP 
ratio stood at 32% � one of the lowest in EU15. 
Debt is expected to decrease further towards the 
end of the year. Despite some challenges in local 
government, public finances are in good shape for 
an expansionary fiscal policy if the economic cycle 

continues to worsen. 
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Finland �  forecast at a glance 
 
National account 2007 2007 2008 2009

mia. EUR
Private consumption 82,8 3,7 2,7 2,3
Public consumption 29,8 0,8 0,5 1,0
Gross fixed investments 32,5 7,6 3,5 2,0
Stockbuilding* 3,5 0,1 0,0 0,0
Export 81,4 5,5 2,0 2,5
Import 66,0 4,8 1,5 2,0
Net export* 15,4 0,7 0,4 0,5
GDP 164,0 4,4 2,6 2,1
* Contribution to GDP growth
Economic figures 2007 2008 2009

Current account, bn EUR 7,3 7,2 7,5
% of GDP 4,1 3,8 3,8
Unemployment rate, % 6,9 6,3 6,2
Salaries, % y/y 3,3 5,2 4,8
Consumer prices, % y/y 2,5 3,8 2,5

Financial figures 04.07.08 + 3 mth + 6 mth + 12 mth

Repo rate, % p.a. 4,25 4,25 4,25 4,25
2-yr swap rate 5,22 5,15 5,00 4,80
10-yr swap rate 5,00 4,95 4,80 4,65
EUR/USD 156,8 160 155 150

Vol. change %
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Global: Stagflation light  
 
• In the space of just a few months, fears of a global financial meltdown have been overtaken by a serious 

inflation scare. While the financial crisis is still ongoing, market conditions have improved sufficiently for 
attention to turn to the increasing rate of inflation, which is being driven up by still-rising commodity 
prices in the middle of a deteriorating economic outlook. This has fostered a �stagflation light� environ-
ment, which over the past few months has prompted one of the most dramatic re-pricings of bond markets 
for decades.  

• Developed economies remain seized due to tighter credit, slowing housing markets and a significant 
erosion of purchasing power stemming from higher commodity price inflation. While these economies 
performed better than feared in the beginning of the year, the near-term prospects have deteriorated 
somewhat further. The outlook for the coming quarters remains sluggish � but not disastrous.  

• The US will probably avoid a recession, as the tax rebates will lift growth during the summer. However, 
the economy remains fragile, and growth will soften again later in the year as the fiscal stimulus fades. In 
2009, the economy will gradually recover on the back of the lagged impetus from monetary policy, a stabi-
lisation of the housing market and a boost to real income growth from lower inflation.  

• The Euro area faces a hard time, with a stronger currency and further ECB tightening coming on top of 
the global headwinds. Importantly, signs of weakness in the German economy are now appearing. Hence, 
Euro area growth is set to slow below trend during H2 and into 2009 with rising risks of contraction.   

• Emerging Markets (EM) have been hit harder by the high commodity prices than by the financial crisis. 
Rising inflation is eroding real incomes while simultaneously forcing central banks to tighten monetary 
policy. Hence downside risks to growth in EM are increasing. 

• The surge in commodity prices has boosted global headline inflation, and this has been the decisive fac-
tor behind the change in mood among central banks. With global growth slowing moderately, supply and 
demand in the oil market should be more balanced going forward. Hence, a more stable oil price is ex-
pected to gradually bring down inflation over the next 12 months.   

• Rising risks to inflation expectations have alerted � but to different degrees � central bankers. The ECB 
remains determined to fight inflation, with a hike on the cards for July, while the Fed is expected to do little 
but talk tough with an inflation-fighting bias. After July both central banks will remain on hold until the 
middle of next year. We do not expect a normalisation of US monetary policy to begin until mid-2009. 

 

Stagflation continues 
From financial fear to inflation scare  
Since the previous edition of Global Scenarios in March, 
focus has shifted radically from fears of a financial melt-
down to deep concerns about rising inflation. 
 
The downturn that started last summer has continued, 
but it has been unusual in the sense that it has devel-
oped alongside rising inflation. Strong growth continuing 

in the Emerging Markets � particularly China � is sup-
porting demand for commodities and pushing up infla-
tion worldwide.  
 
While the still solid pace of growth in Emerging Markets 
is benefiting exports from the advanced economies, the 
run-up in inflation is squeezing consumers via lower real 
income growth and higher interest rates. In recent quar-



 

D A N S K E  B A N K   29
 

 
J U L Y  2 0 0 8        N O R D I C  O U T L O O K

 
 

ters, the net effect of these forces has become increas-
ingly negative for the developed world.  
  
Commodity prices normally decline when the US econ-
omy slows. In fact, this has typically been part of the 
healing process that helps to get the economy back on 
its feet. However, the continued decoupling between the 
US and Emerging Markets has altered this pattern.  
 
The BRIC countries� share of the global economy is 
�only� 21%, with China accounting for about half of this. 
However, by growing close to 10%, the BRIC countries 
alone are driving half of the economic growth in the 
world. In 2007, oil demand rose 3.2% in non-OECD 
countries while it fell 0.5% in OECD countries. Demand 
for agricultural commodities has also risen � in part due 
to the improving living standards in Emerging Markets. 
 
On the supply side, higher oil prices have been sup-
ported by a stubborn OPEC that refuses to increase 
supply, while adverse weather conditions have contrib-
uted to higher prices on soft commodities. 
 
 

BRIC countries driving half of global growth 

 Brazil  Russia  India  China
.
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Inflation to stay elevated in the short term 
Looking ahead, we expect oil prices to stabilise 
around current levels. We are starting to see a 
demand response to the higher prices, and this 
should start to put some downside pressure on 
prices. On the other hand, a still tight supply situa-
tion is likely to keep prices well supported for the 
rest of the year before falling back slightly next 
year (see �Commodities� section). Food prices are 
expected to carry on rising, but at a slower pace 
than seen in the past year. Given this picture, 
global inflation is expected to remain elevated for 
another 3-4 months before base effects work to 
push down headline inflation as the contribution 
from energy and food prices gradually fades. Core 
inflation will rise slightly as some second-round 

effects work their way through. However, increas-
ing slack in labour markets will help keep core in-
flation in check. 
 
The long period of high headline inflation poses an 
increasingly serious dilemma for central banks. 
Core inflation is still well behaved, as the run-up in 
inflation largely stems from energy and food � 
components that central banks can do little about. 
The central banks must, however, ensure that in-
flation expectations remain anchored, and that 
second-round effects via higher wage growth are 
avoided.  
 

G3 core inflation still well behaved 
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Indeed, this seems to be the motivation for the 
ECB�s �heightened alertness�, which likely pres-
ages a rate hike in July. The deepening infla-
tion/growth dilemma is exposing differences both 
across and within central banks when it comes to 
tolerance of high headline inflation for prolonged 
periods. Central banks that target inflation (such 
the ECB, BoE, Norges Bank, Riksbanken) clearly 
have their hands tied. While growth continues to 
slow, they are being forced either to hike interest 
rates or postpone planned monetary easing in or-
der to defend the credibility of their monetary pol-
icy set-up. Central banks with a more flexible ap-
proach, like the US Federal Reserve, have more 
room to manoeuvre.  
 
Aside from rising commodity prices, a more fun-
damental issue is surfacing regarding the effects 
of globalisation on global inflation. There is growing 
concern among policymakers (again to differing 
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degrees) that the drag on inflation from globalisa-
tion seen in the last 10-15 years is slowly disap-
pearing, and hence lifting global inflation.  
 

From deflation exporters to inflation exporters 
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Rising risks to global growth in 2009 
Growth in the first half of 2008 turned out slightly 
better than we forecast. The US will probably avoid 
a recession � but it remains close to one. The lat-
est numbers suggest that the tax cuts are doing 
their job, and will lift growth from the spring and 
into the autumn. Euroland is gradually slowing, as 
witnessed by the declining PMI indices. Emerging 
Markets have presented a very divergent picture, 
with notable weakness in some countries (espe-
cially in CEE), while the most important countries �
in terms of their contribution to growth � have con-
tinued to grow strongly and surprise positively.  
 

Emerging markets remain decoupled 
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Looking forward, the risk of slower growth in 2009 
is increasing, and we have revised down our global 
growth forecast � mostly due to downward revi-
sions in Euroland and Emerging Markets. This 
more negative outlook was prompted by still-rising 
commodity prices, which will dampen growth � 
both because they will erode purchasing power and 
because they imply tighter monetary policies. 
 

 
USA Euroland

2008 1.5 (1.2) 1.4
2009 1.5 1.2 (1.5)

2008 4.4 (3.9) 3.8 (2.8)
2009 2.6 (2.2) 2.5 (1.9)

--- CPI ---

GDP & CPI forecasts

--- GDP ---

 
Note: Previous forecasts in parenthesis 

 
he financial crisis has eased somewhat, but is still 
ongoing, and the negative impacts will linger into 
2009 via tight credit standards and higher 
spreads on credit. Countries with weak housing 
markets have been particularly hard hit by the 
credit crisis. Hence, we continue to see domestic 
demand gradually slowing in the developed world, 
which will go hand-in-hand with a further decline in 
business indicators (see chart below).  
 
Importantly, regional differences are likely to 
emerge in H2. In the US, we expect the ISM to sof-
ten towards 47 in the coming months. As the im-
pact of higher demand growth due to the tax re-
bates feeds through we may well see some im-
provement in index late this year. In contrast, the 
Euroland industrial sector will continue to stall 
throughout H2 due to slowing exports and domes-
tic demand.  
 
G3 private demand to slow further going into 2009 
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The risk of a more negative outcome in Emerging 
Markets is growing, as the policy response needed 
to address high inflation is adding to EM head-
winds. Second-round effects on inflation are more 
likely in Emerging Markets, where inflation expec-
tations are not as anchored as in the developed 
markets (see for example IMF WEO October 
2007). This increases the need for a stronger pol-
icy response to fight inflationary pressures in 
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countries that have already been running above 
capacity for some time. 
 
Although downside risks have increased, we still 
expect global growth to slowly recover in the first 
half of 2009. The improvement will mainly be due 
to the expected easing of the two strong negative 
shocks that are hampering growth at the moment � 
the financial crisis and the commodity price shock. 
 
Central bank outlook becoming more uncertain 
As described above, the combination of slower 
growth and high inflation is a challenge for central 
banks. Differences in monetary policy set-up 
across the globe have led to markedly different 
responses by central banks over the past year.   
 
In the US, much speculation has arisen in the mar-
kets recently that the Fed may have to tighten pol-
icy � or remove accommodation � very soon to 
tackle the looming inflation problems. The normal 
reaction pattern for the Fed has been to ease until 
the unemployment rate peaks, and not tighten be-
fore observing some decline in unemployment. But 
are things different this time � and if so, how differ-
ent? While the threshold for Fed tightening is 
probably somewhat lower than usual, we do not 
expect the Fed to begin removing accommodation 
before mid-2009. Given our forecast for activity, 
this will still rank as an early move by the Fed by 
historical standards.  
 
In Euroland, the ECB will probably fire its �warning 
shot� in July in order to anchor inflation expecta-
tions. However, we expect that rates will then re-
main unchanged for the foreseeable future, as a 
slowing economy will dampen medium-term infla-
tion pressures.  
 
In Japan, the central bank is currently the one that 
is least concerned about inflation pressures. 
Hence, monetary policy is not likely to change any-
time soon, and we do not expect the Bank of Japan 
to re-launch its normalisation of monetary policy 
until some time in H2 09. 
 
 
 
 
 

Risk factors 
 
Primary forecast uncertainties  
 
• Commodity prices 

These pose both upside and downside risks to 
growth. If commodity prices continue to in-
crease, growth will slow down even further. As 
a consequence, labour market dynamics could 
turn weaker, causing a more prolonged and self-
perpetuating slowdown. On the other hand, if 
the rise in commodity prices is reversed, this 
could boost growth by more than we currently 
envisage.  

 
• Inflation expectations  

We do not have much experience with devel-
opments in inflation expectations in the �new 
regime�. A sudden rise could change the out-
look for central banks (greater policy tightening) 
� with adverse effects for growth. This scenario 
would imply a decline in global commodity prices, 
higher short-term bond yields, and flatter curves 
than we currently anticipate.  
 

• Emerging Markets 
A more pronounced slowdown in Emerging Mar-
kets � particularly in China � could have major 
ramifications for the world�s economy. One trig-
ger for this scenario could be greater-than-
expected policy tightening in e.g. China. As China 
is driving 25% of global growth, this scenario 
would most likely lead to lower commodity 
prices, less policy tightening and lower bond 
yields than in our baseline.  

 
• Housing market and credit tightening 
Even though market attention has shifted away from 
the global housing slowdown and the credit crisis in 
recent months, these factors still constitute a major 
uncertainty for the outlook. While the housing cor-
rection has probably run most of its course in the 
US, it still remains uncertain how hard the European 
countries will be hit. Moreover, the path of house 
prices in both the US and Euroland remains an im-
portant determinant of how big the losses will even-
tually be in the financial industry. Hence, if inflation 
retreats in H2, attention could shift back to housing 
and credit issues. 
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Box: Commodity prices 

Conventional wisdom would say that weaker 
growth should dampen demand for oil and hence 
lower the price. However, despite the weak per-
formance of the US economy this has certainly not 
been the case in 2008 so far. Furthermore, while 
the price of oil has continued to rise, the supply 
reaction � not least outside OPEC � has been very 
muted. The market is not producing more oil de-
spite the rising prices.  
 
Many of the major oil producing countries outside 
OPEC, such as Norway, the UK, Mexico and the US 
have experienced declining production in the past 
couple of years. Even though investment has 
picked up in the oil sector, it has not been enough 
to make up for the decline in production from cur-
rent fields. What has been new on the supply side 
this year has been signs that Russia is also facing 
stagnating production. Russia has long been con-
sidered the safe-haven for non-OPEC production, 
but this assumption now looks questionable.   
 

Russian oil production under pressure 
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OPEC has been very slow to react to higher prices. 
The cartel has defied all calls for higher output, 
blaming high prices on speculation and geo-
political issues. But reading between the lines, 
OPEC seems quite satisfied with current oil prices. 
They see no need to ship cheap oil to the Chinese 
market, and feel that a higher price is justified 
given the depreciation of the dollar. Furthermore, 
OPEC does not fear a supply glut from non-OPEC 
producers despite the high prices. Like others in 
the market they have probably been surprised by 
how unaffected demand has been by higher prices 
in the past couple of years. We would in fact argue 
that OPEC, and to some degree the market, are 
testing the world economy. How high can oil prices 
go before demand dwindles? 

When looking at demand there is no doubt that the 
Chinese growth miracle has played a pivotal role in 
the galloping demand for oil seen in the past couple 
of years � and so far the thirst for oil in China and 
many other Asian countries does not seem to have 
been affected much by the jump in prices. How-
ever, the main reason for this is price controls that 
protect the consumer but burden fiscal budgets.  
 
That said, the apparent price inelasticity of de-
mand for oil may be about to change. Indonesia, 
Malaysia, Taiwan and other Asian nations are now 
slashing fuel subsidies to stabilise their stretched 
budgets. Many countries in the Middle East also 
subsidise oil products heavily, but here there are 
few fiscal constraints. Even China has raised en-
ergy prices, by 18%. Meanwhile, US demand for 
gasoline has been falling. In fact, the stretched US 
consumer has been consuming less oil this year 
than last. While the drop in demand is small, it 
might well grow if employment falls further and 
people actually begin to drive more economically.   
 

Us gasoline under pressure 
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Incipient signs of weakening demand are the main 
reason why we expect oil prices to stop rising this 
year and to stabilise at current levels. In 2009 we 
expect oil to trade slightly below current prices. 
 

The whole oil futures curve has been lifted 
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But if a demand reaction is materialising, then why 
not lower prices? Basically because the market � 
despite tentative signs of weakening demand 
growth � remains very tight. Moreover, there are 
few signs that this will improve in the foreseeable 
future. One distinct feature of the latest bull-run in 
oil prices has been the lifting of longer-dated oil 
prices. Oil for delivery in 2016 has gone from USD 
90 a barrel to above USD 130 a barrel since the 
start of the year. 
 
Our main view is that the oil price will stay margin-
ally above USD 140 a barrel for the rest of 2008 
and drift down towards USD 120 a barrel in 2009. 
However, a significantly lower oil price certainly 
cannot be ruled out. If economic agents seriously 
start to consider that high oil prices are here for 
good, the demand reaction might be much more 
severe. Today, the market is to a certain extent 
pricing the spot price relative to future demand 
and supply balances. If the outlook � or rather the 
expected outlook � with respect to supply or de-
mand suddenly changes dramatically, spot prices 
will also react negatively. 
 
The past couple of months have witnessed ana-
lysts predicting oil at USD 200 a barrel in 2009. 
We do not share this doom scenario, as we are 
seeing some reaction on the demand side from 
households and governments at the current price 
level. On the other hand, we might be even more 
negatively surprised on the supply side.  

The decline in production seen in many oil-
producing nations could intensify going forward. 
Combined with a very weak USD, a 200-dollar sce-
nario cannot be entirely ruled out. 
 
Energy prices are not the only commodity price to 
rise this year � food prices have risen strongly too. 
There has, however, been some stabilisation, and 
some prices have even come off from their peaks. 
Wheat prices, for example, are significantly below 
their March peak. The market reaction in agricul-
turals is much quicker than in oil and metals. 
Farmers have planted a lot more wheat this year at 
the expense of, for example, corn. Hence, wheat 
prices have fallen, while corn prices have contin-
ued higher. Corn prices have recently increased 
further on the back of severe flooding in the US 
that ruined much of the crop.  
 
We expect that grain prices will continue to rise, 
but at a much slower pace. Food price volatility 
should also be greater going forward, as the mar-
ket is relatively tight. One should also consider the 
risk of second-round effects from higher grain 
prices. Meat prices might be the next food item to 
rise, as farming costs have jumped over the past 
year. Note, though, that dairy prices are starting to 
fall in, eg, Germany � another indication that supply 
and demand works much faster in the agricultural 
sector than in other sectors. That said, the amount 
of land available for agriculture is rather stable and 
demand is rising. Hence, we still see some upside 
to food prices in broader terms. 
 

 
 

Commodities

01/07/2008 Q1 Q2 Q3 Q4 2008 2009

ICE Brent 142 96 122.7 143 137 125 130

Aluminium 3,155 2,779 3,000 3,050 3,200 3,007 3,350
Copper 8,613 7,741 8,300 8,500 8,600 8,285 8,900

Gold 941 924 897 930 945 924 960
CBOT Wheat* 866 1,026 838 830 890 896 950
CBOT Corn* 759 527 631 640 630 607 660
* Note: US$/bushel

2008 - average       Average
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Economic forecast 
 

Macro forecast, Scandinavia

Denmark 2007 1,7 2,3 1,6 5,9 -0,3 1,9 3,8 1,7 2,8 4,8 27 1,2
2008 1,0 1,7 1,6 0,5 -0,1 3,4 4,1 3,4 1,8 4,5 22 1,0
2009 0,8 0,8 1,7 0,1 0,0 3,1 3,4 2,6 2,1 3,3 17 0,6

Sweden 2007 2,7 3,0 1,1 8,0 0,7 6,0 9,7 2,2 4,6 2,4 42 8,4
2008 1,8 1,7 0,9 5,2 -1,0 5,8 4,3 3,6 6,2 2,4 37 8,3
2009 1,6 1,2 1,3 -0,6 -0,2 2,6 0,8 2,1 7,4 2,4 35 9,1

Norway 2007 3,7 6,5 3,6 9,5 -0,3 2,7 8,8 0,7 2,5 8,0 26 18,1
2008 3,1 2,8 3,2 3,2 1,1 3,1 5,9 3,8 2,6 12,0 26 23,5
2009 2,7 2,8 2,8 4,6 0,0 3,5 4,8 2,7 2,7 13,9 26 22,4

Macro forecast, Euroland

Euroland 2007 2,6 1,6 2,3 4,3 -0,1 6,0 5,2 2,8 7,4 -0,8 67 -0,8
2008 1,4 0,7 1,2 2,2 0,1 2,9 2,2 3,8 7,2 -1,0 65 -0,5
2009 1,2 0,9 1,5 0,9 0,1 3,0 2,7 2,5 7,4 -1,2 65 -0,7

Germany 2007 2,7 -0,2 1,9 5,6 -0,1 8,5 5,5 2,9 8,3 -0,5 65 5,8
2008 1,6 0,6 0,7 1,7 0,2 5,1 3,3 3,1 7,5 -0,5 64 6,5
2009 1,1 1,1 1,1 0,5 0,0 5,0 3,9 2,2 7,5 -0,2 64 6,3

France 2007 1,9 1,9 2,0 4,1 -0,2 3,5 6,6 2,0 8,0 -2,3 63 -2,3
2008 1,6 1,6 0,9 2,2 0,2 3,1 4,0 3,5 7,9 -2,7 62 -2,3
2009 1,4 1,4 1,3 1,5 0,0 2,5 3,9 3,1 7,6 -3,0 62 -2,3

Italy 2007 1,8 1,7 0,8 2,8 0,0 2,5 1,8 2,6 5,9 -2,6 105 -1,7
2008 0,5 0,6 0,7 0,5 0,0 1,5 2,3 3,7 6,2 -2,5 103 -2,4
2009 0,8 0,8 0,8 0,5 -0,1 2,5 2,8 2,1 6,5 -2,7 102 -2,5

Spain 2007 3,8 3,2 5,1 6,4 -0,4 5,5 6,8 3,4 8,0 1,5 37 -9,0
2008 1,4 0,5 5,1 0,0 0,0 4,0 3,3 4,5 9,0 0,7 35 -10,0
2009 2,4 1,1 5,1 -2,5 0,0 4,5 2,8 2,3 9,5 -0,3 35 -10,0

Holland 2007 3,0 1,8 3,2 4,8 -0,1 6,0 5,5 2,4 3,3 0,0 60 7,0
2008 2,2 1,7 0,6 3,2 0,1 4,6 4,8 2,3 2,9 0,0 59 6,5
2009 1,9 1,8 0,4 2,8 -0,1 3,5 5,4 1,7 2,8 0,0 60 6,5

Finland 2007 4,4 3,7 0,8 7,6 0,1 5,5 4,8 2,5 6,9 5,3 35 4,1
2008 2,6 2,7 0,5 3,5 0,0 2,0 1,5 3,8 6,3 4,7 33 3,8
2009 2,1 2,3 1,0 2,0 0,0 2,5 2,0 2,5 6,2 3,9 31 3,8

Macro forecast, Global

USA 2007 2,2 2,9 2,0 -1,8 -0,3 8,0 1,9 2,9 4,6 -1,2 60 -5,5
2008 1,5 1,6 2,4 -4,3 -0,2 6,3 -2,1 4,4 5,4 -3,5 61 -4,5
2009 1,5 0,8 2,0 -1,2 0,1 7,3 1,3 2,6 6,0 -2,5 61 -3,1

Japan 2007 2,0 1,4 0,7 -0,5 -0,1 8,6 1,8 0,0 3,8 -3,4 180 4,1
2008 1,5 1,1 0,5 -0,4 0,0 5,9 -0,7 1,7 4,0 -3,4 182 4,0
2009 1,6 1,2 1,1 0,6 0,0 4,2 1,1 0,8 4,0 -3,3 183 4,2

UK 2007 3,1 3,1 1,9 4,1 0,0 4,2 -2,0 2,3 3,0 -2,5 43 -3,3
2008 1,6 1,3 2,3 4,2 -0,2 3,8 3,5 2,6 2,8 -2,5 43 -4,1
2009 1,6 1,3 2,4 3,0 0,0 3,4 3,0 2,1 3,0 -2,5 43 -4,0

2007 3,1 2,1 0,1 2,7 0,1 10,0 5,2 0,7 2,8 -0,2 55 15,1
2008 1,7 1,8 0,5 0,4 0,0 3,8 4,5 1,9 2,6 0,0 54 13,9
2009 1,6 1,6 0,6 1,7 0,0 4,7 5,2 1,1 2,7 0,0 53 14,9
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Financial forecast 
 

Bond and money markets
Key int.

rate 2-yr swap yield
10-yr swap 

yield
Currency

vs EUR
Currency
vs USD

Currency
vs DKK

USD 09-jul 2,00 3,44 4,63 157,1 - 474,7
+3m 2,00 3,20 4,60 160 - 466
+6m 2,00 3,05 4,50 155 - 481

+12m 2,00 3,40 4,60 150 - 497

EUR 09-jul 4,25 5,18 4,92 - 157,1 745,9
+3m 4,25 5,15 4,95 - 160 746,0
+6m 4,25 5,00 4,80 - 155 746,0

+12m 4,25 4,80 4,65 - 150 746,0

JPY 09-jul 0,50 1,20 1,81 168,6 107,3 4,42
+3m 0,50 1,15 1,80 168 105 4,44
+6m 0,50 1,15 1,80 155 100 4,81

+12m 0,50 1,30 1,90 150 100 4,97

GBP 09-jul 5,00 5,95 5,47 79,7 197,2 936,2
+3m 5,00 5,90 5,50 82,0 195 910
+6m 5,00 5,50 5,40 80,0 194 933

+12m 4,50 5,00 5,10 78,0 192 956

CHF 09-jul 2,75 3,30 3,65 161,8 103,0 460,9
+3m 3,00 3,30 3,70 160 100 466
+6m 3,00 3,10 3,55 158 102 472

+12m 3,00 2,90 3,40 156 104 478

DKK 09-jul 4,60 5,59 5,12 745,9 474,7 -
+3m 4,60 5,55 5,15 746,0 466 -
+6m 4,60 5,30 5,00 746,0 481 -

+12m 4,60 5,05 4,85 746,0 497 -

SEK 09-jul 4,50 5,60 5,20 942,9 600,1 79,1
+3m 4,75 6,15 5,75 925 578 80,6
+6m 5,00 5,75 5,75 920 594 81,1

+12m 4,75 5,15 5,40 920 613 81,1

NOK 09-jul 5,75 6,68 5,73 804,0 511,8 92,8
+3m 5,75 6,70 5,80 790 494 94,4
+6m 5,75 6,60 5,65 775 500 96,3

+12m 5,75 6,40 5,50 775 517 96,3

PLN 09-jul 6,00 6,70 6,22 329,0 209,4 226,7
+3m 6,25 6,60 6,20 340 213 219
+6m 6,25 6,50 6,10 340 219 219

+12m 6,25 6,40 6,00 345 230 216

Equity markets

Regional
Risk

Price trend
3 mth.

Price trend
12 mth.

Regional 
recommen-

dations
USA Low -5% to +5% +5% to +10% Overweight
Japan High -5% to +5% +5% to +10% Neutral
Emerging markets (USD) High -5% to +5% +5% to +10% Underweight
Pan-Europe (EUR) Low -5% to +5% +5% to +10% Neutral

Nordics
Denmark Average -5% to +5% +5% to +10% Neutral
Sweden High -5% to +5% +5% to +10% Overweight
Norway High -5% to +5% +5% to +10% Neutral

Commodities

07-07-2008 Q1 Q2 Q3 Q4 2008 2009

ICE Brent 143 96 122.7 140 134 123 128
Aluminium 3.160 2.779 2.995 3.300 3.300 3.094 3.400
Copper 8.473 7.741 8.309 8.500 8.600 8.288 8.900
Gold 922 924 897 910 930 915 900
CBOT Wheat* 863 1.026 838 830 890 896 950
CBOT Corn* 749 527 630 670 690 629 710
* Note: US$/bushel

2008 - average       Average
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This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske 

Bank is under supervision by the Danish Financial Supervisory Authority.    

 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality re-

search based on research objectivity and independence. These procedures are documented in the Danske Bank Re-

search Policy. Employees within the Danske Bank Research Departments have been instructed that any request that 

might impair the objectivity and independence of research shall be referred to Research Management and to the Compli-

ance Officer. Danske Bank Research departments are organised independently from and do not report to other Danske 

Bank business areas. Research analysts are remunerated in part based on the over-all profitability of Danske Bank, 

which includes investment-banking revenues, but do not receive bonuses or other remuneration linked to specific corpo-

rate finance or debt capital transactions. 

 

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals� Ethical 

rules and the recommendations of the Danish and Norwegian Securities Dealers Association.  

 

Financial models and/or methodology used in this report 

The forecasts are based on country statistics as well as our own economic models. The Danish forecast is partly based 

on the macroeconomic model Mona. Mona has been developed and is maintained by the Danish Central Bank, but the 

application of it for this forecast is solely our responsibility. 

 

Risk warning 

Major risks connected with recommendations or opinions in this report, including a sensitivity analysis of relevant as-

sumptions, are stated throughout the text. 

 

Expected updates 

Nordic Outlook is a quarterly forecast, but new statistical data may give rise to changes in our views on individual econo-

mies. The next edition of Nordic Outlook is due to be released in September 2008. 

 

First date of publication 

Please see the front page of this research report. 

 

Disclaimer 

 

This publication has been prepared by Danske Bank for information purposes only. It is not an offer or solicitation of any 

offers to purchase or sell any securities, currency or financial instrument. The evaluations, calculations, opinions and 

recommendations of this publication should not replace the making of own opinions about whether to make any such 

transaction. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no repre-

sentation is made as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. 

 

Danske Bank, its affiliates or staff may perform business services, hold, establish, change or cease to hold positions in 

any securities, currency or financial instrument mentioned in this publication. 

 

Additional and/or updated information is available from Danske Bank. This publication is not intended for private cus-

tomers in the UK or any person in the US. Danske Bank is regulated by FSA for the conduct of investment business in the 

UK and is a member of the London Stock Exchange. 

 

Copyright © Danske Bank A/S. All rights reserved. This publication is protected by copyright and may not be reproduced 

in whole or in part without permission.  

 


