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The economic crisis now seems to have abated, and we expect a return to 
positive growth rates in H2 this year. We can therefore also expect 
unemployment to rise less rapidly than before.  

This expectation is supported by the number of redundancy notices having 
fallen from almost 5,700 in January to just over 1,950 in August. We have 
also seen stabilisation in the number of new vacancies advertised on the 
internet. Businesses’ demand for labour seems to have stabilised after a 
period of very steep falls. 

Normally unemployment peaks two to three quarters after a turnaround in 
output. The previously very tight labour market and the very sharp downturn 
in output during the present crisis will tend, in isolation, to push back a 
turnaround in the labour market. 

This needs to be seen partly in the light of the previous very difficult 
recruitment situation in the labour market, combined with the big drop in 
output, having caused productivity to fall very sharply in recent years. Since 
peaking in Q2 06, productivity has dropped by almost 9%, taking it right 
back down to the levels of early 2000. 

It is important to bear in mind that productivity normally falls towards the 
end of an economic upswing, but the strength and speed with which 
productivity has fallen in recent years have been far from normal. 

We therefore expect productivity to recover in the coming years – in other 
words, a period where output climbs faster than employment. However, this 
also means that although activity is now rising again, it will be some time 
before this is reflected in rising employment and falling unemployment. 

It may sound strange that businesses can step up production without an 
increase in the workforce. However, it should be remembered that we are 
coming from a period when businesses had big problems finding qualified 
labour. This may have led some businesses to hoard labour even if 
production did not keep up – including labour whose productivity was 
probably below the average. 

This means that, in the current situation, businesses have plenty of potential 
for increasing productivity, partly by firing less productive or surplus labour 
hoarded during the boom period. Output may therefore rise faster than 
employment for a period, pushing up productivity. 

Again this is a trend normally seen at the beginning of an economic upswing, 
but the present recovery phase is expected to be longer-lasting, which will 
unfortunately also tend to delay a turnaround in the labour market.  

All in all, we expect the number of jobless to climb to almost 125,000 at the 
end of 2009 and 160,000 at the end of 2010, and we do not expect 
employment to start to come back down again until H1 2011. 

 

 

 

Unemployment still low by historical standards 

Source:  Statistics Denmark, Danske Bank 

Productivity set to recover 

Source:  Statistics Denmark, Danske Bank 

Business investment plummets 

Source:  Statistics Denmark, Danske Bank 
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Business investment has had a hard time 

Business investment is expected to nosedive in 2009 before returning to 
slightly positive growth rates in 2010. We expect it to plummet by close to 
24% in 2009, which would be the biggest drop in business investment since 
the early 1980s. 

This steep fall in business investment needs to be seen in the light of the 
sharp downturn in both the global and the domestic economy. Many 
businesses have seen a huge decrease in demand for their products, resulting 
in a sharp decrease in capacity utilisation and, therefore, the need for further 
investment.  

This has been exacerbated by the pronounced pessimism and uncertainty still 
dogging Danish industry, although this pessimism has been on the retreat in 
recent months.  

The collapse in business investment also shows up in banks’ business 
lending, which has fallen by DKK27bn since peaking in October 2008 
(seasonally adjusted), corresponding to a decrease of 4.7%. This big drop in 
business lending indicates that businesses’ propensity to invest is still at rock-
bottom. 

Banks have also tightened their credit standards, which is putting a damper 
on lending growth. That is not necessarily to say that there has been an actual 
credit crunch in the Danish economy, as banks will always tighten credit 
standards during a crisis of this kind in order to reduce the risk of loan losses. 

But there is no getting away from the fact that the banks probably tightened 
credit standards more than normal in the months when the financial crisis was 
most acute. In the light of the government’s bank support packages and the 
general improvement in credit risk visibility, however, we believe that credit 
restrictions have not been the key obstacle to business investment – the 
global crisis has played a far bigger role. 

It is worth noting that Denmark is not alone in experiencing a downturn in 
business lending – similar developments can be seen in the countries we 
normally compare ourselves with (see chart). Interest margins on business 
lending have also stabilised following a period of strong growth, which 
suggests that the banks believe that the risk outlook has become more 
predictable in recent months (see chart). 

Turning to housing investment, we expect a continued rapid decline during 
the forecast period. The decrease will be greatest this year, when housing 
investment is expected to fall by 12.8%, and more moderate next year, when 
we expect a drop of 8%. 

The fall in housing investment can be attributed mainly to developments in 
the housing market. Housing investment normally falls when the price of 
existing homes decreases relative to the cost of building new ones. With 
property prices expected to fall by almost 12% in 2009, there is no doubt that 
there is much less of an incentive to build new homes. The still high number 
of homes on the market is undoubtedly also putting a damper on construction 
activity. In addition, economic uncertainty remains high, and construction is 
one of the sectors that has seen credit standards tightened furthest. 

Business lending also down in the world around us

Source:  Statistics Denmark, Danske Bank 

Industry still pessimistic 

Source:  Reuters EcoWin, Danske Research 

Housing investment falling from a high level 

Source:  Reuters EcoWin, Danske Research 
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Although we are anticipating a fairly steep drop in housing investment during 
the forecast period, it is important to note that this is from very high levels. 
At the height of the economic boom in 2006 and 2007, housing investment 
amounted to no less than 6.5-7% of GDP, and we have to go right back to the 
late 1970s and early 1980s to find similarly high levels (see chart). We 
therefore believe that the drop in construction activity was to a large extent 
inevitable anyway – it had been higher for some time than would be 
sustainable in the longer term. 

Exports under considerable pressure  

According to the latest national accounts data, exports fell by 13.6% from Q2 
2008 to Q2 2009. This is a very big drop and one of the main reasons for the  

very sharp fall in activity during the period. That said, the latest foreign trade 
statistics show that exports have stabilised in recent months.  

The previous very steep fall in exports can be put down to the rapid and deep 
economic downturn in our most important export markets in the wake of the 
financial crisis. The relatively strong growth in Danish wages relative to 
other countries and the marked appreciation of DKK against a number of 
important trading partner currencies have also significantly eroded 
competitiveness. Unfortunately this also suggests that the economic 
downturn in Denmark will be deeper and longer-lasting than in, say, 
Euroland. 

That said, the latest national accounts data reveal that Denmark is still 
performing quite well in relation to other European countries (see chart). This 
can presumably be put down to a relatively large proportion of Danish 
exports of goods being exports of agricultural products, chemical products 
(pharmaceuticals) and energy technology. These are goods where demand is 
generally less sensitive to fluctuations in global activity.  

Danish exports normally fare relatively well during a global downturn. 
However, this means that exports have less growth potential than in the 
countries around us in the early stages of global recovery as now. 

We nevertheless expect exports to return to slightly positive growth rates in 
Q4 this year as the global upswing really begins to take off. All in all, we 
expect exports of goods and services to fall by -10.0% in 2009 before 
climbing again by 2,8 in 2010.  

The current account surplus is expected to fall slightly from more than DKK 
25bn in 2009 to DKK 17bn in 2010. This needs to be seen particularly in the 
light of the steep drop in exports this year.  

Housing investment falling from a high level 

Source:  Reuters EcoWin, Danske Research 

Competitiveness greatly eroded   

Source:  Reuters EcoWin, Danske Research 

We normally fare relatively well in a global 
downturn 

Source: EcoWin, Danmarks Nationalbank, own calculations

*Deviation from trend � four-quarter rolling average. 

NB: Market share is defined as Danish exports of goods relative to 
the size of our export market, in fixed prices. 

Shaded area denotes OECD forecast.  

The output gap is defined as the difference between actual and 

potential GDP as a percentage of potential GDP. 
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Inflation to climb from a low level 

We believe that inflation has bottomed out and will rise steadily going 
forward. 

The steep fall in inflation over the past year can be attributed primarily to 
movements in food and energy prices, which have seen record-high increases 
followed by very sharp decreases. This rollercoaster ride in food and energy 
prices has now worked its way out of the statistics, and so we expect to see 
inflation normalise. 

We are convinced that there will be a relatively weak increase in inflation. 
Rising unemployment, combined with generally low capacity utilisation in 
industry and continued modest growth in private consumption, will keep 
inflation in check. We expect inflation to climb slowly to a level of around 
2% on a 12-month view and do not therefore expect inflation to be an 
important economic issue over the next year.  

Wage growth is expected to slow further, but from a relatively high level. 
Reasonably generous pay increases were negotiated in the central pay talks, 
which will help to keep wage growth up at relatively high levels going 
forward. When it comes to the local pay talks, though, there is no doubt that 
the current weak economic climate with rising unemployment and dwindling 
output will put clear pressure on wages. All in all, we expect wages to climb 
by 3.7% in 2009 and 3% in 2010.  

Public finances under growing pressure  

The economic crisis has meant that recent years’ large budget surpluses have 
flipped into substantial deficits. We expect the general government budget to 
show a deficit of DKK45bn this year and no less than DKK90bn next year. 
This shift from healthy surpluses to heavy deficits is due largely to the 
automatic stabilisers, which mean that many kinds of tax revenue fall sharply 
during an economic downturn, while government expenditure increases. 
Besides the automatic stabilisers, the budget balance is naturally also coming 
under pressure from political initiatives to alleviate the crisis by easing fiscal 
policy. The government plans to step on the gas in both 2009 and 2010 
through a combination of tax cuts and increased public investment.  

Dosing and timing fiscal policy to even out economic fluctuations is no easy 
task, but we believe that it would have been more appropriate to introduce the 
tax cuts currently planned for 2010 back in mid-2009 when the crisis was at 
its worst. Further easing fiscal policy in 2010 does not seem the obvious 
move given that the economy will already have turned. It should be 
remembered that nothing in life is free – expansionary fiscal policy today has 
to be balanced out by contractionary fiscal policy tomorrow 

  

Inflation to climb from a low level 

Source:  Reuters EcoWin, Danske Research 
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Denmark  � forecast at a glance 

Source: Danske Markets 

 

  

National accounts
2005 

(2005-prices) 2006 2007 2008 2009 2010
DKK bn 

Private consumption 745,1 4,4 2,4 -0,1 -5,0 2,3
Gross fixed investment 303,9 13,4 3,3 -5,0 -12,9 -2,1
Residential investment 92,4 11,1 5,2 -9,8 -17,8 -9,0
Business investment 184,4 17,5 8,2 -3,0 -23,6 -2,9
Public consumption 402,5 2,1 1,3 1,5 2,2 1,4
Public investment 27,1 17,3 -9,9 4,8 15,1 16,7
= Final domestic demand 1451,6 5,7 2,3 -0,9 -4,9 1,1
Growth contribution from stockbuildin 17,9 -0,3 -0,3 0,2 -1,5 0,7
= Domestic demand 1469,5 5,4 2,0 -0,7 -6,3 1,9
Exports of goods 495,2 5,0 -0,4 -0,5 -10,6 3,7
Exports of services 261,8 17,2 6,9 6,8 -8,8 1,5
Exports, total 757,0 9,2 2,2 2,3 -10,0 2,8
= Total demand 2226,5 6,7 2,1 0,4 -7,6 2,2
Imports of goods 460,2 12,3 2,2 0,9 -15,9 5,0
Imports of services 221,0 17,9 4,3 8,5 -9,2 5,0
Imports, total 681,2 14,0 2,9 3,5 -13,6 5,0
Growth contribution from net exports 75,8 -2,1 -0,3 -0,6 2,1 -1,1

GDP 1545,3 3,4 1,7 -1,2 -4,5 1,6

Other posts 2006 2007 2008 2009 2010
Current account, DKK bn 47,0 12 38,7 25,0 17,0
- % of GDP 2,9 0,7 2,2 1,4 1,0
General govt. budget balance, DKK bn 81,5 75,1 63,2 -45,0 -90,0
- % of GDP 5,0 4,5 3,6 -2,6 -5,2
Gross public debt, DKK bn 509,5 453,1 580,0 664,7 782,4
- % of GDP 31,3 26,8 33,3 38,3 45,1
Employment (thousands) 2781,4 2856,9 2881,0 2811,0 2734,0
Unemployment (thousands) 109,1 78,0 51,6 98,4 145,0
Unemployment rate, % 3,9 2,8 1,8 3,5 5,2
Oil price - USD/Barrel 66,1 72,7 99,0 63,0 78,0
House prices 22,9 6,5 -4,3 -11,3 -5,4
Hourly earnings in industry, % y/y 3,1 4,0 4,2 -3,7 -3,0
Consumer prices, % y/y 1,9 1,8 3,4 1,5 2,1

Financial figures 02.10.2009+3 month+6 month12 month
Repo rate, % p.a. 1,25 1,25 1,25 1,75
2-year interest rate, % p.a. 2,27 2,60 2,75 3,25
10-year government bond, % p.a. 3,67 4,05 4,25 4,55
DKK/EUR 744,5 745,0 745,0 746,0
DKK/USD 511,7 490,0 497,0 514,0

Vol growth in %
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Sweden 
Riksbank in search of terra firma 
• The latest slates of data serve as a confirmation of how successful the 

economic policy has been in stabilising both financial and real 
developments. Thus, after being continuously revised downwards 
during winter and spring, forecasts are now poised for upwards 
revisions, our own included.  

• We now foresee a fall in GDP growth of around 5% y/y (vs. –6% y/y 
in July) for 2009. In 2010 we, in contrast to market consensus, have 
made no changes to our forecast and still expect 0.8% y/y growth. It 
is only in 2011 that Swedish GDP growth surpasses the circa 2% y/y 
threshold that most calculations on trend growth seem to produce. 

• Put in an even more abstract context than normal, resource 
utilisation is still extremely low, which warrants a very cautious 
approach from the Riksbank in the short term. Should, however, 
international demand pick up in line with our forecasts, we feel there 
are plenty of reasons for the Riksbank to start hiking quite 
drastically once the executive board deems that the Swedish economy 
has set foot on terra firma. 

• Our view on the policy outlook is that the Riksbank, perhaps not as 
inclined to hike rates in the short-term as market pricing suggests, 
will start hiking rates in H2 2010. On the other hand, we expect the 
Riksbank repo rate to reach 2% before year end 2010, and surpass 
4% by the end of 2011.  

• However, large uncertainties still surround the outlook, especially 
regarding the effects of exit-strategies being implemented during the 
forecast horizon. Much the same as our international outlook, we feel 
that there is an apparent risk of the small open economy of Sweden 
experiencing renewed weakness in 2010. 

A genuinely optimistic view on international demand 

Danske Bank’s optimistic take on international demand has by and large been 
proven correct over the last few months. Demand has indeed stabilised and 
some more solid evidence of an upturn has also emerged, albeit from very 
low levels. And we continue to be optimistic, expecting strong growth in 
most of Sweden’s export markets. 

Nonetheless, some weakness is expected in 2010, but it should not suffice to 
derail the positive impact of extremely expansionary fiscal and monetary 
stimuli or the ongoing inventory swing contributing positively to Danske 
Bank’s international GDP-forecasts. 

Global GDP and investment growth 

Source:  National Institute of Economic and Social Research 

(NIESR). Own calculations. 
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Swedish export industry losing market shares 

In such an environment, it is consistent to expect a gradual recovery of 
Swedish world market growth, which in turn should leave a positive mark on 
the export-laden Swedish economy. This time around, however, the impact is 
estimated to be lower than normal – the Swedish export industry is thus 
losing market share – due to the fact that global resource utilisation is 
believed to be low for an extended period of time, and demand for investment 
goods is therefore likely to be subdued. Investment goods, together with 
input goods, are Swedish export industry’s most vital branches. 

Nonetheless, in our forecasts, export is still one of the main reasons for a 
pick-up in consecutive growth rates over the forecast horizon. Exports are 
forecasted to fall 19% y/y this year and rebound to 1.9% y/y in 2010. It is 
only in 2011 that Swedish exports are back on trend, with estimated growth 
of 6.3% y/y.  

The hazardous life of a small open economy 

Developments in financial conditions are now at the whim of 
inflation 

The ongoing deterioration in growth prospects has been accompanied by 
dwindling inflation in most countries, and Sweden is no exception. The 
upside is a steady improvement in purchasing power for households and 
companies alike. The downside is, however, that in real terms financial 
conditions worsen – i.e. this is an effect of interest rates already at an all-time 
low combined with falling inflation, which actually serves to tighten real 
financial conditions. 

Indeed, inflation is expected to trend downwards for the forecast horizon and 
beyond, implying that financial conditions are very much the result of 
changes in the inflation outlook. The Riksbank – having stabilisation policy 
as a secondary target – must feel very uneasy about such prospects, 
especially should inflation develop more modestly than currently assumed.  

Inventories continue to be slashed 

Despite a never-before-seen reaction by corporates to adjust inventory levels, 
it still seems that inventory levels will need to adjust further if they are to 
realign with current demand levels. This will of course have strong 
implications in terms of capacity utilisation and investments going forward. 
On a positive note, the slowing pace of inventory liquidation means that 
inventories start contributing positively to growth, at least in the near term. 

An immense rise in spare capacity  

The sharp drop in production levels means that spare capacity is abundant. 
The need for expanding capacity, or even replacing obsolete capital, should 
thus be very low. According to Statistics Sweden’s (SCB’s) investment 
survey, companies foresee a staggering drop in investments in 2009, in some 
sectors even by as much as 50% y/y. The one bright spot found in 
investments is public investments, which is expected to grow quite strongly, 
due both to announced and upcoming initiatives on improving Swedish 
infrastructure. Nevertheless, overall investment growth will contract by 
17.1% y/y in 2009 and another 6.7% y/y in 2010. It is not until 2011 that 
investment growth returns to positive territory, and then by a modest 3.7%. 

Swedish export market and export growth 

Source:   NIESR, Statistics Sweden (SCB) and National Institute 

for Economic Research (KI). Own calculations. 

Real financial conditions 

Note: MCI is FX and interest rates. FCI I is MCI plus the stock 

market. FCI II is FCI I plus house prices. ECI is MCI plus the 

cyclically adjusted government balance. A number above 100 

implies that financial conditions and/or economic policy are 

supportive to growth, whereas a number below 100 indicates 

that financial conditions and/or economic policy is 

contractionary. All measures are adjusted for inflation and are 

quoted in volume terms. 

Source: Reuters Ecowin, NIESR and KI. Own calculations. 
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The implications of such developments will be felt in all parts of the 
economy, but nowhere as much as on labour markets. The impact from 
changes in investment levels to the labour market has always been very direct 
and very strong in Sweden. 

Unemployment rates to surpass 12% 

At a glance, we can understand why many people might be taken aback by 
our forecasts. And it is not more than just a few months ago that we too 
thought that we had incorporated the worst conceivable outcomes in our 
forecasts for the real economy. However, this slowdown is of a different 
breed, not experienced at any time in modern ages. Labour markets will react 
accordingly. Already, the rise in the unemployment rate over the past months 
is unparalleled, even when comparing it with the homebrewed financial crisis 
of the early 1990s. 

These developments are unfortunately expected to continue, with the 
unemployment rate set to move up from the near 9% recorded in Q2 to above 
12% by 2011. An even higher unemployment rate should be avoided due to 
the fact that productivity is expected to develop considerably less vigorously 
than normal in this phase of the business cycle. Should productivity instead 
progress in a historically more normal fashion, or growth deteriorate more 
than currently expected, there is a risk of considerably higher unemployment 
rates than the 12.2% peak rate envisaged. 

Consumption buckling under the weight 

In spite of very sombre labour market developments, our forecasts are built 
on an assumption of moderate wage growth, which together with very strong 
automatic stabilisers and a broad welfare system serve to support disposable 
incomes throughout the forecast period. Disposable incomes are therefore 
expected to rise by more than 2.5% y/y this year, despite the strong cutback 
in hours worked. Next year, the adjustment of hours worked should level off 
but wage growth becomes more subdued. This adds up to circa 0.5% growth 
in disposable incomes for 2010. However, in 2011, with help from the third 
step of the job income tax deduction, disposable incomes are again growing 
by more than 2%.  

Unfortunately, other explanatory variables to consumption are all moving in 
the wrong direction. Many times before, we have seen asset prices, stocks 
and housing start to move in a supportive direction some time into a business 
cycle slowdown. This is due to productivity, and hence the profit/wage 
outlook, starting to improve and also because the discount factor drops 
followed by a proportional rise in asset values. This time around, these so-
called wealth effects are noted mostly through their absence. 

In addition, Swedish households have over the past few years shown the 
same tendency to increase leverage, albeit to a lesser extent, in much the 
same way as households in the US, UK, etc. The normal deleveraging that 
takes place among households when times are getting increasingly difficult 
will most likely therefore be accentuated, dampening consumption further 
during the forecast period. All in all, we expect consumption to fall by 2% 
this year, and increase by the same amount in 2010 thanks to a more stable 
outlook for incomes. In 2011, consumption growth is again back on trend, 
posting circa 2% growth rate. 

Employment and the unemployment rate 

Source:   KI and SCB. Own calculations. 

Disposable incomes and consumption 

Source:   KI and SCB. Own calculations. 



 
 
 

 

 

17 |     07 October 2009 www.danskeresearch.com
 

   

Nordic Outlook    

Imports weaken in 2009 and net exports contribute to GDP 
growth over the forecast horizon 

The cutback in imports should soon start to outpace final demand growth 
when companies aim to tie up less capital in inventories. This produces a 
consecutive positive contribution to growth from net exports. And when 
international demand eventually returns, the Swedish – highly elastic – 
export industry will react in more or less the usual fashion and export growth 
will resume. To sum up, we calculate with a negative contribution of 0.3pp to 
GDP-growth from net exports in 2009, but that net exports will return and 
contribute positively by 1.3pp both in 2010 and 2011. 

The second leg of economic policy response to the 
financial crisis 

A daunting output gap continues to be the Riksbank�s main 
concern 

We have now gone through all the main elements of the Swedish business 
cycle and the impression of a severe recession is lingering. Summing up the 
various GDP components only serves to confirm these impressions. In 2009 
GDP will drop some 5% y/y in 2009. In 2010, growth, thankfully, is expected 
to return, but only to a fraction (0.8% y/y) of what would be needed to keep 
resource utilisation from diminishing further. In 2011 the Swedish economy 
again, with growth at 3.1% y/y, is taking decisive steps towards a more 
balanced resource utilisation. 

Resource utilisation will by any standard become extremely low. According 
to our own calculations this admittedly abstract measure is calculated to be a 
shocking 7% to 8% – even worse than back in the days of Sweden’s own 
home-brewed financial crisis. 

From a policymaking perspective, an output gap of that size is cause for 
concern, since it risks pushing wage and inflation expectations too low, 
maybe even to deflationary levels.  

Productivity growth is the percentage change of a quotient with GDP in the 
numerator and hours worked in the denominator, and is thus a measure of the 
change in output per hour worked, i.e. how efficiency is improved. The 
productivity gain is then distributed between wage earners and capital owners 
in the form of wage and profit increases. 

Productivity has been surprisingly weak for more than a year, and we have 
continuously been too optimistic on this measure. This has also been the 
main reason for our simultaneous overestimating of the unemployment rate. 
However, over the past quarters, companies have begun to scale down not 
only production but also hours worked. And from what we can gather so far 
it has been a dramatic shift indeed. For the first half of 2009, the drop in 
hours worked is significantly larger than 5% y/y in national accounts 
equivalent terms. 

And a rise in productivity should be sorely missed by companies who saw 
their costs rise dramatically throughout 2008 and the first quarter of 2009. 
Unit labour costs (ULC), which adjust for the wage earners share of 
productivity gains, rose 6.2% y/y in 2008, and are set for another big rise in 
2009 (we do not have access to the full data needed to estimate ULC on a 

Import growth and net export contribution 

Source:   KI and SCB. Own calculations. 

Output gap analysis 

Source:   KI and SCB. Own calculations. 

GDP, hours worked and productivity 

Source:   KI and SCB. Own calculations. 
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quarterly basis), and the profit share in non-financial companies has 
diminished even more since financial companies (creditors) are demanding a 
noticeably larger share of corporate cash flows. Stationary, or even rising, 
costs together with a never before seen drop in corporate incomes will 
dramatically increase the pressures on companies, and we suspect that cost 
control measures will be relentless.  

Against this background, with low demand, continuing high cost pressures, 
deteriorating profit shares, and a foreseen high unemployment rate, 
representatives from employers and trade unions will convene to start the 
wage negotiations for the period 2010 and a few years onwards. Suffice to 
say that the prospects for wage increases have seldom been as weak as now. 
Should wage settlements end in only slight increases, or even no wage raise 
in some sectors, the threat of deflation will become imminent.  

Inflation returns towards year-end, but core inflation is in a 
downward spiral  

We have never faced as multifaceted inflation prospects as now. To briefly 
touch upon upward risks: our global main scenario, where financial markets 
regain their vitality, could quite rapidly turn into one extreme with both 
growth and inflation taking off with a bang due, inter alia, to the tremendous 
economic-political stimuli that is in the pipeline. In the other extreme, there 
are of course downward risks that could most easily be described as a 
depression, a deflationary spiral combined with a dysfunctional financial 
sector unable to transfer any economic policy stimuli.  

But, in our main scenario, risks remain rather contained, and credibility for 
economic policy continues to be high. Growth as well as inflation returns in 
the medium to long term, but in a more controlled fashion. Therefore, prices 
on internationally traded goods, and Swedish import prices gradually 
normalise.  

Domestic inflation and so-called ‘core inflation’ (CPI inflation minus food, 
energy, interest rates) are both derivatives of principally wage developments. 
And as stated above, wage pressures are expected to be low, but positive, for 
a number of years. Unfortunately, and despite rather benign developments of 
international demand, resource utilisation is already too low to begin with to 
generate any wage or inflation pressure for a long period of time. Core 
inflation measures are therefore expected to trend lower for the remainder of 
the forecast horizon. Hopefully, confidence for economic policy is 
sufficiently strong to keep expectations from following suit. 

Monetary policy outlook  

Resource utilisation is extremely low, and will continue to be so for an 
extended period of time. In addition, there are a number of near-term risks for 
deflation – inter alia the upcoming wage negotiations.  

The Riksbank has already lowered rates to what they regard as the zero 
interest rate floor of 0.25% and has committed to hold rates low for a long 
period of time. This has been further underlined by the two SEK 100bn fixed 
rate repo facilities instigated at the executive board meetings in July and 
September. 

 

Inflation outlook 

Source:   KI and SCB. Own calculations. 

Repo rate reaches the nominal interest rate floor 

Source:   Riksbank. Own calculations . 
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Thanks to these and other measures, not to mention the apparent stabilisation 
of global developments, credit has started to flow rather freely in the Swedish 
economy again. In fact, the credit contraction feared has sooner turned into a 
credit boom, where first and foremost the household sector has put on more 
debt, of course with benign assistance from commercial banks. This was 
definitely not expected and, depending on which executive board member 
you ask, maybe not only a good thing 

Deputy Governor and fool proof Professor Lars E O Svensson probably has 
no second thoughts on the reflation of domestic house prices and credit 
growth. But a few of the other members show some signs of anxiety about 
the increased leverage in the household sector, especially since it is mainly 
going into an already strained housing market. And we feel some sympathy 
for those worries. In a small open economy, it is always a bit difficult to 
adhere all faith in the effects of monetary policy. If global demand does not 
recover it does not matter how expansionary domestic monetary policy is. An 
overly expansionary policy might instead risk jeopardising the long-term 
trust in the inflation target itself. Or it might create unwanted effects on 
domestically confined asset markets, such as the housing market.  

We have tried to reconcile the somewhat differing views on the conduct of 
monetary policy in two arbitrary policy stages: The first phase is the response 
to the financial crisis. Here, deflationary and depression and systemic risks 
are fought back by all means necessary. We believe that we are approaching 
the end of this phase, as indicated by statements from both the Riksbank, and 
other central banks. Nonetheless, due inter alia to the low utilisation of 
resources, there should be an-other good six to 12 months before economic 
policy goes into reverse. 

In the second phase, once financial markets have managed to shrug off the 
last reminiscence of the crisis and the real economy has stabilised, the 
withdrawal of stimuli commences. For Sweden this is probably an easier task 
than for many other economies, since there were no apparent imbalances to 
begin with and the measures implemented here are of a more traditional 
form.  

Given our optimistic forecasts for international demand, the economic ground 
should be sufficiently solid for the Riksbank to start withdrawing stimuli by 
summer next year, including hiking the repo rate. Should credit growth, 
household leverage and house prices continue their current trajectory during 
that time, we believe the Riksbank’s hiking cycle will be much more 
aggressive than currently priced in financial markets. 
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Sweden � forecast at a glance 

Source: Danske Markets 

 

 

National accounts 2008 2009 2010 2011

Private consumption -0.2 -1.2 1.3 1.9

Government consumption 1.5 1.0 1.0 0.4

Fixed gross cap formation 2.7 -17.2 -6.3 3.7

Stocks* -0.6 -1.2 0.0 0.2

Domestic demand -0.2 -3.8 -0.4 1.7

Exports 1.9 -14.7 2.4 6.3

Aggregate demand 0.5 -8.6 0.3 3.5

Imports 3.0 -16.3 -0.5 4.5

Net exports* -0.4 -0.3 1.4 1.3

GDP -0.2 -5.2 1.1 3.1

     - GDP, Calendar adjusted -0.4 -5.1 0.8 3.1

* contribution to GDP growth

Other posts 2008 2009 2010 2011

Trade balance, SEK bn 127 140 176 206

in % of GDP 4.0 4.6 5.7 6.4

Current Account, SEK bn 262 216 238 280

in % of GDP 8.3 7.0 7.6 8.6

Public sector savings, SEK bn 78 -40 -83 62

in % of GDP 2.5 -1.3 -2.7 1.9

Public debt ratio, % of GDP* 37.5 39.6 43.5 46.4

Unemployment, % of labour force 6.1 8.7 11.4 12.1

Hourly wages, % y/y 3.4 3.8 1.2 2.2

Consumer prices, % y/y 2.2 3.4 -0.3 0.9

* Maastricht definition

Financial figures 28.09.09 + 3 mths + 6 mths + 12 mths

Repo-rate 0.25 0.25 0.25 1.00

2-yr swap yield 1.69 1.90 2.60 3.40

10-yr swap yield 3.65 3.95 4.35 4.75

SEK/EUR 1019 1000 980 960

SEK/USD 694 658 653 662

Vol growth in %
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Norway 
Set to improve as downside risks 
decline 
• There are now clear signs that the Norwegian economy has bottomed 

out. Low interest rates, an expansive fiscal policy and substantial oil 
investments have helped counter the effects of the global crisis. 
Mainland GDP growth turned positive in Q2, and with growth 
stimuli still operating at full steam, this trend will be reinforced in 
the second half of the year. 

• Unemployment is already beginning to stabilise, which will reduce 
the downside risks to both the housing market and private 
consumption. In the short term, uncertainty is primarily linked to the 
order situation in certain areas of the oil supply industry. 

• Norges Bank has sent clear signals that an interest rate hike is just 
around the corner. In our view, we are at the start of an extended 
period of significant rate hikes, although low global interest rates and 
the krone exchange rate will cause the central bank to show restraint 
in the first half of 2010. Higher yield spreads and risk appetite will 
probably mean a stronger Norwegian krone. 

Norwegian economy has developed roughly as we expected over the period 
since our previous quarterly report. Deep rate cuts combined with lower 
inflation have boosted household incomes considerably. Meanwhile, 
increasing wealth and signs of the housing market stabilising have halted the 
rise in the savings rate. We are therefore seeing signs of stronger private 
consumption growth over the summer. 

House prices continue to rise. As February’s stimulus package begins to have 
an effect on the building and construction sector, there are tentative signs that 
residential construction is beginning to bottom out. 

Sections of the export industry continue to face difficult conditions. 
Furthermore, uncertainty has increased in certain areas of the oil supply 
industry. While oil investments will very probably remain high, back orders 
in the industry are falling sharply and the slowdown in new orders shows no 
signs of stabilising. 

Unemployment appears to have stabilised. This removes much of the 
downside risk to the housing market, private consumption and the 
commercial property market. However, signs of declining unemployment are 
more due to a decrease in the labour supply than increasing employment. 
Thus it is too early to conclude that falling unemployment is due to economic 
growth again being above trend. 

While inflation surprised on the upside during the spring, this trend appears 
to be weakening. A stronger krone (NOK) and slowing wage growth will 
contribute to core inflation falling further well into 2010. Low energy prices 
will, furthermore, bring overall inflation down.   

Back in black 

Source: Reuters Ecowin 

07 08 09

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0 % q/q % q/q

<< GDP-mainland



 
 
 

 

 

22 |     07 October 2009 www.danskeresearch.com
 

   

Nordic Outlook    

The financial crisis has primarily hit Norway via increased capital adequacy 
requirements for its banks, which has both pushed interest rates higher and 
made borrowing problematic. However, capital markets improved markedly 
over the summer, also in Norway, where volumes are increasing and rate 
premiums falling. Further, Norges Bank’s survey of bank lending indicates 
that the period of credit tightening is coming to an end.  

Norges Bank has signalled that the bottom for interest rates has been reached 
for now as a result of the apparent improvement in both the Norwegian and 
the global economy. The first interest rate hike from the central bank will 
probably come in October, though still weak global growth and low interest 
rates among Norway’s neighbours will limit the monetary policy actions of 
Norges Bank. Nevertheless, our view is that rates will start being hiked more 
frequently from H2 next year.  

The NOK has strengthened over the summer as Norwegian interest rate 
expectations and risk appetite in the global financial markets have increased. 
We believe this trend will continue into 2010 as the rate spread widens. 
While the NOK has already firmed considerably, fundamentals continue to 
suggest a stronger equilibrium exchange rate. 

Optimistic consumers 

After falling for two consecutive quarters, mainland GDP rose 0.3% in Q2. 
Increased private and public consumption were the main drivers of growth. 
Considerable fiscal room to manoeuvre, low interest rates and declining 
inflation are the main reasons behind the return to growth. As the upswing 
gains traction and corporate demand rises, the need for powerful economic 
stimuli will decrease. 

The deep rate cuts from Norges Bank towards the end of last year and during 
this year have contributed to more than halving average household mortgage 
interest rates from above 6.2% to well under 3%. Moreover, lower inflation is 
helping to boost purchasing power despite wage growth slowing from more 
than 6% in 2008 to around 4% this year due to the weaker labour market. 
Declining energy prices will pull inflation lower still in 2010, and together 
with a gradual improvement in the labour market, a significant increase in 
purchasing power is on the cards for next year as well. In addition, higher 
home and equity values and stable unemployment will likely mean the 
savings rate slowing somewhat. This is why we believe that private 
consumption growth could be significant next year. 

The savings rate in Norway rose from -1.8% in Q1 08 to 5.6% in Q2 09, i.e., 
close to the historical average, which indicates that much of the consolidation 
process is complete. The stabilisation of the savings rate suggests that 
consumption growth will gradually begin to track wage growth. 

The steep fall in interest rates has also had a positive impact on the housing 
market. After beginning to fall slightly in summer 2007, the housing market 
stalled completely in the autumn of last year. A sharp rise in interest rates 
combined with banks being less willing to lend hit a housing market with a 
large supply surplus and unrealistic expectations at the worst possible time. 

Rates have tumbled 

Source: Reuters Ecowin 

Rate cuts working after all 

Source: Reuters Ecowin 

House prices climbing 

Source: Reuters Ecowin 
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Seasonally-adjusted house prices have risen 10% so far this year, and are 
now 4% up on a year ago. The average price per square meter for all housing 
types is currently less than 3% below the peak reached in June 2007. 
Likewise the stock of unsold homes relative to turnover has fallen 
considerably since the peak in December. With residential construction 
almost at a standstill, the number of new homes coming onto the market is 
very small. Therefore the risk of a further fall in housing prices is limited. 

As mentioned earlier, the announced government stimulus package is now 
being implemented. This, together with the first signs of stabilisation in the 
housing market, leads us to believe that the building and construction sector 
bottomed out in Q2 this year. Further, there are clear signs that overcapacity 
in the sector is being cut faster than normal, as much of the sector’s foreign 
labour is leaving the market. So far this has not resulted in new housing 
starts, but new housing orders are now rising for the first time in two years. 
Anecdotal evidence also suggests that a turnaround in residential construction 
is close – several housing suppliers report they are now ready to commence 
new projects. 

Lower demand led to oil prices tumbling last autumn to almost USD 30 a 
barrel just before Christmas. This increased uncertainty as regards investment 
activity in the oil sector, something we viewed as the largest downside risk 
for the Norwegian economy in 2010-2012. Investment figures for the oil 
industry show, meanwhile, that the oil companies expect to increase 
investment by more than 10% from 2009 to 2010.  

However, in the regional network that reports to Norges Bank, the oil supply 
industry in May noted declining activity for the first time in many years. 
Moreover, the PMI fell sharply in August after being on an upward path since 
the winter. Signs of a slowdown in this section of the industry were further 
underlined by the signals sent out by the stock market-listed companies in 
connection with their Q2 earnings reports. 

The reason for these developments eludes us somewhat. With oil trading at 
around USD 70 a barrel, the marginal costs of investing in new production 
should not be the problem. Perhaps the oil companies are keen to both cut 
cost levels in the industry and at the same time put pressure on the authorities 
to grant access to new production areas. We are convinced that production 
capacity in the oil industry will have to be increased in the longer term, but 
recent developments carry a downside risk in the short term. 

 Export businesses continue to suffer. Export values excluding oil remain 
20% lower than a year ago, driven by a combination of falling prices and 
lower turnover. Overall industrial production is also falling, despite a slight 
increase in July. Nevertheless, based on our optimistic expectation of a 
synchronised, global industrial upswing, we believe that Norwegian industry 
has already bottomed out, although it could take some time before higher 
activity levels result in increased employment and investment. 

 

Housing starts to bottom out 

Source: Reuters Ecowin 
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Unemployment levelling off 

Unemployment in Norway is rising more slowly than expected. The various 
statistics present a slightly mixed picture, as the AKU (Labour Force Survey) 
numbers from Statistics Norway indicate that unemployment is falling, while 
the numbers for registered unemployed persons from NAV (Norwegian 
Labour and Welfare service) suggest a gradual stabilisation. Whichever is 
more accurate, unemployment has certainly risen by much less than expected, 
especially compared to what has happened in many of the countries 
neighbouring Norway. 

A closer look at the labour market numbers shows that the fall in 
unemployment is due primarily to a reduced labour supply, and not higher 
employment. Employment has been largely stable for the past year, although 
it fell surprisingly in July (June-August). It is therefore too early to conclude 
that economic growth is now high enough to generate increasing employment 
– something that would be a key factor in deciding economic policy. In our 
view, the drop in labour supply is due to the youngest members of the 
workforce increasingly completing or seeking further education and the 
oldest members choosing or being forced to retire earlier when the 
opportunities for work diminish. It is important to remember that the fantastic 
labour market situation that has prevailed in Norway in recent years has led 
to a record participation rate among the youngest and oldest workers. Thus, 
this suggests that trend growth will fall. 

At the same time, however, the number of registered job vacancies shows 
that the demand for labour remains solid. True, the number of job vacancies 
is somewhat lower than at the top of the economic upswing, but it remains at 
a similar level to that seen in early summer 2007, and is twice as high as 
when the bottom of the economic cycle was reached in 2003. Furthermore, 
all leading employment indicators suggest the largest rounds of redundancies 
are now over, though they do not yet indicate rising employment. 

This year’s central wage adjustment was, as expected, modest. Partly because 
of this, quarterly wage growth in Q2 was the lowest for almost 10 years. 
Assuming that local pay increases are somewhat lower than usual over the 
year due to weaker earnings and increased unemployment, we estimate 
overall wage growth this year will be around 4%. Low local pay rises will 
mean a lower wage overhang into 2010, and while the central pay rises may 
be somewhat higher than this year, we still expect that wage growth next year 
will be around 3.7%. 

Ready to hike 

Norges Bank kept interest rates on hold at its August and September 
meetings, but is now sending clear signals that the first rate hike is close at 
hand. In fact, at its September meeting, Norges Bank reported that it had 
considered hiking as an alternative to keeping rates unchanged. We read this 
as a clear indication that the first hike will come in connection with the 
presentation of the new monetary policy report on 28 October. 

The major uncertainty lies with what we can expect in terms of rate changes 
over the coming two to three years. As we have outlined in this publication, 
we expect a relatively strong upswing in the global economy, which will 

Supply side effects 

Source: Reuters Ecowin 

Norges Bank to raise rates 

Source: Norges Bank 
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reinforce growth in the Norwegian economy. Basically therefore we must 
expect that rates will at least move towards more normal levels of around 5%, 
meaning we are on the threshold of a period of significant rate hikes. 

In contrast, we do not expect any signalling of upcoming rate hikes from 
Norway’s neighbours, as there is considerable spare production capacity in 
many countries, which would allow relatively high growth for a period. If we 
are correct in assuming that the ECB will not hike interest rates before next 
summer, and that the US Federal Reserve will at the earliest begin hiking 
towards the end of the year, the rate spread between Norway and other 
countries will widen. This will likely cause the NOK to strengthen (see 
below), which will tend to restrain Norges Bank’s policy actions. This will be 
further supported by inflationary pressures, which will continue to ease far 
into next year, as we described above. 

We therefore expect that Norges Bank will proceed with caution in the early 
part of this rate cycle, but will up the pace as the improvements in the global 
economy result in higher inflation and interest rates abroad, and stronger 
growth impulses to the Norwegian economy. We expect that the key rate will 
be increased from its current 1.25% to 3.25% by the end of 2010. At this 
pace, Norway will approach normal interest rate levels towards the end of 
2011. 

If, contrary to our expectations, the financial crisis re-erupts, the NOK 
strengthens more than expected or economic growth proves weaker than we 
estimate, rate hikes may come later and more slowly than we forecast. 
However, in our view it would take a lot to prompt further rate cuts.  

We expect that the new monetary policy report due in October will include a 
rate path that will be somewhat lower than our own forecast. This is because 
Norges Bank will probably adopt a somewhat more wait-and-see approach to 
the global upswing, and also that the bank will not want to be overly 
aggressive so early in the cycle. 

One of the lessons of the financial crisis is that the low interest rate policy of 
2003-2006 contributed to an overheating of asset markets that stoked the 
crisis. More people are now advocating a change in monetary policy towards 
a greater weight on asset prices and credit growth. Irrespective of whether or 
not the guidelines are changed, we believe central banks will probably lean in 
this direction when the economy begins to take off. This shift is taken into 
account in our relatively aggressive forecast. 

 Norwegian krone is cheap 

There are several arguments to suggest the Norwegian krone is a relatively 
attractive currency. Large budget and current account surpluses, and an 
extremely favourable net wealth position are common factors behind a strong 
currency. Nevertheless, the NOK tends to be hit hard in periods of low 
liquidity. The pronounced weakening last autumn and over the winter should, 
however, be seen in connection with foreign net positions in the NOK before 
the crisis took hold. In simple terms, the financial crisis put pressure on the 
Norwegian currency because everyone had to liquidise their NOK positions. 

In a more normal situation, other factors such as yield spreads, commodity 
prices, etc would be important drivers of the NOK exchange rate. As we have 

NOK: still some distance to go 

Source: Reuters Ecowin 
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outlined, we have a fairly optimistic view of the Norwegian economy and 
also expect that Norwegian yields will rise further and faster than in other 
Western economies. This will essentially be supportive of the NOK. Our 
forecast for the global economy suggests, furthermore, that oil prices will 
remain high. 

That said, the market’s expectations on Norwegian yields are already 
aggressive, and there is a risk that Norges Bank’s October monetary policy 
report might disappoint the markets. At the same time, seasonal trends in oil 
demand could mean a price fall in the autumn. These factors involve a 
downside risk for the NOK in the short term. 

On the other hand, the NOK could be viewed as relatively weak given the 
expectations of widening yield spreads. In our view this is due to risk appetite 
remaining significantly below the norm. This opens the possibility of the 
NOK remaining relatively strong, even if yield spreads and the oil price no 
longer provide support for the NOK. 

Yield spreads, the oil price and risk appetite will affect the NOK via the 
activity of foreign banks and other investors. However, in 2009, exchange 
rates will also be affected by the flow of capital connected with the 
Petroleum Fund (government pension fund). Put simply, higher consumption 
of oil revenues via the government budget (= greater oil-corrected deficit) 
will mean a lesser share of oil revenues being exchanged back to foreign 
currency. Thus NOK sales by Norges Bank on behalf of the Petroleum Fund 
will be correspondingly less. 

Last year, the government spent just under NOK 10bn of its oil revenues. In 
other words, almost the entire net cash flow from the oil industry was 
exchanged into foreign currency: i.e., Norges Bank sold a lot of krone. This 
year the government is planning to spend around NOK 118bn of its oil 
revenues. Thus krone sales by Norges Bank will be almost NOK 110bn lower 
than last year. A major seller of NOK will therefore be out of the market, and 
foreign banks’ net positions will still be significantly lower than last summer. 

We expect that EUR/NOK will fall to 840, 820 and 820 in 3, 6 and 12 
months, respectively.  

  

Speculative flows on the track 

Source: Reuters Ecowin 
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Norway � forecast at a glance 

Source: Danske Markets 

 

National accounts 2008(2006-prices) 2007 2008 2009 2010
NOK bn

Private consumption 947,5 6,0 1,2 0,1 3,8
Public consumption 443,4 3,4 3,8 6,1 4,8
Gross fixed investment 477,6 8,5 3,8 -4,1 2,7
  Petroleum activities 132,2 5,9 8,1 5,6 2,9
  Mainland Norway 345,34 9,4 2,2 -7,8 2,6
  Dwellings 87,5 5,6 -8,4 -12,3 0,3
  Enterprises 187,7 12,2 6,7 -10,0 1,8
  General government 70,2 8,1 5,6 3,7 7,0
Mainland demand 1920,2 7,8 3,4 -1,6 4,9
Total domestic demand 1868,5 5,1 3,3 -1,1 4,7
Growth contribution from stockbuilding 51,7 -0,6 0,7 -1,3 0,8
Exports 1042,0 2,4 1,3 -7,6 0,2
  Crude oil and natural gas 478,0 -2,7 -1,7 -5,9 -1,4
  Traditional goods 309,2 8,6 4,8 -11,3 2,6
Total demand 2962,2 4,1 2,6 -3,4 3,2
Imports 687,5 7,5 4,4 -11,5 2,8
  Traditional goods 446,1 6,7 2,6 -11,3 2,6
Growth contribution from net exports 354,5 -1,0 -0,7 0,0 -0,7
GDP 2274,7 3,2 2,1 -1,0 3,3
  GDP Mainland Norway 1719,891 6,2 2,5 -1,1 2,7

Other posts 2007 2008 2009 2010
Employment, % y/y 3,6 3,1 -0,1 0,0
Labour force, % y/y 2,0 3,1 0,7 0,4
Unemployment (LFS), % 3,4 2,5 3,3 3,7
Annual wages, % y/y 4,8 5,6 4,0 3,7
Consumer prices, % y/y 0,7 3,8 2,0 1,4
Core inflation 1,4 2,6 2,6 1,9

Financial figures 02.10.09 + 3 mths + 6 mths + 12 mths
Deposit rate 1,25 1,50 2,00 2,75
2y swap rate. % 3,44 3,75 4,25 4,80
10y swap rate, % 4,59 4,50 4,70 4,90
EUR/NOK 847,0 840 820 820
USD/NOK 589,0 553 547 566

                 Vol growth in %
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Finland 
What goes down will come up 
Output started to fall during the third quarter of 2008 when the financial 
crisis exploded. The decline gained momentum during the first months 
of 2009 and GDP was more than 9% lower during the second quarter 
compared to a year ago. Yet, we do not expect the recession to worsen 
and become as ugly or lasting as the early 1990s. The decline seems to 
have stopped during the third quarter and GDP should start to rise 
during the last quarter. Given the large fall so far, we forecast full-year 
GDP to be more than 6% lower than in 2008. We expect the strong 
momentum in the global economy to increase export orders fairly soon 
and GDP to rise 1% in 2010. Unemployment will continue to rise at least 
until next spring and the unemployment rate is likely to reach about 
10% in 2010. Inflation falls to zero this year, but we forecast a positive 
figure next year. Stimulative fiscal policy creates a wide budget deficit, 
but trade balance should remain on surplus. 

Exports close to bottoming up 

Volume of goods and services exports was a horrific 29% lower during 
January-June than a year ago. Exports of goods fell more than services, as all 
manufacturing industries suffered from weak global demand. Exports 
accounted for only 35% of GDP during the first half of the year, while a year 
ago the ratio stood at a record high 49%. Export figures for 2008 were 
revised significantly during the summer; a prior estimate of 1% fall was 
revised to an increase of 7%. 

The economic outlook has started to improve in most of the important export 
markets for Finnish goods. Nevertheless, the structure of Finnish exports 
could cause a lagged recovery. The paper and pulp industry has continued to 
shed overcapacity and a strong metal engineering recovery requires an 
expansion of CAPEX in the export markets. We forecast a 23% drop in 
export volume in 2009 and an increase of 5% in 2010. 

Investments expected to decline two years in a row 

Investments fell already in the last quarter of 2008, and the fall steepened to 
10% during the first half of 2009 compared to a year earlier. Both 
construction and machinery & equipment have shrunk at the same speed. The 
decline derives entirely from the private sector; public investments have 
reported an increase of 6%.  

Manufacturing has plenty of capacity and the office vacancy rate has 
increased in many service industries. Supported by the government, housing 
construction has started to rise, but private activity remains weak. 
Construction of new business premises will continue to fall into 2010. We 
forecast a 12% decline in investments this year and a 3% decline in 2010.  
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Private consumption lost steam  

After rising for 15 years, private consumption growth halted at the end of last 
year, even if the full-year figure was still 2% higher than in 2007. Also 
household purchasing power rose 2%. The global recession closed wallets 
and the volume of private consumption fell 4% in the first half of the year. 
Purchases of durable goods plunged by one fifth, especially car sales have 
stalled.  

Hourly earnings and pensions rose 4-5% during the first half of 2009 and 
inflation has fallen below zero. Rising unemployment, reduced over-time pay 
and bonuses have worked the opposite way and purchasing power has been 
flat. The net savings ratio is going to rise to positive territory in 2009 and 
2010. Pensions are not expected to rise in 2010, because the pension index is 
largely based on currently non-existent inflation. The only positive factor for 
household spending was the strong rebound of consumer confidence. 

Given the improvement in confidence indicators, pent-up demand for 
durables and cuts in food VAT we expect the decline to be moderate and 
private consumption to fall 2.8% in 2009. Slow recovery and weak 
employment are keeping consumers cautious and we do not expect 
significant growth in 2010. Public consumption is rising moderately this year, 
but especially tight budgets in municipalities are likely to stem growth in 
public spending in 2010. Debate about exit from large budget deficits points 
to tax increases and spending cuts in 2011. 

GDP to fall more than 6% in 2009 

Real GDP rose only 1% last year, as the second half of the year was hit by 
the global financial crisis. Output has continued to fall sharply during the first 
half of 2009 and GDP fell 8.5% from a year earlier. Output has declined in 
all industries except agriculture. The decline is comparable to the Finnish 
depression of the early 1990s, but the recessions are not alike. This time the 
shock is almost fully external, whereas 20 years ago Finland had a banking 
crisis and public finances were very procyclical. Also interest rates are 
completely different and mitigate the shock this time around. Already now a 
few leading indicators point to a bottoming out during the last months of 
2009 and our forecast is a 1% rise in GDP volume in 2010, which would still 
leave the total output significantly behind potential. 

Forecasts are always made under considerable uncertainty and negative 
scenarios have dominated during the past year. Currently we feel that a better 
outcome is quite possible next year. 

Employment peaked in May-June 2008 and the number of employed has 
fallen 2.3% during the first seven months of this year. Hours worked dropped 
6% and in manufacturing a staggering 17%. At the same time, supply of 
labour was reduced only by 0.5% forcing a rise in unemployment rate. 

In 2008 the unemployment rate fell half a percentage point to 6.4%, although 
the trend turned up during the year. In January-July the unemployment rate 
was 8.4%, almost two percentage points higher than during the same period a 
year earlier. We expect the average unemployment rate to rise by over two 
percentage points to 8.9% in 2009 and continue to climb to 10% in 2010. The 
increase could be even worse, but many people are expected to drop out of 

Leading indicator implies recovery 

Source: EcoWin 

Soft labour market and low inflation 

Source: EcoWin 
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the labour force, which will be augmented by a retirement boom. Without 
immigration, the Finnish workforce will start to decline due to demographic 
factors. 

Inflation worries unlikely to return 

Last year inflation accelerated until September, when the annual consumer 
price inflation amounted to 4.7%. A quick fall in oil and other raw material 
prices, decreasing interest rates and moderation in housing prices turned the 
tide at the end of 2008. Since June the national CPI has been lower than a 
year ago, but there are no signs of more widespread deflation. Given a 
reduction of food VAT from 17% to 12% in October, we expect full-year 
average inflation to be zero in 2009 and to rise to 1% in 2010 mainly on the 
back of oil and other raw materials.  

Employee earnings rose 5.2% last year, more than in several years. State 
salaries rose more than average, fuelled by previous labour agreements. The 
rise has continued at excess of 4% so far, but we expect it to moderate to a 
full-year average of 4% and to keep falling to 2% in 2010.  

Apartment prices fell marginally in the fourth quarter of 2008 and first 
quarter of 2009, roughly 5% from a year earlier. Lower interest rates and 
improving consumer confidence surprisingly turned the market and prices 
regained roughly half of the fall. Trade volumes have continued to rise during 
the summer. House prices have decreased in a similar fashion, but the fall has 
been noticeably larger in the Helsinki metropolitan area. Rents are rising and 
shortage of housing supply continues because new starts have been slowing 
down, which support the price level in the medium term. We expect fairly 
stable prices during the next 12 months. 

Public sector debt will increase fast 

The Finnish economy as a whole is not highly indebted; the current account 
balance has remained positive since mid-1990s. In 2008 the surplus was 
EUR4.4bn, even if the surplus has been shrinking together with trade 
balance. We predict the current account to remain slightly in surplus in the 
period 2009-2010, as both exports and imports will fall. Terms-of-trade 
deterioration has stopped at least temporarily in 2009. 

In 2008 the central government had only a slight surplus, and the municipal 
economy was nearly in balance. Thanks to social security funds, the whole 
EMU surplus was 4.5% of GDP. Public debt at year-end was EUR62bn, or 
33.4% of GDP. This and next year the public sector faces falling tax income, 
rising unemployment costs and a need to stimulate the economy. A large 
deficit will emerge and debt will start to rise rapidly. We expect the public 
debt-GDP ratio to rise nearly to 50% in 2010. Despite the rise, Finland 
remains one of the least indebted countries in the euro area. Soon after the 
recession ends, taxation is likely to be raised in order to close the deficit and 
keep pension systems adequately funded. The government plans to build new 
buffers against future shocks. 
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Finland � forecast at a glance 

Source: Danske Markets 

 

 

  

National accounts 2007 2008 2009 2010

GDP 4.2 1.0 -6.2 1.0

Imports 6.5 7.0 -20.0 2.5

Exports 8.1 7.3 -23.0 5.0

Consumption 2.6 1.9 -1.8 0.1

   Private 3.3 1.9 -2.8 0.2

   Public 0.8 2.0 1.0 0.0

Investments 8.7 0.3 -12.0 -3.0

Other posts 2007 2008 2009 2010

Unemployment rate, % 6.9 6.4 8.9 10.0

Earnings, % 3.4 5.5 3.8 2.0

Inflation, % 2.5 4.1 0.0 1.2

Current account, Bn euro 7.3 4.4 1.0 2.5

Curren account / GDP, % 4.1 2.4 0.6 1.1

Public deficit / GDP, % 5.2 4.2 -2.8 -4.2

Public debt / GDP, % 35.1 33.4 41.5 49.0

Vol growth in %
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Global 
In jobs we trust � recovery on 
track 

 

• Growth indicators have been even stronger than we envisaged in 
Global Scenarios in June. Our forecast for global growth is therefore 
revised higher and we continue to look for stronger growth than 
consensus.  

• We expect the next two to three quarters to be particularly strong. 
The main factors behind the rapid recovery in the coming quarters 
are: 1) A very strong inventory cycle; 2) Record stimulus starting to 
feed through to demand; and 3) Substantial easing of headwinds 
witnessed by a strong reversal in credit markets. 

• While we see some soft patch in mid-2010 we believe that the initial 
kick start is big enough for job creation to return and hence for 
consumers to revive. We are therefore cautiously optimistic that the 
recovery will prove sustainable. 

• The rebound is quite synchronous across US and Europe. Hence 
Europe will not lag this time. Asia will cool a bit but continue to grow 
strongly and play a more important role in global rebalancing.  

• Inflation is not an issue but markets might not be convinced. Dis-
inflationary forces continue from high unemployment rates and pass-
through from lower commodity prices last year. 

• Exit strategies will come more into focus but exits from governments 
and central banks are not likely before unemployment has declined 
for some time. The ECB will be first to hike among G3 central banks. 

• The risk factors are the same as three months ago. These mainly stem 
from higher oil prices, a jobless recovery, renewed financial turmoil 
or a new sharp rise in the US savings ratio. 

The data flow since the last Global Scenarios in June has generally confirmed 
our view of an earlier and stronger recovery than expected by consensus. We 
now foresee growth around 3½-4½% (q/q annualised) in the US and 2-3% in 
Euroland over the next three quarters. Asian growth has been very strong in 
the first half of this year, but this has broadly been in line with our 
expectations. While we expect the Asian recovery to continue, growth is 
likely to moderate in coming quarters. Euroland has turned simultaneously 
with US in this cycle. The normal lag between US and Europe has not been 
in place this time. This is likely due to the global nature of the shocks hitting 
the global economies at the same time. The adjustments in the corporate 
sector shaping the cycle have therefore happened in a parallel move.  

 

Global growth forecasts 

Source: Danske Markets, Bloomberg, OECD, IMF 

Global recovery under way 

Source: Reuters Ecowin and Danske Markets 

•  

Synchronous recovery 

Source: Reuters Ecowin and Danske Markets 
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Strong cyclical forces to kick-start the economy 

Three strong forces are expected to give rise to a strong recovery in the 
coming quarters: 

An historic inventory cycle: As the crisis hit very rapidly in the autumn of 
2008 there was a very strong need to reduce inventories to free up liquidity. 
With demand falling strongly production had to be cut back substantially to 
lower inventories and this led to very extreme declines in production 
globally. The implication is that production is now running substantially 
below demand. With inventories leaner now production is starting to increase 
to catch up with demand. This is a normal pattern in the business cycle but 
has been much more pronounced in the current crisis. Importantly this is not 
a case of restocking: inventories will continue to decline for the rest of the 
year. It is purely a case of realigning production with demand. If restocking 
has to take place the pick-up in production would be even stronger than we 
forecast (see also HResearch Global: A historic inventory cycle to boost 
growthH). However, given the extent of the crisis we believe businesses will 
aim to keep inventories at very low levels for some time. 

Record stimulus: The amount of stimulus given by governments and central 
banks are also of a historical magnitude and the effect is likely to be 
increasingly felt. On the fiscal side tax cuts have already been implemented 
in the US, but have just taken effect in Germany, for example. A wide range 
of infrastructure investments are expected to start over the next year, which 
will likely have a more direct effect on demand than tax cuts that in the US 
case, to a large extent, have been saved by households. On the monetary side 
the sharp decline in interest rates is expected to start to feed through to the 
economy – mainly by giving support to housing markets.  

Reversal of shocks: The credit crisis that led to the economic crisis has 
eased substantially. This is due to the wide range of rescue packages from 
governments and because investor risk appetite has been growing. Yields on 
corporate bonds have gone from extraordinarily high levels last year back to 
pre-crisis levels. This has reduced financing costs sharply. And the credit 
crunch in the corporate bond market last year has been exchanged with a 
flood of demand for credit bonds. By August, issuance of credit bonds in US 
and Euroland had surpassed the highest level of issuance in any full year. 
Hence while banks have tightened credit standards investors have been 
queuing up to lend money through the credit market. On top of this the 
quantitative easing by the Fed has led to historically low mortgage rates and 
liquidity provisions globally have worked to normalise money market rates 
this year from last year’s high levels. 

Hence, while some of the major headwinds have not disappeared, they have 
eased substantially. At the same time new tailwinds have gathered from the 
rising effect of economic stimulus. This will in our view pave the way for a 
strong kick start to the global economy. 

 

 

The inventory cycle is of historical magnitude 

Source: Reuters Ecowin 

 

The shock in credit and money markets reversed 

Source: Reuters Ecowin 

 

Model predicts ISM to reach 60 by end-year 

Source: Reuters Ecowin 
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First part of recovery does not need consumer demand 

The initial phase of the recovery is expected to mostly be led by the corporate 
sector and the housing sector – and hence is not really dependent on 
consumers.  

As mentioned above businesses will raise production to realign production 
with demand now that inventories are lean. But we also see signs that 
investment activity is picking up slightly from the current much suppressed 
levels witnessed by the rise in capital goods orders in G3 in past months. This 
is quite early in the cycle as investments normally lag the business cycle. 
However, it seems that after coming to a full stop last year some investment 
plans are coming out of the drawer due to the marked improvement of 
financial conditions. In addition investments will be underpinned by strong 
earnings growth in coming quarters as unit labour cost is falling rapidly and 
top-line growth will improve with higher GDP growth.  

World trade is also starting to pick up. This has particularly been due to 
rising demand from Asia, but as more countries join the recovery industrial 
production will go up globally – and trade can be expected follow. Export 
demand can be expected to rise and this will be of particular importance for 
open economies. This is not least the case for Germany that would likely be 
one of the strong performers due to its very export-oriented economy – just 
as it was an underperformer when trade collapsed. We already see signs of 
export recovery in the sharp upturn in German export orders over the past 
three to four months (see HResearch – Euroland: In Asia we trustH).  

Just as economies drag each other lower through negative feedback effects, 
the economies are expected, in similar fashion, to get into a positive feedback 
loop once production turns. This is likely to be what we will see in coming 
quarters. We also see more indication that housing markets are bottoming 
globally. In the US a huge drag will be removed as construction activity 
bottoms out and it can be expected to start to turn into a boost during 2010 
(see HResearch USA: Gauging the potential from a turn in housingH) 

Initial boost to peak in Q1� can consumers revive? 

We expect the initial boost driven by the corporate sector to run into Q1 
2010. This is a little further than consensus, but in line with what we have 
seen previously. Looking at historical recoveries from recessions the first 
strong phase tends to last about nine to 12 months from the end of recession 
before it peaks when the inventory cycle has run its course and the boost 
from stimulus starts to fade. In the US we will likely see ISM continue to rise 
in coming quarters but peak during the first half of 2010. Our ISM model 
now points to a level of 60 by year-end, which is in line with our expectations 
of US growth around 3½-4½% over the next three quarters. 

But after this initial jump in growth rates driven by the corporate sector 
consumers will have to revive for the recovery to continue. Structural 
consumer headwinds from deleveraging and wealth destruction are expected 
to continue to be strong, which means that a pick-up in income growth is 
crucial. In order for this to occur, job growth has to kick in early next year. 

Signs of early investment recovery 

Source: Reuters Ecowin 

 

German orders point to strong rebound in GDP 

Source: Reuters Ecowin 

Job growth needed for consumer revival 

Source: Reuters Ecowin 
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One of the key risks to our scenario would be a jobless recovery like we saw 
in 1991 and 2002. However, the main lesson from these two jobless 
recoveries was that job growth was mainly subdued because the initial 
growth phase was very weak due to new strong headwinds. In all eight 
previous post-WWII recessions unemployment already peaked two months 
after the recession ended because growth was quite vibrant initially. If our 
scenario of 3½%+ growth in the US comes through this will be much 
stronger than after the 1991 and 2001 recession and we believe job growth 
will follow this time. We expect US non-farm payrolls to reach 200,000-
250,000 by mid-2010 (see HResearch - US: Job recovery aheadH). 

Asia playing important part of global rebalancing 

Asia was the last region coming into the crisis but was also the first to leave. 
Among some observers there was a belief that without US consumers to buy 
Chinese goods China would not be able to sustain growth. This has indeed 
been proved wrong. Chinese growth did collapse late last year – but this was 
only partly due to lower US consumption. It had as much to do with the sharp 
rise in inflation in 2008 and policy tightening to stem inflation which killed 
domestic demand.  

China has made an amazing comeback – without the help of US consumers – 
and has been a stabilising force in the world economy, contributing to strong 
recoveries throughout Asia. The factors behind this have been a sharp decline 
in inflation boosting real incomes and a forceful policy response through 
fiscal policy stimulus and monetary policy easing.  

A key point on China is that before the collapse of US consumption China 
had to step on the breaks to dampen domestic demand because production for 
exports was growing so vibrantly. Instead China could have allowed a 
stronger appreciation of the yuan to dampen exports – but chose not to. The 
strong export growth has in some sense crowded out domestic demand – at 
least in the short run. With exports falling off a cliff China found room to 
focus on stimulating domestic demand. Hence Chinese growth is increasingly 
driven by domestic demand and will contribute to the global rebalancing.  

Worries are starting over a new Chinese bubble after the Chinese stock 
market more than doubled from the lows and property prices in certain 
regions have gone up fast. However, we believe it is premature to talk about a 
bubble in China at this stage. The risk of one forming could come, though, if 
China does not rein in some of the abundant liquidity. Fortunately it is 
showing signs of doing this. 

Inflation not an issue � ECB first to hike 

The outlook for inflation is in our view very benign, despite the massive 
quantitative easing. Unemployment is high and rising in most countries and 
pricing power is very low due to lack of consumer demand. Inflation rates are 
expected to rise from the current negative territory, but only due to the rise in 
oil prices. In excess money shows up in any prices it will likely be asset 
prices again – or commodity prices – rather than consumer prices. With low 
inflation pressures and a still fragile economy authorities are expected to be 
patient before exiting stimulus programmes. They will wait until growth is 

As growth recovers jobs should follow 

Source: Reuters Ecowin 

 

Unemployment rates to peak early 2010 

Source: Reuters Ecowin 

 

Inflation bottoming but core to fall further 

Source: Reuters Ecowin 
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secured and this will require a period of falling unemployment. We believe 
ECB will be first among G3 to hike (first time in June) due to their stronger 
alertness to feeding new bubbles. The Fed is more scared of a Japanese 
scenario of a lost decade due to premature tightening and will likely be on 
hold until Q4 2010. 
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Macroeconomic  forecast 

Source: OECD and Danske Bank. 1) % y/y. 2) % contribution to GDP growth. 3) % of labour force. 4) % of GDP. 

 

  

Macro forecast, Scandinavia

Denmark 2008 -1,2 -0,1 1,5 -5,0 0,2 2,3 3,5 3,4 1,8 3,6 33,3 2,2
2009 -4,5 -5,0 2,2 -12,9 -1,5 -10,0 -13,6 1,5 3,5 -2,6 38,3 1,4
2010 1,6 2,3 1,4 -2,1 0,7 2,8 5,0 2,1 5,2 -5,2 45,1 1,0

Sweden 2008 -0,4 -0,2 1,5 2,7 -0,6 1,9 3,0 2,2 6,1 2,5 37,5 8,3
2009 -5,1 -1,2 1,0 -17,2 -1,2 -14,7 -16,3 3,4 8,7 -1,3 39,6 7,0
2010 0,8 1,3 1,0 -6,3 0,0 2,4 -0,5 -0,3 11,4 -2,7 43,5 7,6

Norway 2008 2,1 1,2 3,8 3,8 0,7 1,3 4,4 3,8 2,5 8,0 26,0 19,0
2009 -1,0 0,1 6,1 -4,1 -1,3 -7,6 -11,5 2,0 3,3 12,0 26,0 24,9
2010 3,3 3,8 4,8 2,7 0,8 0,2 2,8 1,4 3,7 13,9 26,0 24,8

Macro forecast, Euroland

Euroland 2008 0,6 0,3 2,2 -0,7 0,1 1,1 1,1 3,3 7,6 -1,9 69,3 -0,8
2009 -3,7 -0,3 2,3 -9,5 -0,7 -13,5 -11,9 0,3 9,4 -4,7 77,1 -1,7
2010 2,2 0,6 2,1 3,2 0,3 6,1 4,9 1,2 10,0 -5,2 82,1 -1,5

Germany 2008 1,3 -0,6 1,9 2,6 0,1 3,5 5,5 2,9 7,4 -0,5 63,0 7,1
2009 -4,8 0,2 1,9 -4,0 -0,4 0,2 2,5 0,3 8,2 -3,5 67,0 5,2
2010 2,6 1,2 1,9 1,5 0,2 4,0 4,5 1,1 8,5 -5,5 72,0 5,4

France 2008 0,8 0,8 1,4 0,5 0,0 2,0 1,8 3,3 7,8 -2,9 66,0 -1,6
2009 -1,8 -0,4 1,6 -3,8 -0,3 -0,3 -0,4 0,4 8,6 -5,0 71,0 -1,4
2010 2,1 1,6 1,4 2,1 0,2 2,9 2,9 1,3 9,1 -6,0 78,0 -1,6

Italy 2008 -0,3 -0,6 1,2 -1,5 0,0 0,3 -1,5 3,6 7,0 -2,6 103,0 -2,6
2009 -4,5 0,2 1,2 -4,8 -0,3 -0,6 -0,9 0,8 8,5 -4,0 107,0 -2,1
2010 1,7 0,3 1,0 2,0 0,2 2,0 2,4 1,9 9,1 -4,5 111,0 -2,5

Spain 2008 1,2 0,1 5,3 -3,0 0,0 0,7 -2,5 4,1 11,3 -3,8 38,0 -10,0
2009 -3,5 -4,7 3,4 -12,0 -0,2 -19,0 -21,0 0,0 18,9 -9,5 47,0 -6,0
2010 0,3 -1,0 2,0 -2,4 0,1 10,8 4,1 1,4 21,0 -9,0 56,0 -6,0

Finland 2008 1,0 1,9 2,0 0,3 -0,6 7,3 7,0 4,1 6,4 4,2 33,4 2,4
2009 -6,2 -2,8 1,0 -12,0 0,0 -23,0 -20,0 0,0 8,9 -2,8 41,5 0,6
2010 1,0 0,2 0,0 -3,0 0,0 5,0 2,5 1,2 10,0 -4,2 49,0 1,1

Macro forecast, Global

USA 2008 0,4 -0,2 3,1 -5,1 -0,3 5,4 -3,2 3,8 5,8 -3,2 69,0 -4,9
2009 -2,3 -0,8 2,2 -18,0 -0,6 -11,9 -16,1 -0,3 9,2 -11,2 81,0 -2,7
2010 3,2 1,5 2,8 8,2 0,8 5,5 5,8 2,2 9,6 -9,6 87,0 -2,9

Japan 2008 -0,7 0,6 0,8 -5,1 -0,2 2,0 0,9 1,5 4,0 -5,6 196,0 3,3
2009 -5,3 -1,2 0,7 -12,0 -0,4 -24,5 -15,8 -1,2 5,2 -9,8 212,0 2,4
2010 3,0 1,4 0,9 1,7 0,2 18,2 1,1 -0,5 5,2 -8,0 220,0 3,6

UK 2008 0,7 1,7 3,3 -4,0 0,0 0,5 1,2 3,7 2,8 -2,5 50,1 -3,6
2009 -2,7 -0,3 1,5 -0,3 0,0 -3,6 0,0 2,3 5,0 -8,8 60,0 -3,4
2010 1,0 1,6 2,0 2,2 0,0 4,6 4,9 1,5 6,4 -9,6 68,0 -2,9

2008 1,6 1,7 0,0 -1,7 -0,4 2,3 -0,2 2,4 2,6 0,9 42,0 9,2
2009 -2,7 0,2 2,3 -6,4 1,2 -11,7 -7,4 -0,5 3,9 -1,5 40,7 7,6
2010 1,0 0,5 1,5 -0,5 -0,2 1,3 -1,1 0,7 5,1 -2,5 43,5 8,1
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Financial forecast 

Source: Danske Markets 

Bond and money markets
Currency

vs USD
Currency

vs DKK

USD 02-okt - 511,7
+3m - 490
+6m - 497

+12m - 514

EUR 02-okt 145,5 744,5
+3m 152 745,0
+6m 150 745,0

+12m 145 746,0

JPY 02-okt 89,5 5,72
+3m 94 5,21
+6m 97 5,14

+12m 102 5,04

G BP 02-okt 159,4 815,8
+3m 181 887
+6m 183 909

+12m 186 956

CHF 02-okt 104,0 491,8
+3m 100 490
+6m 103 484

+12m 108 478

DKK 02-okt 511,7 -
+3m 490 -
+6m 497 -

+12m 514 -

SEK 02-okt 704,4 72,6
+3m 658 74,5
+6m 653 76,0

+12m 662 77,7

NOK 02-okt 582,2 87,9
+3m 553 88,7
+6m 547 90,9

+12m 566 91,0

PLN 02-okt 293,4 174,3
+3m 270 182
+6m 270 184

+12m 276 187

Equity markets

Regional

Price trend
12 mth.

Regional recommen-
dations

USA More than +10% Overweight
Japan More than +10% Neutral
Emerging markets (USD) More than +10% Underweight
Pan-Europe (EUR) More than +10% Overweight

Nordics
Sweden More than +10% Neutral
Norway More than +10% Neutral
Denmark More than +10% Neutral

Commodities

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2009 2010

ICE Brent 46 60 69 76 76 76 78 80 63 78
Aluminium 1.401 1.526 1.834 1.900 1.900 1.900 2.100 2.100 1.665 2.000
Copper 3.478 4.685 5.830 6.500 6.300 6.300 6.400 6.600 5.123 6.400
Zinc 1.204 1.503 1.765 2.000 2.000 2.000 2.200 2.200 1.618 2.100
G old 909 923 957 1.000 1.030 1.050 1.000 980 947 1.015
CBOT W heat* 614 620 516 550 600 600 600 600 575 600
CBOT Corn* 417 431 332 360 400 400 400 400 385 400
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Disclosure 
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Risk warning 
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