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Global economy

Outlook broadly unchanged, despite volatile politics

Political developments have been the main driver of markets recently. The Trump administration has run into

several roadblocks. While some of the controversies have a limited bearing on the economy, they may be in-

dicative of things to come once the White House turns its attention to fiscal issues. For both economic and

political reasons, we continue to believe that the economic impact of Trump’s plans is limited. As the continent

readies itself for several potentially decisive elections, politics is also a focus in Europe. Despite all of the po-

litical uncertainties, we see little reason to revise our views on the global economy.

In the US, GDP growth currently seems to be slightly
above its potential rate. We believe job gains will re-
main solid and that the unemployment rate will re-
main near its recent lows. Household spending is
likely to continue to rise moderately, while fixed in-
vestment should remain soft. Investment in struc-
tures has dropped sharply in recent months, but it is
now expected to stabilise. Similarly, the strong dollar
is weighing on net exports. Inflation is likely to remain
subdued in the near term, but it will gradually rise to-
ward the Fed’s goal over the medium term.

US business surveys
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Not smooth sailing for Trump

Large debt-financed infrastructure investments,
steep tax cuts and an easing of business regulations
are central elements of Trump’s economic strategy.
However, to what extent the various proposals can
be realised is still very much an open question. Judg-
ing by the trouble the President has had so far in ap-
pointing a cabinet and implementing executive or-
ders, smooth sailing in Congress cannot be taken for
granted. Sentiment measures have improved lately,
but political uncertainty makes it more important than
ever to distinguish between sentiment and real eco-
nomic data.
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US in for aboom/bust episode

Our view is that the Trump administration will deliver
considerable economic stimulus, though less than
that promised during the election campaign. How-
ever, we are unsure about the economic impact of
those measures. Businesses have had access to
cheap Fed-generated financing for almost a decade.
So far, generous financial conditions have tended to
buoy asset prices, but the benefits to the overall
economy are less clear.

We believe growth will remain moderate until Trump’s
fiscal policy stimulus triggers a short-lived economic
expansion in the second half of 2017. We expect a
slowdown thereafter, as prevailing economic condi-
tions make a sustainable increase in growth unlikely,
in our view. In particular, high labour cost growth,
spurred on by a tight labour market, will eventually
dampen growth through eroding profit margins.

Fed in a wait-and-see mode

We have not changed our views about monetary pol-
icy. The Fed is likely to stay in a wait-and-see pattern
until uncertainty surrounding the magnitude, compo-
sition and timing of Trump’s anticipated stimulus
fades and the economic impact of the policy becomes
clearer. At its meeting ending on February 1, the cen-
tral bank saw “near-term risks to the economic outlook
as roughly balanced.” We expect the Fed to stick to
its prevailing cautious strategy and avoid tightening in
ways that could jeopardise growth.

European politics is heating up

Politics also occupies centre stage in Europe. Sev-
eral elections on the continent during 2017 are sure
to keep analysts and markets busy. Dutch voters will
elect a new parliament in March. The nationalistic,
right-wing Party For Freedom is expected to almost
double its number of seats to become the largest
party in the new parliament. However, it will likely be
kept out of government. Many predict a similar out-
come in the presidential election in France in spring.
The leader of the National Front, Marine Le Pen,
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may well prevail in the first round before succumbing
in the second as the traditional parties join forces.
The same story could be repeated when Germany
holds its parliamentary election in the autumn.

A tall order for the ECB

While it is difficult to fully discount the possibility of
one of the new European movements securing a sur-
prise win, the emergence of large, openly anti-euro-
zone parliamentary factions will pose challenges for
policymaking in Europe. As a result, the ECB will
have to continue shouldering the burden for keeping
the economy on an even keel. Although the central
bank is likely to be keen on that, its job is becoming
complicated by developments in the economy.

Eurozone unemployment rate
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Despite modest growth, recent signs suggest that
eurozone labour markets are becoming tighter. Un-
employment rates have fallen steadily since the
peak a few years ago. While the overall unemploy-
ment rate in the eurozone is still above estimates for
the structural unemployment rate, as measured by
the non-accelerating inflation rate of unemployment
(NAIRU), the gap is gradually diminishing.

So far, the underlying inflation rate (CPI excluding
energy and unprocessed food) remains subdued.
However, headline inflation has been increasing and
is now not far from the official target rate. We expect
higher core inflation ahead, thereby strengthening

the case for less expansionary monetary policy. The
ECB may take other arguments into account, such
as buoyant PMI readings and a rebound in private
credit growth. While we do not think that the central
bank is likely to change gear in the near future, we
cannot exclude the possibility that it will start signal-
ling it is prepared to do so further down the road.

A controlled slowdown in Chinais still likely
The overall outlook for emerging economies has not
changed that much so far this year. As we have ar-
gued before, China may look forward to a controlled
slowdown. To achieve that, the authorities need to
strike a fine balance between stimulating the econ-
omy and ensuring that financial imbalances do not
get out of hand. The Lunar New Year currently blurs
the picture somewhat, but the plunge in the Markit
manufacturing PMI reading in January seems to in-
dicate that growth is slowing to some extent.

The rest of Asia is obviously directly in the firing line
should President Trump prevail and make US trade
policy more restrictive. Smaller export-oriented econ-
omies are particularly at risk. They may also face
growing foreign competition as China tries to move up
the value chain. The larger economies are more pro-
tected. India remains a fairly closed economy and
should continue to do well. The Indian export sector is
also well positioned in some high-tech segments. To
sustain its high growth rate, further reforms are
needed and we are confident they will be forthcoming.

Unimpressive growth in Brazil and Russia
The other two BRIC members, Brazil and Russia,
are commodity-based economies that have faced
considerable headwinds in recent years. Both coun-
tries are recovering now that commodity prices are
bouncing back. While the medium-term outlook is
not that impressive and both countries are probably
stuck with low growth, their commodity focus limits
the downside risks from an “America first” trade pol-
icy. Oil and iron ore are unlikely candidates for US
trade restrictions. Tighter US financial conditions
could pose challenges for the Brazilian government
in particular, which is running a large budget deficit,
but that is not new.

Gunnar Tersman, +46 8 701 2053, guteO3@handelsbanken.se
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United Kingdom

Tough divorce talks around the corner

Article 50 will soon be triggered. We believe the negotiations will be a sobering experience for many hopeful

Brexiters, as politics will probably defeat economics in the UK’s divorce with the EU. The UK economy has

been remarkably resilient so far, but growth should weaken and unemployment increase this year. However,

we expect growth to hold up enough for the Bank of England not to cut the bank rate further. We also expect

inflation to remain low enough for the bank rate not to be raised this year or the next.

Article 50 to be triggered shortly

We believe the upcoming divorce talks between the
EU and the UK will be a sobering experience for the
UK government. The Article 50 bill was rushed
through the House of Commons without a single
amendment. It looks as though Article 50 will be trig-
gered by the end of March, as Prime Minister May had
promised. May gave a hopeful speech in January that
outlined her wishes for the UK after leaving the EU,
but signals from the remaining 27 EU countries sug-
gest that the UK will not be allowed to have its cake
and eat it too.

Hopeful Brexiters will probably be disappointed, as
politics are likely to defeat economics in the divorce.
The silver-lined deal that May desires for the UK
does not look politically feasible. To ease opposition,
the UK government has promised that MPs will vote
on the final Brexit deal. However, it will be a “take it
or leave it” option at that point and MPs will be una-
ble to force May to try to strike a better deal.

Looking beyond the EU, the UK government is keen
to secure a US/UK trade agreement, but Trump’s
“America first” agenda means the UK will have to en-
dure tough negotiations with the US as well. Regard-
less, negotiations between the UK and other parties
cannot occur until the UK has formally left the EU,
which is expected in early 2019. We expect the road
ahead to be turbulent.

Weaker momentum ahead

The resilience of the UK economy following the
Brexit vote has been remarkable. Last year, GDP
growth in the UK was the highest of all G7 econo-
mies. However, while the economy has so far held
up very well, economic sentiment has retreated
somewhat lately. Export orders have not been as
strong as could have been expected, as price in-
creases are eating into the competitive advantage.
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In addition, consumer confidence has weakened
considerably through 2016 and retail sales have
been much weaker than expected in December and
January. Nevertheless, GDP growth in Q4 last year
was better than we had expected, which leaves more
of a positive overhang into 2017.

According to survey data, economic growth should
hold up rather well in Q1. We expect GDP growth to
decelerate to a quarterly pace of 0.3 percent in H2
this year and take longer than the Bank of England
(BoE) expects to pick up again. Due to the surprising
resilience of the real economy and the labour mar-
ket, we lower our expectation for unemployment
somewhat. Our inflation forecast for this year is
trimmed due to lower-than-expected inflation in Jan-
uary. Our forecast for EUR/GBP is changed to 0.86
for Q1 and Q2, but it remains unchanged at 0.88
from Q3 2017.

Not too hot or too cold for the BoE

We believe economic growth will decelerate ahead
but hold up enough for the BoE not to ease monetary
policy further. Also, we do not expect inflation to be-
come high enough for inflation expectations to be-
come unanchored. Wage growth disappointed in
January and we expect it to stay muted ahead. We
therefore expect an unchanged monetary policy
stance from the BoE in 2017-18.

Key variables 2015 2016f 2017f 2018f

GDP 2.2 21 1.8 1.2
Unemployment 54 4.9 5.0 52
Inflation 0.0 0.7 25 25
Policy rate 050 025 025 0.25

EUR/GBP (end ofyear) 078 0.86 0.88 0.88

Kari Due-Andresen, +47 2239 7007, kadu01@handelsbanken.no
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Netherlands

Political uncertainty, but no Nexit

Despite a recent loss of momentum, the eurosceptic PVV is likely to become the largest party at the upcoming

general election. However, it will most likely not be able to form a government and we still consider the risk of

a ‘Nexit’ to be negligible. Also, we do not expect the election to have any material impact on economic growth.

If the PVV does comes to power, it could lead to a larger slowdown in growth than we anticipate.

General election drawing closer

According to an average of polls, the eurosceptic Party
for Freedom (PVV) will likely become the largest in the
House of Representatives in the upcoming general
election on March 15. Even though an average of the
latest polls shows a decline in the PVV’s popularity, it
is projected to capture close to 30 of the 150 seats in
the lower house. If this were to happen it would be-
come the largest party. It is difficult to say how much
faith we can place in opinion polls, especially as this
election has arecord 28 parties registered. This leaves
votes more dispersed than they have been in dec-
ades. Also, 40% of voters were still undecided with
less than a month to the election. The Dutch economy
is still faring well and the migration crisis has some-
what abated. This suggests less support for the PVV.
In recent years there has been a close correlation be-
tween the popularity of the PVV and the severity of the
migration crisis (see the figure below).

Migration crisis was a boon for PVV
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The most recent poll confirms this and suggests that
the PVV might struggle to become the largest party,
with projected seats dropping to 26. On the other
hand, the ratification of the EU-Ukraine agreement,
which will most likely take place before the election,
despite the fact that the Dutch voters rejected the

agreement, could enhance lingering resentment to-
ward the EU institution and add support to the PVV.

Small risk of Nexit

Whether the PVV becomes the largest party, we still
believe the PVV will not be able to form a government
with an anti-EU/euro stance. Furthermore, Dutch sup-
port for the euro remains high and only 20% of Dutch
voters believe the country would fare better outside
the EU. Adding the favourable fundamentals of the
Dutch economy, it is understandable that investors
have shown little fear of a Nexit. Dutch yield spreads
have widened only slightly when compared with Ger-
many’s, and even though we could see some further
risk premium being added, as the election date draws
nearer, we see this as a temporary phenomenon.
However, despite the result, it is clear the political
landscape will be uncertain and fragmented. Ten par-
ties are struggling over the pro-EU middle ground and
any government will probably consist of a grand coa-
lition between four or five parties across the middle.
Such a coalition will take time to negotiate; in 2010 it
took four months. Also, there will likely be an increase
in eurosceptic parties in parliament, which could make
it more difficult to find support for bailouts or debt relief
for countries such as Greece.

Recovery on track

Quarterly GDP growth slowed from 0.8% in Q3 to 0.5%
in Q4 last year. This was mainly caused by a temporary
postponement in vehicle investments due to lower tax-
ation of lease cars in 2017. IT and building invest-
ments, however, also slowed slightly but private con-
sumption continued as an important driver of growth.
With employment on the rise and confidence indicators
showing little impact from the general election, the
economy is heading into 2017 in a healthy state. How-
ever, we still expect slower growth among the Nether-
land’s main trading partners, less pent-up demand for
housing investments and higher inflation to slightly
dampen the recovery later in the year. In the unlikely
event that the PVV should come into power and other
parties air support for an EU referendum, there could
be a more marked impact on economic growth.

Jes Asmussen, +45 4679 1203, jeasO1@handelsbanken.dk
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Sweden

High GDP growth, yet high unemployment

GDP growth seems set to slow as we are approaching the peak of this business cycle, which in our forecast

occurs next year. Due to strong employment growth in recent years, the labour market is rather stretched. The

unemployment rate hides this fact, due to the structural impact of a rapid increase in the foreign-born popu-

lation, which has a much higher unemployment rate. This background convinces us that the aggregate unem-

ployment is not likely to fall much lower than the current rate.

After three years above the historical trend, GDP
growth still remains high. We estimate annual GDP
growth in 2016 to be 3.4 percent (calendar-adjusted)
with y-o0-y growth in Q4 at 3 percent. We expect this
growth rate to persist in Q1 2017 with domestic de-
mand as the main driver. Growth in investments and
consumption are set to be robust. However, due to
strained resource utilisation and constraints in the la-
bour market, we expect growth to slow.

Exaggerated short-term upside to growth?

Recently, reported economic confidence in Sweden
has seen a strong upsurge. The larger share of this
brightening outlook is related to manufacturing. The
manufacturing PMI has certainly improved of late,
more so than most PMIs for peer markets, but not in
any extreme fashion. What stands out, though, is the
NIER manufacturing barometer, where the Manufac-
turing Confidence Indicator (MCI) in December and
January reached record levels (around 120). This
has also boosted the ‘overall indicator’ from the
NIER, the Economic Tendency Indicator (ETI),
which actually implies Q4 GDP growth of 4.7 percent
y-0-y, if interpreted according to historical correla-
tions (see graph). As the domestic momentum
mostly seems to indicate decelerating rather than
accelerating growth, looking at foreign conditions to

ETI suggestions for the GDP outlook
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see why the MCI is strengthening seems reasona-
ble. However, while foreign hard macro data and sur-
veys have, in general, shot above expectations re-
cently, we cannot find any turnaround in the export
market supportive enough for an upsurge as sug-
gested by the MCI. Therefore, we remain sceptical
about the strong MCI readings. Nevertheless, even
without the boost from the strong MCI, the ETl is in-
dicating growth above our forecast. Given that the
MCI in Q4 last year trended surprisingly at its post-
2010 average (103.3 instead of actual readings
around 120), we estimate that the ETI would drop to
around 106, still implying GDP growth of about 3.9
percent in Q4. All in all, we regard this indication as
overblown, but incoming data might prove us wrong.

Limited room for drop in unemployment rate
In practice, the entire increase in the working age
population, now and in the coming years, is due to
the increased numbers of those born abroad. As this
population, on aggregate, has a persistently much
lower employment rate, a rise in the ‘natural unem-
ployment rate’ seems inevitable in the years ahead.
This structural shift already seems to be making its
mark in current trends, despite the strong domestic
economy. There is a matching problem in the labour
market, as recruitment is taking longer while at the
same time the vacancy rate and unemployment are
both high. We therefore do not expect the unemploy-
ment rate to fall significantly below current levels.
Thus, employment might climb, but solely on the
back of the underlying population increase. Given
that the trend rise in participation is not forecast to
regress, we are convinced that the unemployment
rate will not reach 6.0 percent this time. We do not
forecast it to ever reach 6.5 percent either, at least
not for any sustained period of time. Our outlook is
for the unemployment rate to be rather flat during
2017-18. We do forecast a slow trend increase, start-
ing before the end of this year, but this rise is grad-
ual, reminiscent of the trend decrease seen in 2016.
Our forecast for the unemployment rate in 2017 and
2018 now stands at 6.8 and 7.0 percent, higher than
consensus figures of around 6.7 and 6.6 percent.

Anders Brunstedt, +46 701 54 32, anbr42@handelsbanken.se
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Norway

Core inflation falls further below Norges Bank’s estimate

Norges Bank has continued to be knocked off guard by the decline in the CPI-ATE. While the central bank may
explain some of the forecasting error as a timing issue and not a miscalculation of underlying price pressures,

it is a difficult argument to make convincingly given that downside inflation surprises are broadening. In our

view, the risk of another rate cut has increased since Norges Bank’s December meeting.

CPI-ATE further below Norges Bank’s estimate
The CPI-ATE peaked at 3.7 percent y-o-y in July
2016. Since then, the annual rate has dropped
sharply: it was 2.1 percent in January, following 2.5
percent in December. After a disappointment on the
downside this past autumn, Norges Bank lowered its
inflation forecasts in December. However, the down-
turn has continued to occur faster than Norges Bank
had expected. In January, the CPI-ATE was 0.8 per-
centage point below Norges Bank’s estimate.

Deflationary outlook for import prices

The weakening of the NOK during 2013-15 caused
price growth for imported consumer goods to acceler-
ate, reaching a peak of 4.6 percent y-o0-y in July last
year. Import prices (levels) continued to rise through-
out August-October. However, because the upward
adjustment in prices was even faster during the same
period of the previous year, the annual inflation rate
started to fall. The downward momentum in the y-o-y
rate has gained speed over the past couple of
months. This must be viewed in light of the apprecia-
tion of the NOK throughout 2016. As we foresee some
further appreciation of the NOK, the process should
continue throughout 2017. Deflation in import prices
(y-0-y) will probably occur by the summer.

Increased probability of another rate cut
Norges Bank may overlook some of the downside in
the medium-term inflation outlook and argue that the
decline in imported price inflation has happened
faster than expected. However, it will have greater
difficulty explaining the downturn in price inflation for
domestically-produced goods and services. Domes-
tic inflation is currently about 0.4-0.5 percentage
point below the central bank’s estimates.

Some of the decline in consumer goods prices may
be related to significant import content (price inflation
being pulled down alongside the decline in imported
price inflation). However, that is probably not the only
explanation and we generally warn against mistak-
ing correlation for causality. In our view, the down-
turn in domestic goods inflation must be viewed in

the context of the negative output gap and the ac-
companying low-cost environment. First, a negative
output gap, will in isolation have a dampening effect
on goods inflation through suppressed margins.
Second, a low wage-cost environment, which follows
from the negative output gap, will limit the need for
price rises in general.

To sum up, our outlook for inflation has long been
below that of Norges Bank’s, but even we have been
surprised by the quick downturn in the past few
months. We therefore make adjustments to our
near-term inflation forecasts. We continue to expect
the CPI-ATE to decline toward 1 percent and then to
remain around that level for the foreseeable future,
but we now believe that level will probably be
reached sooner than we previously anticipated.

Despite housing prices and debt growth moving in
line with Norges Bank’s estimates, financial stability
concerns are probably as severe as they were at the
December meeting. Our understanding of Norges
Bank’s strategy dictates that those concerns will
continue to pull the interest rate path upward. But
there are limits to the strategy, often labelled as
“leaning against the wind,” as the Bank is at risk of
drifting too far from its medium-term output and infla-
tion targets.

While we continue to expect Norges Bank to keep its
policy rate on hold, at 0.50 percent, the outlook for low
inflation implies a greater possibility of Norges Bank
lowering its interest rate projection at its upcoming
March meeting, thereby signalling that the probability
of another rate cut has increased since December.

Key variables 2015 2016f 2017f 2018f
Mainland GDP 1.1 0.8 15 1.9
Unemployment (LFS) 4.4 4.8 4.8 4.8
CPI-ATE 2.7 3.1 13 1.2
Policy rate 050 050 050 050
EUR/NOK (end ofyear) 9.60 9.09 8.75 8.75

Marius Gonsholt Hov, +47 2239 7349, maho60@handelsbanken.no
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Finland

Domestic demand: still the key contributor to growth

Finnish consumers have exceptional confidence about the state of the economy. Optimism is stemming largely

from the recovery seen in the labour market, which in turn has fuelled household spending. We anticipate that

consumer enthusiasm will continue this year and note that the outlook for business investments has continued

to improve. Exports are still lagging other sectors of the economy, but we finally expect a recovery in Finland’s

export performance this year.

Consumers continue to fuel the economy

If we were to look only at the consumer sentiment
indicator, the message would be that the Finnish
economy is booming. In January, the consumer con-
fidence indicator (CCI) jumped to its highest point
since autumn 2010. January’s reading of 21.0 is well
above the long-term average of 11.8. On the surface,
it appears contradictory that consumers are excep-
tionally optimistic about the state of the economy
while GDP growth is so moderate. Historically, these
levels of confidence have been consistent with GDP
growth of at least 5 percent. In our view, this reflects
the lower GDP growth potential of the economy.
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Consumer optimism stems largely from the recovery
seen in the labour market, and we argue that further
improvements in the labour market are crucial for con-
sumption ahead. Employment has been growing con-
tinuously since Q2 2016; the unemployment rate has
trended down by almost 1 percentage point since sum-
mer 2015, reaching 8.6 percent in December.

Employment has shown the largest increases within
construction and transportation, which was spurred
by soaring housing investments. We expect the un-
employment rate to trend down further this year and
in 2018. The Finnish government will intensify ac-

Handelsbanken capital Markets

tions to reach its targeted employment rate of 72 per-
cent by 2019. Given that the current employment
rate (SA) is 69.0 percent, we believe that this target
will prove quite challenging without major reforms to
the supply and demand sides of the labour market.

The labour market recovery has already fuelled
household spending, which has been buoyed even
further by the low interest rates and build-up of lev-
erage. The general view among Finnish households
is that the economy has turned the corner and we
expect this to keep consumer sentiment robust. That
said, households are not on extravagant spending
sprees: the volume of retail sales excluding motor
vehicles merely grew by around 1 percent in 2016.
Nonetheless, there appears to be pent-up demand
for big-ticket items, as new car registrations posted
12.1 percent growth y-o-y in January. Given the op-
timistic mood among consumers and the increase in
employment that we expect to continue, we see a
fairly good chance of 2017 repeating the roughly
2 percent consumption growth seen in 2016 despite
the commodity-related increase in inflation that
erodes consumers’ real purchasing power.

A brighter outlook for business investments

Finland’s key manufacturing sectors are reporting a re-
bound in activity and business surveys provide sup-
port for the positive momentum. According to the Con-
federation of Finnish Industries, surveyed industrial
companies expect a further recovery and the value of
their gross fixed investments to increase by around 4
percent this year. It is the small- and medium-sized
companies that plan to invest the most, but in total, 49
percent of the surveyed industrial companies cite ca-
pacity constraints as the reason for investment. This is
a high number and reflects a change in tone about how
Finnish industry sees the future demand outlook in re-
lation to its capacity. Ultimately, we argue this points
to increased industrial confidence. Taken together, we
believe the brighter industrial investment outlook and
the broad-based turnaround in industrial output signal
that export performance should finally recover in 2017.

Janne Ronkanen, +358 10 444 2403, jaro06 @handelsbanken.se
Tiina Helenius, +358 10 444 2404, tiheO1l@handelsbanken.se
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Denmark

Recovery on track — for now

Denmark’s economic recovery continued in the final quarter of 2016, with the preliminary GDP indicator ex-

panding 0.4% compared to the previous quarter. For full-year 2016 economic growth slowed to 1.1%, but this was

mainly due to a weak starting point in the wake of the economic recession in the second half of 2015. We expect

the recovery to continue at a moderate pace, and have raised our GDP forecast for 2017, but an uncertain global

economic and political landscape poses downside risks. We expect interest rates to stay low for long.

The recovery continues...

The Danish economy ended 2016 on relatively solid
footing. According to the recently released prelimi-
nary GDP indicator, the economy grew stronger than
expected, at 0.4 percentin Q4 2016 compared to the
preceding quarter. We have to stress, however, that
this new indicator is still on a trial basis and it is only
the second such reading that has been published.
The indicator is solely based on the production side
of the economy, and the uncertainty regarding this
preliminary reading is higher than in the ‘normally’
published national accounts data. In Q3, the first
published preliminary GDP indicator showed quar-
terly GDP growth of 0.2% which was subsequently
revised up to 0.4%.

However, taking the GDP indicator at face value, it
sends a positive signal for the trend in the Danish
economy. For 2016 as a whole, GDP growth ended
at a subdued 1.1%, which is low compared to the two
previous years, but this was due primarily to the
weak performance in the second half of 2015, which
gave a weak starting point for 2016. Throughout
2016 we have thus seen continued economic expan-
sion, with quarterly GDP growth averaging 0.475
percent. This translates to annualised GDP growth
of 1.9%, which is relatively solid and on a par with
the GDP trend in both the US and the eurozone. Fur-
thermore, the solid ending to 2016 means that 2017
will not have the same negative overhang for growth
as in 2016.

...but at a moderate pace

The stronger-than-expected finish to 2016 means
that we have lifted our forecast for GDP growth in
2017. We previously expected the economy to ex-
pand by 0.75%, but given the new GDP figures (bar-
ring any significant revisions) we now see GDP
growth closer to 1.25% for this year. This, however,
also underpins that we do not expect a soaring re-
covery in the year ahead, where we continue to see
dampening factors from the global economy ham-
pering the outlook for Denmark. We are also hesitant
in expecting a stronger recovery in private consump-
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tion, despite a recent improvement in consumer con-
fidence from low levels, as we still believe consum-
ers are more focused on reducing debt than going
on a lending spree to increase consumption. Em-
ployment growth should also begin to slow as capac-
ity constraints kick in, and higher inflation will also
sap consumer purchasing power. A crucial element
for the outlook is whether we will see an increase in
business investments. There is a possibility that
pent-up investment demand could be released if un-
certainty regarding the economic outlook — domestic
as well as global — eases. This would contribute pos-
itively not only to the short-term business cycle but
also lift the longer-term structural growth outlook. For
now, however, we continue to believe that global po-
litical and economic uncertainties will keep invest-
ment activity subdued.

Interest rates to stay low for long

We do not expect any interest rate changes from Na-
tionalbanken in 2017. Even though the Danish krone
is trading versus the EUR at values that earlier
prompted the Danish central bank to lower interest
rates, the lack of intervention in recent months indi-
cates no significant appreciating pressure on the
krone. There is of course a risk that political turmoil
in Europe could trigger pressure for a stronger krone,
as has been the case on earlier occasions, but we
expect that such pressure would be met by in-
creased intervention rather than a lowering of rates.
Risks are now probably tilted toward less accommo-
dation from the ECB, but we still see this as a story
for 2018. We will not rule out that Denmark’s central
bank could raise interest rates earlier than the ECB,
as the Danish deposit rate is lower than the ECB’s,
but for now we expect interest rates to stay at current
low levels throughout 2017, thus continuing to sup-
port the economic recovery. If interest rates and
yields were to rise significantly due to global devel-
opments, this would on the other hand pose a seri-
ous downside threat to the Danish economy, which
is highly sensitive to interest rates.

Jes Asmussen, +45 4679 1203, jeasO1l@handelsbanken.dk
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Key ratios
Real GDP forecasts
(Previous (Previous (Previous
forecast forecast forecast
2015 2016f 2016) 2017f 2017) 2018f 2018)
Sweden 3.8 3.4 3.2 2.6 2.5 2.0 2.0
Norway 1.6 0.7 0.5 0.5 0.5 1.0 1.0
Norway Mainland 11 0.7 0.7 15 15 1.9 1.9
Finland 0.2 1.3 1.3 1.0 1.0 0.8 0.8
Denmark 1.6 1.1 1.0 1.2 0.7 1.0 0.7
EMU 1.9 1.6 1.6 1.3 1.3 1.2 1.2
USA 2.6 1.6 1.6 2.3 2.4 1.8 1.8
UK 2.2 2.1 2.1 1.8 1.4 1.2 1.1
The Netherlands 2.0 2.1 2.0 1.8 1.6 1.6 1.5
Japan 1.2 1.0 0.6 1.2 0.7 0.8 0.6
Brazil -3.8 -3.5 -35 0.6 0.6 2.3 2.3
Russia -3.7 -0.6 -0.6 1.1 1.1 15 1.5
India 7.2 7.5 7.5 7.2 7.6 7.5 7.6
China 6.9 6.7 6.7 6.4 6.4 6.0 6.0
Poland 3.6 2.7 2.7 3.0 3.0 3.3 3.3
Source: Handelsbanken Capital Markets
Inflation forecasts
(Previous (Previous (Previous
forecast forecast forecast
2015 2016f 2016) 2017f 2017) 2018f 2018)
Sweden -0.1 1.0 1.0 15 1.4 2.3 2.2
Norway 2.1 3.6 3.6 2.1 2.1 1.2 1.2
Finland -0.2 0.4 0.4 0.9 0.9 1.2 1.2
Denmark 0.5 0.3 0.3 1.1 1.0 1.3 1.3
EMU 0.0 0.2 0.2 1.3 1.3 1.3 1.3
USA (core) 1.4 1.7 1.7 2.0 2.0 2.1 2.1
UK 0.0 0.7 0.7 2.5 2.6 2.5 2.5
The Netherlands 0.2 0.1 0.1 1.1 1.0 1.2 1.0
Source: Handelsbanken Capital Markets
Unemployment forecasts
(Previous (Previous (Previous
forecast forecast forecast
2015 2016f 2016) 2017f 2017) 2018f 2018)
Sweden 7.4 6.9 6.9 6.8 6.8 7.0 7.1
Norway 4.4 4.8 4.8 4.8 4.8 4.8 4.8
Finland 9.4 8.8 8.8 8.5 8.5 8.4 8.4
Denmark 6.2 6.2 6.2 6.1 6.3 6.3 6.5
EMU 10.9 10.1 10.1 9.8 9.8 9.8 9.8
USA 5.3 4.9 4.9 4.4 4.4 4.6 4.6
UK 5.4 4.9 4.9 5.0 5.3 5.2 5.5
The Netherlands 6.9 6.0 6.1 5.2 5.6 5.2 55

Source: Handelsbanken Capital Markets

Handelsbanken capital Markets

11



Monthly Macro Update, February 22, 2017

Currency forecasts
Feb20 Q12017 Q22017 Q32017 End2017 End 2018

EUR/SEK 9.48 9.55 9.40 9.30 9.20 9.00
USD/SEK 8.93 9.27 8.95 8.86 8.76 8.18
GBP/SEK 11.14 11.10 10.93 10.57 10.45 10.23
NOK/SEK 1.07 1.06 1.06 1.04 1.05 1.03
DKK/SEK 1.28 1.28 1.26 1.25 1.23 121
CHF/SEK 8.91 9.01 8.87 8.69 8.60 8.26
JPY/SEK 7.89 8.43 8.14 8.05 7.97 7.79
CNY/SEK 1.30 1.32 1.26 1.23 1.20 1.06
EUR/USD 1.06 1.03 1.05 1.05 1.05 1.10
USD/JPY 113.12 110.00 110.00 110.00 110.00 105.00
EUR/GBP 0.852 0.860 0.860 0.880 0.880 0.880
GBP/USD 1.25 1.20 1.22 1.19 1.19 1.25
EUR/CHF 1.06 1.06 1.06 1.07 1.07 1.09
EUR/DKK 7.43 7.44 7.44 7.44 7.45 7.46
SEK/DKK 0.78 0.78 0.79 0.80 0.81 0.83
USD/DKK 7.00 7.22 7.09 7.09 7.10 6.78
GBP/DKK 8.73 8.65 8.65 8.45 8.47 8.48
CHF/DKK 6.98 7.02 7.02 6.95 6.96 6.84
JPY/DKK 6.19 6.57 6.44 6.44 6.45 6.46
EUR/NOK 8.85 9.00 8.90 8.90 8.75 8.75
SEK/NOK 0.93 0.94 0.95 0.96 0.95 0.97
USD/NOK 8.33 8.74 8.48 8.48 8.33 7.95
GBP/NOK 10.39 10.47 10.35 10.11 9.94 9.94
CHF/NOK 8.31 8.49 8.40 8.32 8.18 8.03
JPY/NOK 7.36 7.94 7.71 7.71 7.58 7.58
USD/BRL 3.09 3.10 3.00 2.90 2.80 2.60
USD/RUB 58.05 56.00 55.00 54.50 54.50 53.00
USD/INR 66.90 67.50 68.00 68.50 69.00 70.00
USD/CNY 6.88 7.00 7.10 7.20 7.30 7.70
EUR/PLN 4.31 4.30 4.30 4.25 4.15 4.00
EUR/RUB 61.65 57.70 57.80 57.20 57.20 58.30

Source: Handelsbanken Capital Markets

Interest rate forecasts

Policy rates Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden -0.50 -0.50 -0.50 -0.50 -0.50 0.00
US (range midpoint) 0.625 0.625 0.625 0.875 0.875 1.125
Eurozone -0.40 -0.40 -0.40 -0.40 -0.40 -0.30
Norway 0.50 0.50 0.50 0.50 0.50 0.50
Denmark -0.65 -0.65 -0.65 -0.65 -0.65 -0.45
UK 0.25 0.25 0.25 0.25 0.25 0.25
3m interbank rates Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden -0.50 -0.45 -0.35 -0.30 -0.25 0.25
us 1.05 1.05 1.05 1.10 1.10 1.25
Eurozone -0.33 -0.32 -0.30 -0.30 -0.30 -0.10
Norway 1.02 1.00 1.00 1.00 1.00 1.00
Denmark -0.23 -0.22 -0.20 -0.20 -0.20 0.00

0.43 0.43 0.43 0.23 0.23 0.13

Source: Handelsbanken Capital Markets
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Interest rate forecasts, continued

2y govt. yields Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden -0.63 -0.55 -0.45 -0.20 0.10 0.25
us 1.20 1.20 1.25 1.30 1.35 1.40
Eurozone (Germany) -0.86 -0.75 -0.70 -0.70 -0.70 -0.50
Norway 0.64 0.50 0.50 0.50 0.50 0.60
Denmark -0.66 -0.55 -0.55 -0.55 -0.50 -0.30
Finland -0.68 -0.60 -0.60 -0.60 -0.55 -0.30
UK 0.06 0.25 0.25 0.30 0.30 0.45
5y govt. yields Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden 0.01 -0.25 0.05 0.10 0.25 0.60
us 191 1.90 1.90 1.90 1.90 1.85
Eurozone (Germany) -0.57 -0.50 -0.50 -0.50 -0.50 -0.30
Norway 1.09 1.00 1.00 1.00 1.00 1.10
Denmark -0.34 -0.25 -0.25 -0.25 -0.25 0.00
Finland -0.18 -0.40 -0.40 -0.40 -0.35 -0.05
UK 0.48 0.50 0.50 0.50 0.60 0.70
10y govt. yields Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden 0.66 0.55 0.60 0.65 0.75 0.90
us 2.44 2.30 2.10 2.10 2.10 1.90
Eurozone (Germany) 0.30 0.30 0.25 0.25 0.25 0.50
Norway 1.71 1.60 1.60 1.60 1.60 1.70
Denmark 0.60 0.60 0.55 0.55 0.55 0.80
Finland 0.50 0.50 0.45 0.45 0.50 0.80
UK 1.22 1.20 1.20 1.20 1.20 1.30
2y swaps Feb 20 Q12017 Q2 2017 Q3 2017 End 2017 End 2018
Sweden -0.31 -0.25 -0.10 0.15 0.50 0.65
us 1.54 1.50 1.55 1.60 1.70 1.80
Eurozone (Germany) -0.15 -0.10 -0.10 -0.10 -0.10 0.00
Norway 1.27 1.10 1.10 1.10 1.10 1.20
Denmark 0.01 0.05 0.05 0.05 0.10 0.25
UK 0.59 0.55 0.55 0.55 0.55 0.60
5y swaps Feb 20 Q12017 Q2 2017 Q32017 End 2017 End 2018
Sweden 0.29 0.15 0.50 0.55 0.70 1.05
us 1.99 1.95 2.00 2.05 2.15 2.25
Eurozone (Germany) 0.13 0.15 0.20 0.10 0.10 0.25
Norway 1.57 1.40 1.40 1.40 1.40 1.50
Denmark 0.35 0.35 0.40 0.30 0.30 0.45
UK 0.85 0.80 0.80 0.80 0.80 0.85
10y swaps Feb 20 Q12017 Q2 2017 Q3 2017 End 2017 End 2018
Sweden 1.14 1.05 1.05 1.10 1.15 1.30
us 2.36 2.25 2.10 2.20 2.30 2.30
Eurozone (Germany) 0.75 0.75 0.70 0.70 0.70 0.90
Norway 1.98 1.80 1.80 1.80 1.90 2.00
Denmark 1.01 1.00 0.95 0.95 0.95 1.15
UK 1.27 1.20 1.20 1.20 1.20 1.30

Source: Handelsbanken Capital Markets

Handelsbanken capital Markets

13



Research disclaimers

Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to herein as ‘SHB’), is
responsible for the preparation of research reports. SHB is regulated in Sweden by the Swedish Financial Supervisory Authority,
in Norway by the Financial Supervisory Authority of Norway, in Finland by the Financial Supervisory Authority and in Denmark
by the Danish Financial Supervisory Authority. All research reports are prepared from trade and statistical services and other
information that SHB considers to be reliable. SHB has not independently verified such information and does not represent that
such information is true, accurate or complete. Accordingly, to the extent permitted by law, neither SHB, nor any of its directors,
officers or employees, nor any other person, accept any liability whatsoever for any loss, however it arises, from any use of such
research reports or its contents or otherwise arising in connection therewith.

In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for any direct, indirect,
special or consequential damages arising out of any use of the information contained in the research reports, including without
limitation any lost profits even if SHB is expressly advised of the possibility or likelihood of such damages.

The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and accurately reflect the
personal views of the respective analysts at this date and are subject to change. There can be no assurance that future events
will be consistent with any such opinions. Each analyst identified in this research report also certifies that the opinions
expressed herein and attributed to such analyst accurately reflect his or her individual views about the companies or securities
discussed in the research report.

Research reports are prepared by SHB for information purposes only. The information in the research reports does not
constitute a personal recommendation or personalised investment advice and such reports or opinions should not be the basis
for making investment or strategic decisions. This document does not constitute or form part of any offer for sale or subscription
of or solicitation of any offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in
connection with any contract or commitment whatsoever. Past performance may not be repeated and should not be seen as an
indication of future performance. The value of investments and the income from them may go down as well as up and investors
may forfeit all principal originally invested. Investors are not guaranteed to make profits on investments and may lose money.
Exchange rates may cause the value of overseas investments and the income arising from them to rise or fall. This research
product will be updated on a regular basis.

No part of SHB research reports may be reproduced or distributed to any other person without the prior written consent of SHB.
The distribution of this document in certain jurisdictions may be restricted by law and persons into whose possession this
document comes should inform themselves about, and observe, any such restrictions.

Please be advised of the following important research disclosure statements:

SHB employees, including analysts, receive compensation that is generated by overall firm profitability. Analyst compensation is
not based on specific corporate finance or debt capital markets services. No part of analysts’ compensation has been, is or will
be directly or indirectly related to specific recommendations or views expressed within research reports.

From time to time, SHB and/or its affiliates may provide investment banking and other services, including corporate banking
services and securities advice, to any of the companies mentioned in our research.

According to the Bank’s Ethical Guidelines for the Handelsbanken Group, the board and all employees of the Bank must
observe high standards of ethics in carrying out their responsibilities at the Bank, as well as other assignments. The Bank has
also adopted Guidelines concerning Research which are intended to ensure the integrity and independence of research
analysts and the research department, as well as to identify actual or potential conflicts of interests relating to analysts or the
Bank and to resolve any such conflicts by eliminating or mitigating them and/or making such disclosures as may be appropriate.
As part of its control of conflicts of interests, the Bank has introduced restrictions (“Information barriers”) on communications
between the Research department and other departments of the Bank. In addition, in the Bank’s organisational structure, the
Research department is kept separate from the Corporate Finance department and other departments with similar remits. The
Guidelines concerning Research also include regulations for how payments, bonuses and salaries may be paid out to analysts,
what marketing activities an analyst may participate in, how analysts are to handle their own securities transactions and those of
closely related persons, etc. In addition, there are restrictions in communications between analysts and the subject company.
For full information on the Bank’s ethical guidelines please see the Bank’s website www.handelsbanken.com and click through
to About the bank - Investor relations - Corporate social responsibility - Ethical guidelines.

Handelsbanken has a ZERO tolerance of bribery and corruption. This is established in the Bank’s Group Policy on Bribery and
Corruption. The prohibition against bribery also includes the soliciting, arranging or accepting bribes intended for the employee’s
family, friends, associates or acquaintances.

When distributed in the UK
Research reports are distributed in the UK by SHB.

SHB is authorised by the Swedish Financial Supervisory Authority (Finansinspektionen) and the Prudential Regulation Authority
and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent
of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the Financial Conduct Authority are
available from us on request.

UK customers should note that neither the UK Financial Services Compensation Scheme for investment business nor the rules
of the Financial Conduct Authority made under the UK Financial Services and Markets Act 2000 (as amended) for the protection
of private customers apply to this research report and accordingly UK customers will not be protected by that scheme.



This document may be distributed in the United Kingdom only to persons who are authorised or exempted persons within the
meaning of the Financial Services and Markets Act 2000 (as amended) (or any order made thereunder) or (i) to persons who
have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2005 (the “Order”), (ii) to high net worth entities falling within Article 49(2)(a) to (d) of the
Order or (iii) to persons who are professional clients under Chapter 3 of the Financial Conduct Authority Conduct of Business
Sourcebook (all such persons together being referred to as “Relevant Persons”).

When distributed in the United States

Important Third-Party Research Disclosures:

SHB and its employees are not subject to FINRA's research analyst rules which are intended to prevent conflicts of interest by,
among other things, prohibiting certain compensation practices, restricting trading by analysts and restricting communications
with the companies that are the subject of the research report.

SHB research reports are intended for distribution in the United States solely to “major U.S. institutional investors,” as defined in
Rule 15a-6 under the Securities Exchange Act of 1934. Each major U.S. institutional investor that receives a copy of research
report by its acceptance hereof represents and agrees that it shall not distribute or provide research reports to any other person

Reports regarding fixed-income products are prepared by SHB and distributed by SHB to major U.S. institutional investors
under Rule 15a-6(a)(2). Reports regarding equity products are prepared by SHB and distributed in the United States by
Handelsbanken Markets Securities Inc. (“‘HMSI”) under Rule 15a-6(a)(3). When distributed by HMSI, HMSI takes responsibility
for the report. Any U.S. person receiving these research reports that desires to effect transactions in any equity product
discussed within the research reports should call or write HMSI. HMSI is a FINRA Member, telephone number (+1-212-326-
5153).



Macro Research and Trading Strategy

Macro Research and Trading Strategy

Head of Macro Research and Trading Strategy & Chief Economist

Ann Oberg

Head of Forecasting

Jimmy Boumediene
Web Editor
Eva Dorenius

Sweden

Petter Lundvik
Gunnar Tersman
Anders Brunstedt

Finland
Tiina Helenius

Janne Ronkanen

+46 8 701 28 37

+46 8 701 30 68

Chief Editor +46 8 701 50 54

USA, Special Analysis +46 8 701 33 97
E. Europe, Emerging Markets, Japan +46 8 701 20 53

Sweden +46 8 701 54 32

+358 10 444 2404
+358 10 444 2403

Head, Macro Research

Senior Analyst

Debt Capital Markets

Denmark
Jes Asmussen

Head, Macro Research

Rasmus Gudum-Sessinge Denmark
Bjarke Roed-Frederiksen China and Latin America

Norway

Kari Due-Andresen
Nils Kristian Knudsen
Marius Gonsholt Hov

Halfdan Grangard
Trading Strategy
Claes Mahlén
Martin Jansson

Nils Kristian Knudsen

Andreas Skogelid
Pierre Carlsson
Lars Henriksson

+4546 79 12 03

+4546 7916 19
+4546 79 12 29

Head, Macro Research, Norway; UK +47 22 39 70 07

Senior Strategist FX/FI
Senior Economist, Norway

Senior Economist, Norway

Chief Strategist

Senior Commodity Strategist
Senior Strategist FX/FI
Senior Strategist Fl
Strategist FX

Foreign Exchange Strategist

+47 22 8230 10
+47 223973 40

+47 223971 81

+46 8 463 45 35
+46 8 461 23 43
+47 22 8230 10
+46 8 701 56 80
+46 8 463 46 17
+46 8 463 45 18

Tony Lindlof
Per Eldestrand
Mans Niklasson

UIf Stejmar

Sales

Head of Debt Capital Markets +46 8 701 25 10
Head of Debt Capital Markets Sweden +46 8 701 22 03
Head of Corporate Loans and +46 8 701 52 84
Acquisition Finance

Head of Corporate Bonds +46 8 463 4579

Global Head of Sales, Fixed Income, Currencies & Commodities

Henrik Franzén

+468 701 1141

Fixed Income Credit Sales

Karin Géransson
Institutional Sales
Terje Polden
Syndication
Thomas Grandin

Regional sales

Copenhagen
Kristian Nielsen
Gothenburg
Jaan Kivilo
Gavle

Petter Holm
Helsinki

Mika R&manen
Linképing
Fredrik Lundgren
London

Ray Spiers

Toll-free numbers

+46 8 463 46 25

+46 8 463 25 46

+46 8 463 45 83

+45 46 79 12 69

+46 31774 83 39

+46 26 172 103

+358 10 444 62 20

+46 1328 9110

+44 207 578 86 12

From Sweden to
N.Y. & Singapore
020-58 64 46

From Norway to
N.Y. & Singapore
800 40 333

Svenska Handelsbanken AB (publ)

Stockholm
Blasieholmstorg 11

SE-106 70 Stockholm

Tel. +46 8 701 10 00
Fax. +46 8 611 11 80

Helsinki
Aleksanterinkatu 11
FI1-00100 Helsinki

Tel. +358 10 444 11
Fax. +358 10 444 2578

Copenhagen
Havneholmen 29
DK-1561 Copenhagen V
Tel. +45 46 79 12 00
Fax. +45 46 79 15 52

www.handelsbanken.com/research

Lulea/Umea
Ove Larsson

Luxembourg
Snorre Tysland
Malmé

Fredrik Lundgren
Oslo

Petter Fjellheim
Stockholm
Malin Nilén

From Denmark to
N.Y. & Singapore
8001 72 02

Oslo

Tjuvholmen allé 11
Postboks 1249 Vika
NO-0110 Oslo

Tel. +47 22 39 70 00
Fax. +47 223971 60

Handelsbanken cCapital Markets

+46 90 154 719

+352 274 868 251

+46 40 243 900

+47 22 82 30 29

+46 8 70127 70

From Finland to
N.Y. & Singapore
0800 91 11 00

London

3 Thomas More Square
London GB-E1W 1WY
Tel. +44 207 578 8668
Fax. +44 207 578 8090

Within the US
1-800 396-2758

New York
Handelsbanken Markets
Securities, Inc.

875 Third Avenue, 4™ Floor
New York, NY 10022-7218
Tel. +1 212 326 5153

Fax. +1 212 326 2730
FINRA, SIPC



	Macro - Disclaimer & Contact page.pdf
	Research disclaimers
	Please be advised of the following important research disclosure statements:
	When distributed in the UK
	When distributed in the United States



