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Patchy recovery with bright spots

The recovery in the world economy is patchy with bright spots. We expect a gradual
economic slowdown in the US to likely end in recession within a year or two. The
legacy of high debt in parts of the eurozone still holds back growth. There is hardly
any room to cut rates in developed economies, so central banks are focusing on
exchange rates as a means of boosting growth. For commodity-driven economies,
the end of the supercycle is likely to take time to overcome. In the Nordics, Sweden
remains at the top of the growth league.

Growth in the US, which will primarily be driven by domestic demand, is likely to slow as
monetary policy is tightened. The Fed will only increase interest rates cautiously in 2016, but it is
likely to increase the pace of rate hikes in 2017 once inflation picks up. The economy is likely to be
hit by recession within one or two years’ time.

In weaker eurozone economies, deflationary tendencies are likely to persist. A high degree of labour
market slack is pushing wages and prices down, thereby hurting indebted countries in particular.
The ECB’s main channel of boosting inflation and growth is the exchange rate; however, additional
expansionary measures are required to weaken the euro. We anticipate that it will take at least three
years before policy rates can be lifted.

China has room for fiscal policy measures to handle problems associated with industries shutting
down and bad loans. Several economies in Asia are likely to enjoy high growth, including some
fairly closed economies relying on domestic demand and some low-cost producers benefiting from
continued production shifts away from China or other higher-cost producers.

In the UK, heightened fears about ‘Brexit’ have weakened sterling significantly. As a result,
inflationary pressures are now increasing. But the rising risk of Brexit and the subsequent dent in
growth have led market participants to push rate hike expectations by the BoE far into the future.
Big currency and interest rate movements are therefore likely, whatever the outcome of June’s
Brexit referendum. At present, opinion polls are evenly balanced between Stay and Leave, but we
lean toward no Brexit as the more likely outcome.

Growth in Sweden is broad-based and strong, while growth in the other Nordic countries is much
weaker. In Denmark, the bursting of the housing bubble and high household debt have pressed
private consumption down, while uncertain economic prospects hamper business investment. The
Finnish economy is still hurting from the collapse of its IT sector and paper industry alongside the
loss of the Russian export market. Finally, Norwegian growth has been hard hit by the sharp fall in
oil prices. Exports of investment goods for oil exploration and domestic investment in the oil sector
have declined sharply.

For further information, please contact:

Jan Haggstrom, Chief economist, +46-8 701 10 97, +46 70 761 43 66

For more information on Handelsbanken, see: www.handelsbanken.se



http://www.handelsbanken.se/

Forecast for Sweden

Percentage change

2014 2015 2016f 2017f 2018f
Household consumption 2.3 25 2.9 2.8 2.0
Government consumption 15 2.2 2.9 2.9 2.4
Fixed investment 7.6 6.9 5.6 3.7 25
Final domestic demand * 3.3 35 3.6 3.1 2.2
Inventories * 0.1 0.0 0.1 -0.1 0.0
Exports 3.9 6.1 5.6 3.1 2.3
Imports 6.4 5.8 6.2 4.5 2.6
Net exports * -0.8 0.4 0.0 -0.5 0.0
GDP, calender-adjusted 2.4 3.8 35 2.4 2.1
GDP, actual 2.3 4.1 3.3 2.6 2.2
Unemployment ** 7.9 7.4 6.7 6.7 7.6
Employment 14 1.4 1.6 0.9 0.3
Hours worked 1.8 1.0 1.2 11 0.5
Wages *** 2.8 2.6 3.2 35 31
Real disposable income 2.2 3.0 1.8 2.4 1.7
Savings ratio **** 7.7 8.0 7.0 6.5 6.2
CPI -0.2 0.0 11 21 2.6
CPIF 0.5 0.9 1.5 1.8 2.0
* Contribution to GDP growth *** \Wage and salary statistics
** LFS, percent of labour force *+k Savings excl. pensions, share of disp. income
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Real GDP forecasts
2014 2015 2016f (Previous 2017f (Previous 2018f
Sweden 24 3.8 3.5 3.7 24 2.1 2.1
Norway 2.2 1.6 -0.3 0.4 0.8 0.7 1.2
Norway Mainland 2.3 1.0 0.6 0.7 1.4 1.0 1.9
Finland -0.7 0.5 1.0 1.0 1.2 1.2 0.9
Denmark 1.3 1.2 0.3 0.9 0.5 0.8 0.5
EMU 0.9 1.6 1.5 1.6 1.5 1.7 1.4
USA 2.4 2.4 1.7 2.1 2.0 2.0 1.7
UK 3.0 2.3 2.1 2.1 2.0 1.9 1.8
Japan -0.1 0.5 0.5 0.8 0.6 0.9 0.7
Brazil 0.1 -3.8 -4.0 -3.8 0.2 1.0 15
Russia 0.6 -3.7 -2.0 -2.0 1.0 1.0 15
India 6.8 7.1 7.5 7.5 7.7 8.0 8.0
China 7.3 6.9 6.5 6.5 6.3 6.3 6.1
Czech Republic 2.0 4.3 25 2.4 2.8 2.7 2.6
Hungary 3.7 2.9 2.4 2.4 2.6 2.6 2.6
Poland 3.4 3.6 35 35! 3.5 3.5 3.3
Slovakia 2.4 35 31 3.1 3.3 3.3 3.0
Source: Handelsbanken Capital Markets
Interest rate forecasts
Policy rates Apr 27 Q2 2016 Q3 2016 Q4 2016 Q1 2017 Q2 2017 End 2017 End 2018
Sweden -0.50 -0.50 -0.50 -0.50 -0.50 -0.25 0.25 1.00
US (range midpoint) 0.375 0.625 0.625 0.875 1.125 1.625 2.50 2.50
Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Norway 0.50 0.25 0.25 0.00 0.00 -0.10 -0.25 -0.25
Denmark 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.25
UK 0.50 0.50 0.50 0.50 0.75 0.75 1.50 2.00
10y govt. yields Apr 27 Q2 2016 Q3 2016 Q4 2016 Q12017 Q2 2017 End 2017 End 2018
Sweden 0.95 0.80 0.85 0.95 1.10 1.35 1.75 2.25
us 1.93 1.90 1.95 2.00 2.05 2.10 2.50 2.50
Eurozone (Germany) 0.30 0.20 0.20 0.25 0.30 0.35 0.70 0.90
Norway 1.39 1.25 1.10 1.10 1.10 1.00 1.00 1.00
Denmark 0.51 0.45 0.45 0.50 0.55 0.60 1.00 1.20
Finland 0.56 0.50 0.50 0.55 0.60 0.65 1.10 1.30
UK 1.79 1.70 1.80 1.70 1.95 2.05 2.25 2.50

Source: Handelsbanken Capital Markets



Currency forecasts

Apr27 Q22016 Q32016 Q42016 Q12017 Q22017 End 2017 _ End 2018
EUR/SEK 9.17 9.10 9.00 8.90 8.80 8.75 8.75 8.75
USDISEK 8.11 8.27 9.00 9.37 9.26 9.21 9.21 8.75
GBP/SEK 11.82 11.74 11.61 11.48 11.35 11.29 11.67 11.67
NOK/SEK 1.00 0.96 0.95 0.94 0.93 0.92 0.95 0.97
DKK/SEK 1.23 1.22 121 1.19 1.18 117 117 117
CHF/SEK 8.33 8.50 8.41 8.09 8.00 7.81 7.81 7.61
JPY/SEK 7.29 7.19 7.32 7.81 7.53 7.37 7.09 6.63
CNY/SEK 1.25 1.27 1.36 1.38 1.33 1.32 1.32 1.25
EUR/USD 113 1.10 1.00 0.95 0.95 0.95 0.95 1.00
USDIIPY 111.17 115.00 123.00 120.00 123.00 125.00 130.00 132.00
EUR/GBP 0.775 0.775 0.775 0.775 0.775 0.775 0.750 0.750
GBP/USD 1.46 1.42 1.29 1.23 1.23 1.23 1.27 1.33
EUR/CHF 1.10 1.07 1.07 1.10 1.10 1.12 112 1.15
USD/BRL 3.53 3.80 3.90 4.00 4.10 4.20 4.20 4.20
USD/RUB 66.04 65.70 67.30 67.40 66.80 66.10 68.80 64.60
USD/INR 66.54 68.00 68.50 69.00 69.50 70.00 70.50 71.00
USDICNY 6.49 6.50 6.60 6.80 6.95 7.00 7.00 7.00
EUR/PLN 4.39 4.30 4.25 4.25 4.25 4.15 4.10 4.00
EUR/RUB 74.66 72.30 67.30 64.00 63.50 62.80 65.40 64.60

Source: Handelsbanken Capital Markets



