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Introduction
The conditions underlying a positive market prognosis have dete-
riorated significantly during autumn. What effect the current situa-
tion in the financial and credit markets will have on the building
and construction market over the next one or two years is largely
uncertain. What we can observe is that the initial parameters for
the cyclical downturn we are presently facing are as follows:

• Central government finances in the Scandinavian countries are 
considered to be relatively robust

• Unemployment rates are modest, from a historical perspective
• Companies are delivering relatively strong profitability

Our uncertainty relates to what effects each country's “crisis pac-
kage” will have on the real economy and how long they will take
to make an impact. How long will it take for the banks and other
credit institutions to return to their normal daily activities? If the
measures work as expected, how severe will the “normal” cyclical
downturn be?

For the building and construction sector this uncertainty is reflec-
ted by investment in private housing and buildings grinding to a
halt and being deferred. However, the authorities in the
Scandinavian countries have signalled increased investment in
construction and public buildings. This will exert a positive influ-
ence on levels of activity, but will probably be insufficient to com-
pensate for the decline in the private sector.

This economic report is therefore strongly focused on the present
market situation and offers a general outlook based on the
assumption that all “crisis packages” provide relatively rapid
financial market stability, and that we are on the brink of a normal
international cyclical downturn. Consequently all forecasts, inclu-
ding those in this report, are prepared with great uncertainty.

International economy
The financial crisis we commented on in the previous economic
report has escalated in both severity and scope during autumn.
This has resulted in instability, pessimism and a sharp rise in inte-
rest rates. Rescue measures have been implemented in the U.S.,
the eurozone and Norway to address the growing liquidity pro-
blems in banks and financial institutions. The measures appear to
have worked, and there are good reasons to believe that the sol-
vency problems evident in a number of countries’ banks have
abated. The banks now face the sizeable challenge of recapitali-
sing themselves and reducing their debt ratio. Despite all the
rescue packages, the growth rate in corporate and private lending
within the OECD area will be much lower during the next few
years, while the risk premiums for loans will be much higher than
we have seen in recent years. This will affect household and cor-
porate investment decisions across the OECD area over the next
two years. 

It will contribute to the international economic slowdown, which
has long been forecast, being deeper and more protracted. This
will probably be the case even if the various rescue packages help
to stabilise the financial sector. Previously there was a consensus
that the economy would turn during the course of 2010, but most
market commentators now think we must wait until 2011 before
seeing a strong resurgence in growth. GDP growth in the E.U.
from the first to second quarter was negative. This will probably
be the case in the third quarter as well. We are therefore embar-
king on a period with weak production trends, rising unemploy-
ment and much lower interest rates.
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New since June – main points

Weakness in the international
economy



2

Scandinavia 
The economy in Scandinavian countries will be affected by a slo-
wing international economy, even though we have not yet wit-
nessed any clear signs of weakening, except for in the housing
sector. Industrial production generally remains high, and unem-
ployment is still relatively low even though we have seen the
first indications of rising unemployment. However we expect that
much weaker export performance during the year will contribute
to somewhat lower industrial production, a softer job market and
a slower rate of GDP growth than we had anticipated before
summer.

Summary of the forecasts
Norway
• GDP growth of 3% this year
• Continued sound domestic activity, but substantial weakening 

is forecast
• Building and construction activity falling, -5% next year
• Non-residential building activity remains buoyant, but will pro

bably taper off during the rest of the year
• Home prices are flat, but will probably fall 
• House building lower than previously forecast; 22,000 housing 

starts

Sweden
• GDP growth rate approaching zero
• Unemployment still low, but signs of weakening
• High inflation and interest rates on the way down
• Building and construction activity down 5% next year
• Investment in infrastructure sharply higher 
• Housing starts down, more than expected

Denmark 
• GDP growth surprisingly higher in the second quarter, but 

expected to fall in the future
• Unemployment on the rise
• Lower investment in building and construction activity 

continuing in the future
• Housing market still declining
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Norwegian economy
During the last year the Norwegian economy has been stimulated
by fiscal policies and increased petroleum investment. Looking
ahead, on the other hand, a waning international economy will lead
to a weakening in Norwegian exports. In the short run, higher borro-
wing rates and difficulties in obtaining loan financing will lead to
reduced demand from households and domestic businesses. Over a
longer time frame (one or two years) borrowing rates will ease off,
but the weaker business cycle will serve to reduce investment in
mainland companies and result in higher unemployment and lower
consumption. This scenario is forecast to continue throughout 2010
and into 2011. Improvements in the international business cycle, a
functioning financial services industry and active domestic monetary
and financial policy will provide better growth in Norway. However,
these forecasts are made with a large degree of uncertainty and
depend upon how quickly the authorities manage to stabilise the
financial markets and how severe the international economic down-
turn turns out to be. 

GDP growth is declining. For 2008 we estimate growth of about 3%,
which will slow to just over 1% in 2009 and 2010. 

Retailers in Norway increased revenues by 0.6 % from July to
August this year, and the annual growth rate is 3.5%. Performance
so far is in accordance with our estimates. The growth came in food
and beverages, while building materials was the group that declined
the most, which is natural when housebuilding declines.

Latest data from August 2008

GDP growth of about 3% 
this year

Retail sales remain buoyant

Norway

GDP growth in mainland Norway (quarterly figures, annualised rate)
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Inflation exceeding 5%

Latest data from September 2008

Unemployment remains low with 42,000 people fully unemployed
at the end of September. This is an increase of about 1,000 people in
September and represents 1.7% of the workforce. The rise in unem-
ployment was greatest within building and construction, where
unemployment grew by 30%. So far the weaker business cycle has
not led to increased unemployment. Eventually as the level of activi-
ty declines, rates of employment will fall sharply and unemployment
will rise. A decrease in the inflow of international workers will help
to limit the growth in unemployment.  

Wage increases and lower rates of productivity growth, together
with higher electricity and commodity prices have contributed to a
strong inflationary pressure over the last year. 

Inflation will remain high. There is reason to believe that lower inter-
national commodity prices and more moderate electricity prices will
lead to somewhat lower inflation during 2009. A weaker labour 
market will also help to reduce wage growth in 2009 and contribute
to lower inflation over the long term.  

Unemployment rising, 
but still low



The financial crisis has, as we know, precipitated a significant rise 
in interest rates. There is reason to believe that the money market
interest rate changes in step with the eurozone. The Norwegian
krone has weakened during autumn due to the unrest in the financi-
al markets. If the financial crisis is resolved within a reasonably short
time, a large persistent interest rate differential will help to streng-
then the krone again during 2009.  

Latest data from September 2008

The building and construction market
The conditions underlying developments in the building and con-
struction sector have changed markedly during the events this
autumn.
• The economic outlook for the next two years is weaker than 

previously forecast. Prospects for lower exports and reduced 
domestic demand 

• Increased unemployment and uncertainty surrounding future 
household incomes

• The financial institutions are in need of consolidation and 
requirements relating to security and equity will rise

• The government is indicating increased commitment to traffic and
public construction activities

Housing investment
Declines in housing investment of 12% next year and a further 3% in
2010. The fall is somewhat less than the decline in number of hou-
sing starts should indicate, which is connected with an increasing
share of detached and semi-detached houses and larger homes, and
that investment in upgrading of existing homes is increasing. The
decline must be viewed in light of the high activity level at the start
of 2008 and a substantial reduction in housing starts during 2008 of
about 30%. 
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Weaker performance than 
previously forecast

Much lower housing investment
in the future



Non-residential investment
The picture for non-residential investment is mixed. A decline in pri-
vate sector investment in non-residential buildings of about 20% is
expected, while public investment is growing by 6-8%. This means a
total reduction of 13% in 2009 and a further 6-7% in 2010. The fall is
greatest within offices and commercial buildings, while public sector
service buildings are rising.   

Construction investment
Construction is expected to grow in the years ahead. A 7% increase
in activity is forecast for 2009. Much of the growth will originate
from transport. The state budget indicated a real growth of 5-7% in
road and rail construction. There were also signs that several large
projects using income from toll collection will be set in motion.

Operation and maintenance
The state budget indicated increased funds for maintenance of exis-
ting roads, including asphalting the roads. The Norwegian Public
Roads Administration is indicating a 15% rise in asphalt procure-
ment. In the opposite direction, there is a forecast decline in the pro-
curement of asphalt from private parties in 2009. As a whole, this
results in growth of about 12% in operations and maintenance for
2009.

Building costs 
The growth in building costs in 2008 so far has been between 6 and
7% on an annual basis. However, the growth in material costs has
subsided, while wage costs have helped keep cost increases up. The
growth in material costs is on the way down. The decline is evident
across all areas and follows from the reduced market demand.
Increased wage costs will continue to contribute to high growth in
building costs through 2008.   

Home prices

Latest data from September 2008

6

Growth in construction activity
due to an increase in transport

Building costs falling

Home prices have been flat so far
this year

Flats in block

Semi-detached houses

Detached houses
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Home prices in the Oslo area
were slightly down during 

the year

Housebuilding declines 
as expected

Probably lower housing starts
than we had assumed in January,

around 22,000 housing starts 
this year

So far this year the sales prices of existing homes for the country as
a whole have remained unchanged. Compared with September the
previous year there has been a fall of about 6%. However there is
reason to believe that the financial crisis, higher interest rates and
the restricted access to loan capital will contribute to a further 
decline during the rest of the year.

Latest data from September 2008

The sales prices of OBOS flats also fell, by 5.7% compared with
September 2007. So far this year prices have dipped by 1%.
Variations from month to month are relatively large due to the high
level of market uncertainty. OBOS prices are also expected to decli-
ne further during autumn.

Housing starts

Latest data from August 2008

New housing starts are performing as expected this year. In August
housing starts were at about 26,000 per annum. During the first
eight months of the year there has been a 22% decline. The falls
were greatest in Oslo, Oppland and Troms which were down over
50% compared with the previous year. The downward trend will
continue for the rest of the year. The financial market instability will
contribute to a marked decline in housing starts for the rest of the
year.

Our forecast is for 22,000 housing starts in 2008. Housing starts next
year may remain low at about 20,000 units.
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Significantly more non-residential
building starts than expected

The major fluctuations in housebuilding will occur in blocks of flats,
while the share of small houses (detached houses, terraced houses
etc.) is virtually constant. We forecast that housebuilding will rise to
26,000 housing starts in 2010.

Latest data from September 2008

Housing starts in non-residential buildings for the private and public
sector as a whole are continuing at a high pace. Garages and recrea-
tion buildings are included in these figures and have fallen sharply
over the last year. Here there is also reason to believe that there will
be a substantial decline in non-residential building for the rest of the
year.  
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Economic indicators for Sweden
GDP grew at an annualised rate of 1% in the second quarter, which
means the growth rate from the first quarter was negative.

All short term indicators are pointing towards GDP growth stagna-
ting at about zero in the next few quarters. In particular, the export
industry is expected to weaken considerably in the future and will be
as weak as it was during the previous economic downturn in 2001.
Loss of market share means that the export industry may perform
even more poorly. Credit terms are tighter, which will also affect
domestic demand (consumption and investment) for the worse.
However some factors are helping to ameliorate the cyclical downs-
wing. 
• The Swedish banking industry is relatively strongly positioned and

fulfils the capital adequacy requirements with good margin 
• The krone has depreciated and is making a positive contribution to

exports
• Current healthy profitability in trade and industry
• Possibility of further reductions in the key interest rate
• A starting point of strong public finances compared with previous 

cyclical downturns

GDP growth this year will probably be about 1%, while growth in
2009 may be close to zero.

Latest data from September 2008

GDP growth in Sweden is weaker
than previously forecast

Sweden 
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The labour market continues to be tight with low levels of unem-
ployment. Weaker production levels eventually affect the labour
market. Employment has already begun to fall, notices of intent to
terminate employment have risen during the last two months and
the number of vacant positions has shrunk significantly. Thus, there
is reason to believe there will be a rise in unemployment of one 
percent next year.

Latest data from August 2008

Industrial production has performed rather weaker than expected
during the first quarter of 2008. Much of this weakness can probably
be ascribed to lower levels of exports. The annual growth rate as of
August was about 0.5 %. Weakening production is forecast for the
rest of the year and into 2009..

Siste observasjon august 2008

Retail sales have increased by just under 3% this year and are in
accordance with forecasts as of August. Here there is also reason 
to believe in a weakening during autumn in line with heightened
market uncertainty and the prospects of rising unemployment.

Unemployment down more than
expected

Flat trend in industrial 
production, export companies

struggling

Retail sales increased so far this
year, matching forecasts.
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5% decline in building and 
construction investment in 2009

Inflation has continued to rise during 2008 due to higher housing
expenses and increased commodity prices which fuel climbing food
and energy prices. These factors are expected to turn and cause
inflation to gradually subside in the future. In addition, rising unem-
ployment will lead to lower wage growth in 2009 which will also
help to lower inflation. 

The high inflation has kept Riksbanken from lowering interest rates
before, which many commentators have considered to be unfortu-
nate in the context of alleviating the damaging consequences from
the cyclical downturn. The expected fall in inflation will now make it
easier for Riksbanken to reduce interest rates in the time ahead.
Therefore an additional interest rate cut of 1 percent is expected.

Inflation is also increasing in Sweden and is currently between 3 and
3.5%. Increasing food and energy prices are the main reason.
Calculations show that if the oil price rises by 10%, the CPI will 
increase by 0.25 percentage point. The 40% increase in energy 
prices from the start of 2007 to today has pushed the CPI up by
around 1 percentage point.  

The building and construction market  

We are facing a period of significantly lower building and construc -
tion investment in Sweden. A modest reduction of 1% in total invest-
ment is forecast for 2008. Uncertainty as to the duration of the pro-
blems in the financial markets is contributing to a general pessi-
mism among households and investors. This will make a strong 
contribution to the market decline in 2008. The general economic
slowdown that we are probably facing will affect the market in 2009
and 2010. These forecasts are also made with a large degree of
uncertainty.
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Building costs continue to rise

Construction investment is increasing during the period until 2012.
Annual growth rates will vary depending upon the severity of the
economic downturn. The following elements will help to hold activi-
ty at a continued high level:
• The government’s investments in infrastructure
• The adjustment towards more climate-neutral energy sources 

(wind power and HEP)
• Focus on further expansion of the telecommunications network
Exerting a negative influence are the private and cyclically-sensitive
segments of construction investment which will fall markedly. This
particularly applies to harbour development.

Non-residential investment is increasing by 3% per annum, and
much of this growth took place in the first six months of the year
when growth was 9%. The growth this year has been evident in both
private and public buildings. A decline of over 10% is forecast for
2009 and a further 5% in 2010. The downturn will be in private buil-
dings, while activity in public buildings will remain buoyant.

Housing investment will fall significantly in both 2008 and 2009. The
decline will occur for the most part in new housing, while invest-
ments in the current housing stock will remain firm.

Building costs have increased steadily during 2008 at an annualised
rate of 5.5%. Higher energy prices and increasing wage costs are
serving to push costs up. The weaker economy in combination with
lower prices for steel and wood products will slow the rise in costs
during 2009.  

Further details about the housing market
A decline in the number of new housing starts in Sweden is forecast
for 2008 and into 2009.9.

Sweden: construction costs for blocks of flats (annual growth)

Housing starts

Flats in blocks Single detached dwellings
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Home prices in Stockholm have
fallen in the third quarter 

Housing starts have fallen throughout 2008 and total housing starts
are estimated to be 23,000 this year.

(The high level of housing starts in 2006 was due to an accumula -
tion of projects that were registered as commenced before 
1 January 2007 in connection with the discontinuation of investment
subsidies.)

The decline is evident in both houses and units in blocks of flats. 
We forecast 22,000 housing starts in 2009. 

Sales prices
The housing market has already been affected by the financial crisis.
Higher interest rates, greater difficulty in obtaining loan financing
and households’ widespread pessimism are all contributory factors.
How much this will affect home prices in the future will depend on
such factors as what effect the government's “rescue packages” will
have and how quickly the financial institutions manage to normalise
the situation.  

Latest data from September 2008

In Stockholm prices have dropped by 4.5% so far this year and 
currently lie at the level we assumed in January this year when the
forecasts were made. Estate agents are reporting a marked decline
in the number of homes sold and lower sales prices. We must there-
fore assume that the decline will continue into the fourth quarter
resulting in a drop of 5-6% for the year. 

Housing prices. Dwellings

Sources: The Estate Agents, own estimates

Stockholm

Gothenborg

Skåne
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In Gothenburg prices have held somewhat better than expected.
Prices so far this year have remained little changed. Net migration to
the region is stable at close to 5,000 people per year and the level of
house building is considered well suited to this population growth.
The financial crisis and the uncertainty surrounding unemployment
and future income means that demand for housing will be much
lower in this region in the future.

For Skåne as a whole, prices appear to be in line with our expectati-
ons. There are major variations between the individual areas. The
Malmö region has experienced substantial population growth in
recent years as a result of strong migration from greater
Copenhagen. This will come to a stop in the future and serve to sig-
nificantly reduce housing demand. Prices and housing demand in
the region are forecast to continue falling. 

Economic indicators for Denmark
Following an extended period of buoyant growth in the Danish eco-
nomy, we are now embarking on a period of much lower activity.
The current outlook is that the Danish economy will be granted the
breathing space it needs. GDP growth for 2008 has been written
down from 1% to 0.5% as a result of the downturn in the internatio-
nal economy which has heavily affected Danish exports. In addition,
the slump in housing investment has further reduced growth.  

Unemployment diminished during the first six months of the year
and flattened out in August. Even though unemployment normally
reacts later than the decline in production, it is surprising how low
unemployment has stayed in Denmark. Unemployment is currently
down to 1.6% of the labour force, its lowest level since 1974.

Latest data from August 2008

Unemployment remains low, but
with signs of increasing

Denmark

GDP growth Denmark (quarterly growth from previous year)



There are now signs that the lack of available workers is about to
diminish. The dearth of manpower has abated within building and
construction in particular. We must expect that unemployment
during autumn will grow much higher.  

Latest data from August 2008

Industrial production has performed weaker than expected over the
last few months. Declining exports and reduced production for
inventory have caused the drop in recent months. The downward
trend is expected to continue during autumn.

Latest data from August 2008

Retail sales have performed much more weakly than we had expec-
ted. The decline up to August was about 5% and constitutes a drop
of approximately 6% from August the previous year.

There are a number of unfortunate factors that have affected Danish
consumers. Higher interest rates combined with the housing market
slowdown have made Danish consumers more pessimistic and cau-
tious. Inflation has also eaten up much of the wage growth over the
last year.
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Industrial production is perfor-
ming more weakly than expected

Significant decline in retail sales



Inflation has continued to increase in Denmark throughout the year
and is currently at its highest rate (4.2% annual rate) in September.
The greatest price rises have been evident in food and energy. 

The building and construction market

The outlook for total building and construction investment in
Denmark is poorer than we have seen before. A decline of 5% is
expected this year, with a further 2% in 2009. However, an improved
international economic situation at the end of 2010 could give the
economy, optimism and housing market a boost in Denmark. The
decline follows many years of high activity across the building and
construction sector. 

Even though there are growing expectations of a decline in building
and construction activities, no clear indications of higher unemploy-
ment among building and construction workers have been observed
so far. This may be connected with the fact that unemployment first
occurs amongst foreign workers who do not file for unemployment
or that the level of trade unionisation among building and construc-
tion workers has declined during the economic boom.

Confidence indicators for building and construction are pointing
downwards and are approaching the low levels last seen in 2003.
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Several years with lower growth
in building and construction

investment

Denmark, Inflation



Housebuilding is facing a pronounced decline in activity. In 2006
there were 32,000 houses built in Denmark. A large number of
empty and unsold homes combined with higher borrowing rates
and more restrictive lending institutions are the main reasons why
the housing market is standing still. 

House building this year is forecast to drop towards 17,000 units and
remain at this level in 2009 as well. However there is risk of an even
greater reduction if the financial turmoil and the difficult conditions
in the credit markets continue.  

Latest data from 3rd quarter 2008 
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Housebuilding is falling – sharply 

Home prices continue to fall,
more than expected

Confidence indicator in building and construction

Building

Construction



The prices of owner-tenant flats continue to fall in Denmark. The
annual decline in the 3rd quarter was 
10% and prices dipped the most in greater Copenhagen, by 12.5%. 

There was also a sharp fall of 27% in the number of sales. At the
moment, high interest rates and difficulty in obtaining loan financing
is creating pressure on the housing market. The proportion of avera-
ge household income spent on living expenses remains high, even
after accounting for the drop in home prices. As we look to the futu-
re, lower interest rates, continued good wage performance and
lower home prices may work synergistically to help the housing
market find its footing again in 2010.  
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We welcome your points of view 
and comments.

Rolf Albriktsen
Phone +47 21 05 75 71 Mobile +47 906 91 110
rolf.albriktsen@veidekke.no
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