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Introduction  

An economic slowdown is looming on the horizon 

We expect economic growth in most advanced economies to slow over the coming years, partly 

due to a tightening of resource utilisation and less of a positive impact from cyclical factors. Struc-

tural factors, such as lower trend growth in productivity and the labour force, also play a part. Our 

main scenario for most advanced economies is for modest growth, subdued inflation, low interest 

rates but high and increasing downside risks. Uncertainty is primarily due to political factors in 

Europe and a looming cyclical downturn in the US.  

US: Modest growth and rising recession risks 

In the US, household spending is likely to continue to be 

the main driver that holds up GDP growth. The inflation 

outlook is benign, in our view, with inflation gradually 

returning to two percent (see graph 1) preventing the 

Fed from sharply tightening monetary policy.  

Corporate profits are under pressure (see graph 2). The 

decline is already slowing investment and elevating de-

linquency rates on corporate loans. Banks have started 

to tighten credit standards, although risk premiums on 

corporate loans remain low. 

Our main scenario is for GDP to muddle through at close 

to its potential rate over the coming years. The labour 

market is currently neither characterised by slack nor 

overheating; in other words, the unemployment rate is 

equal to its equilibrium rate. However, we assess that 

the risk of recession within the forecast period is high 

and increasing. In particular, we fear an adverse spiral of 

tightening credit standards and increasing bankruptcies. 

We expect the Fed to increase rates by a quarter of a 

percentage point in December this year provided that 

inflation rises in line with Fed officials’ expectation, which 

is close to our view. For the rest of the forecast period, 

we anticipate interest rates being raised at the gradual 

pace of 25bp per year. 

Eurozone: Structural factors dampen growth 

Although GDP growth in the eurozone is currently low, 

we believe it is as good as it gets. We anticipate even 

lower growth and subdued inflation ahead. Sluggish 

growth is largely due to structural factors, such as slow-

ing productivity and labour force growth, but cyclical fac-

tors also play a part. GDP growth seems to have 

reached its peak for this cycle (see graph 3). 

The tailwinds that have lifted growth over the past cou-

ple of years are now waning. In particular, private and 

public spending will be supported to lesser extent by de-

clining interest rates, falling energy prices, increasing 

house prices and rising equity prices. In addition, we ex-

pect a slower pace of employment growth in the future 
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(see graph 4) to weigh on aggregate household spend-

ing and public finances. 

In our view, the economic slowdown that we anticipate 

could renew discussion about fiscal policies. Our view is 

that more expansive fiscal policies could elevate risks 

sharply, as in many euro states public finances are al-

ready under severe stress. 

We expect minor adjustments to the ECB’s asset pur-

chase programme in 2016 in the form of an extension 

and a flexing of its framework. However, in 2017, when 

growth slows, pressure on the ECB is likely to increase. 

In our view, a slowdown could lead to further monetary 

stimulus, despite the ECB’s current resistance to intro-

ducing new extensive programmes. 

Slow and grinding Brexit in the UK  

Prime Minister May announced that the UK government 

will trigger Article 50 by the end of March next year. 

Nevertheless, uncertainty about the future relationship 

between the UK and the EU remains high. Hard eco-

nomic data and sentiment indicators were better than 

feared over the summer. We anticipate a slow and grind-

ing deceleration in growth for the UK economy rather 

than an economic collapse. We expect no further inter-

est rate cuts from the Bank of England.  

A mixed picture for BRIC countries 

Growth in China has stabilised, thereby decreasing the 

likelihood of an economic hard landing, although growth 

is likely to remain on a gradually declining trend. The 

main drivers are an economic-policy-driven property 

boom and a politically-determined rebound in infrastruc-

ture investment (see graph 6). But the economy is also 

being hit by headwinds in the form of the removal of 

overcapacity in heavy industries, particularly steel and 

concrete. Nevertheless, we believe further Chinese 

monetary easing will be postponed for now. Authorities 

seem to have become more aware of the unintended 

adverse consequences that too much policy easing can 

trigger. The main negative risk to our forecast, in our 

view, is a disorderly bursting of the credit bubble.  

In India, growth is likely to remain strong. Prime Minister 

Modi’s ambitious reform agenda to increase competition 

and improve infrastructure is progressing steadily. In con-

trast, commodity-dependent Brazil and Russia have been 

in recession for the past few of years. We think growth in 

those countries will turn positive but remain low, thereby 

helping to lift overall growth in emerging economies. 

Slowing Nordic economies 

We expect growth in the Nordic countries to slow in the 

coming years, partly due to weaker demand from their 

trading partners, particularly Europe. Domestic-demand-  
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related structural problems also play a part. 

In Sweden, we expect growth to be close to its potential 

rate in the coming years. Household spending is likely to 

remain an important driver – in the future supported 

more by wages than by strong job growth. Employment 

has already started to stall, while unemployment is ris-

ing. Immigration flows in recent years twinned with poor 

integration is likely to lead to a greater skills mismatch 

and higher permanent unemployment. 

Inflation is expected to gradually rise as cost pressures 

increase. Our forecast is for inflation to reach the Riks-

bank’s target of two percent by the end of 2018. A major 

headwind is our forecast for a strong SEK (see graph 8) 

buoyed by robust growth and a tightening of monetary 

policy. We believe that the Riksbank will start to tighten 

monetary policy at the end of 2017.  

In Denmark, we forecast GDP remaining subdued in the 

coming years. The pace of growth is likely to continue to 

follow the much weaker trend in place since the financial 

crisis (see graph 9). A great challenge is the rapid de-

cline in productivity growth. Corporations have increased 

labour rather than capital to meet moderate demand. We 

expect the uncertain economic outlook to keep business 

investment subdued, which points to a continuation of 

low productivity growth. That would increase the risk of 

bottlenecks, even if growth remains low, but we expect 

inflation to remain subdued without reaching its target 

during the forecast horizon. 

In Finland, we expect growth to increase to about its 

potential rate in the coming years, with household 

spending and construction investment as the drivers. 

The decline in the IT sector is likely to continue weighing 

on productivity and net exports. Finnish wage formation 

is not flexible enough to reallocate production resources 

to high-productivity sectors (see graph 10). The remedy 

is labour market reform, which, if implemented properly, 

also has the potential to raise labour force participation 

from its lows relative to other Nordic countries. 

In Norway, mainland GDP growth is gradually picking up. 

One driver is residential investment, which has responded 

to a surprisingly fast acceleration in housing prices. In-

vestments in the oil sector continue to act as a drag, but 

we expect most of the adjustment to lower oil prices to be 

completed within a year. Nonetheless, GDP growth re-

mains subdued and it is likely to take time before the 

Norwegian economy returns to full employment. We ex-

pect core inflation to remain elevated in the near term but 

to fall as the effects of NOK weakness begin to fade. 

Economic expansion will eventually end  

Unemployment rates are now close to their equilibrium 

rates in many advanced economies. Consequently, the 

 

 

Percentage change 2015 2016f 2017f 2018f

Sweden 3.9 3.2 2.3 2.1

Norway Mainland 1.1 0.9 1.7 1.9

Finland 0.2 1.0 1.0 0.8

Denmark 1.0 0.6 0.5 0.5

EMU 1.6 1.5 1.1 1.3

USA 2.6 1.5 2.1 1.7

UK 2.3 1.9 0.9 1.3

The Netherlands 2.0 1.6 1.0 1.3

Japan 0.5 0.6 0.7 0.6

Brazil -3.8 -3.1 1.0 2.3

Russia -3.7 -0.8 1.1 1.5

India 7.2 7.5 7.7 8.0

China 6.9 6.6 6.3 5.9

Handelsbanken: GDP forecasts
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pace of economic expansion is likely to slow and ap-

proach its potential growth rate unless there are strong 

economic drivers and a significant overheating. 

Our main scenario is for advanced economies to expand 

at their potential growth rates (or slightly above) over the 

coming years. However, current financial and economic 

conditions are eventually likely to trigger economic 

downturns. Economies with the tightest resource utilisa-

tion are likely to be hit first (see graphs 11 and 12), as 

labour market overheating would boost labour income at 

the expense of business profits. Given low current pro-

ductivity growth, even modest wage increases would be 

enough to erode profit margins. In our view, downturns 

rather than upturns are the next logical step for those 

advanced economies that have muddled through at 

close to their potential growth rate for some time.  

Central banks have already started to plan for how to 

mitigate the next downturn: the theme of this year’s con-

ference at Jackson Hole was how to deal with future ad-

verse shocks in a zero policy rate environment. 

Can central banks mitigate future downturns? 

This time around, downturns in advanced economies 

cannot be mitigated by the traditional monetary policy 

response of lowering policy rates by about 3 percentage 

points. Policy rates are already negative or close to zero 

(see graphs 13 and 14) and are unlikely to be raised 

sharply before the next downturn. 

In her speech at Jackson Hole, Fed Chair Janet Yellen 

said that although fiscal policies can play an important 

role in strengthening the economy, monetary policy is 

likely to play a vital part of mitigating the next recession. 

We see Yellen’s speech as representative for the central 

banks’ view in general. She believes that new policy 

tools, such as quantitative easing QE which helped the 

Fed respond to the recession of 2007-09, will work also 

in future recessions. But Yellen is not confident, since 

she emphasises the importance of developing new tools 

to effectively handle recessions which start when inter-

est rates are already close to zero.  

We see significant uncertainty over whether monetary 

policy can respond effectively when policy rates are 

close to zero. In the quest for demand, the risk of ‘beg-

gar thy neighbour’ currency wars is high. There has al-

ready been a strengthening of anti-globalisation political 

movements in many advanced economies. 

Petter Lundvik, +46 8 701 3397, pelu16@handelsbanken.se 
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Global  

Growth slowdown in advanced economies 

With little slack left in the economy, growth in advanced economies is dampened by weak pro-

ductivity growth and labour market rigidities. This is offset by acceleration in growth in 

emerging markets; as a consequence, we expect the global economy to grow steadily around its 

historical trend. However, we see significant downside risks to this scenario due to high politi-

cal uncertainty, structural imbalances and economic policy that lacks the firepower to offset 

large negative shocks. 

Slowdown in H1 2016 partly temporary 

Global economic growth slowed somewhat in the past 

year and growth in industrial production was particu-

larly weak (see graph 1). The slowdown was more pro-

nounced in advanced economies than in emerging 

markets. Global trade growth decreased even more 

than production during this period, which is not un-

common during periods of high uncertainty (see 

graph 2). Financial market volatility in Q1 2016 and 

high political uncertainty ahead of the UK’s EU referen-

dum likely contributed to this.  

More recent data has been more benign and we expect 

a gradual pick-up in the latter half of this year. However, 

with populist sympathies growing stronger, we believe 

there is a risk that trade protectionism will increase. 

Subsequently, the rising trend for the internationally-

traded share of output could come to a halt – at least 

among advanced economies. 

Downside risks increasingly high 

Uncertainty about the consequences of the UK’s upcom-

ing exit from the EU implies a significant downside risk 

to our main scenario. A banking sector struggling with a 

low interest rate environment and an increasing number 

of bad loans pose an additional risk. Furthermore, debt 

levels are historically high in advanced economies and 

emerging markets. 

Furthermore, with interest rates near their lower bounds in 

most advanced economies, we expect that monetary pol-

icy will be less effective than before in offsetting any large 

negative shocks. Similarly, high government debt levels 

together with budget deficits imply that there will be less 

scope for fiscal policy to support the economy in the event 

of an unexpected downturn (see graph 3).  

Structural factors dampen growth 

Over the past couple of years, economic growth has to a 

large extent been driven by cyclical factors. However, given 

that there is less slack in the economy, growth now in-

creasingly relies on structural factors. Moreover, the condi-

tions for structural growth are less favourable than usual.  
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The trend in productivity growth in advanced economies 

has declined steadily over the past 25 years (see 

graph 4). It has been particularly weak since the finan-

cial crisis. Although it is difficult to pinpoint exactly what 

has led to this decrease in productivity growth, we can 

identify a number of factors that likely contributed.  

One such factor is likely the gradual shift from the capi-

tal-intensive, and hence productive, manufacturing sec-

tor to the service sector. The prolonged slump following 

the financial crisis and the subsequent euro debt crisis 

also had a negative cyclical effect on productivity 

growth. Arguably though, the most important factor for 

long-term productivity growth is investment, and the in-

vestment share of GDP in advanced economies is cur-

rently at a historical low (see graph 5). Following the fi-

nancial crisis, weak demand prevented firms from in-

vesting sufficiently in productivity-enhancing capital. 

Over time, this likely had a negative effect on productiv-

ity growth. As we do not foresee investments increasing 

over the next few years, we expect this issue to persist. 

Accordingly, we forecast productivity growth to remain 

relatively low for the foreseeable future.  

Globally, the investment share of GDP is at pre-crisis 

highs. This is due to strong investment growth in emerg-

ing markets. However, these investments largely have 

aimed at increasing production capacity with existing 

technology rather than increasing productivity. Further-

more, our view is that a significant proportion of these 

investments were not efficiently allocated.  

Global growth moves sideways 

Growth in advanced economies slows somewhat as 

structural factors dampen growth in Europe, while the 

US economy has reached a more mature phase of its 

business cycle (see graph 6).  

Growth in emerging economies is less synchronised 

than in advanced economies. While the Chinese econ-

omy softens, growth in India is expected to accelerate. 

Meanwhile, we forecast the Russian and Brazilian 

economies to shift from negative growth to slightly posi-

tive growth, and then to continue to increase gradually. 

This shift has a relatively large effect on our forecast for 

the overall growth in emerging markets.  

The slowdown in advanced economies is fully offset by a 

slight increase in emerging markets. Hence, we expect 

the global economy to grow at its historical average of 

3.5 percent in both 2017 and 2018.      

Jimmy Boumediene, +46 8 701 3068, jibo01@handelsbanken.se 

 

 

 

 

 

Source: Handelsbanken and IMF 

 

Percentage change 2015 2016f 2017f 2018f

Advanced economies 1.9 1.6 1.8 1.5

Emerging markets 4.0 4.0 4.7 4.8

World 3.1 3.0 3.5 3.5

Output growth
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Financial markets  

Central banks continue to drive financial markets 

The global economy is stuck in a low-growth, low-inflation environment and central banks have 

been forced to adapt to this. As a consequence, bond yields are likely to remain low and the volatility 

in the FX market will be further depressed. However, with markets becoming increasingly compla-

cent about low rates, risks of sharp spikes are increasing.   

Bond yields will remain low 

We anticipate that the ECB will extend its QE pro-

gramme. In our view, problems with the banking sector 

and poor demand would make tapering or ending the 

purchasing programme in Q1 next year an unattractive 

option for the ECB.  

The Bank of Japan intends to continue with asset purchases 

until inflation rises above 2 percent and the end of Japanese 

QE is nowhere in sight (see graph 1). Many argue for an 

even more aggressive easing of the monetary policy.  

As before, we expect a second rate increase from the 

Fed in December, but then for the third increase to occur 

no sooner than December 2017, which means that the 

Fed’s marked downward revision of the rate path will 

continue (see graph 2).  

A low-growth, low-inflation environment means that bond 

yields will remain depressed and we do not expect a 

substantial increase throughout our forecast period.  

USD to strengthen in the short term  

We forecast the USD to appreciate at the end of 2016 as a 

result of the Fed increasing rates. Taken together, height-

ened uncertainty about Brexit, weaker European growth and 

further stimulus from the ECB stand to weaken the EUR in 

the first half of 2017. Therefore, we forecast the USD to 

strengthen against the EUR over the coming year. That said, 

given that the US economy is slowing while the ECB’s 

monetary policy becomes less expansionary, we expect the 

USD to weaken against the EUR in 2018.  

We forecast the GBP to remain around historical lows 

against the EUR (see graph 3). We expect the uncer-

tainty surrounding Brexit to weaken the GBP against the 

USD in the coming six months. At the end of 2018, when 

this uncertainty has waned, we expect the GBP to 

strengthen against the USD.  

The CNY will continue to weaken against the USD albeit at 

a slightly slower pace due to fact that the authorities do not 

want to encourage further speculation against the CNY. 

As for the JPY, we believe that, eventually, an even 

bolder monetary and fiscal policy will be needed to 

weaken the currency.  
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Commodities 

OPEC back in business? 

In a surprising move OPEC decided to depart from its two-year-old strategy of a free oil market and re-

establish its role as price manager at its extra meeting in Algiers. The deal needs to be finalised ahead 

of the official meeting in Vienna on November 30, and talks will probably move prices. In the long run, 

there is a lot to prove before financial markets discount the cartel as a functional oil price manager. 

OPEC changed strategy 

In contrast to our view and market consensus, OPEC 

changed production strategy and reinforced a production 

target for its member group. The final deal is still to be 

negotiated. Russia has also shown unusual interest in 

joining OPEC’s strategy. The discussions between coun-

tries on country production quotas ahead of the official 

OPEC meeting in Vienna on November 30 will be suppor-

tive for crude oil prices. We think talks will be enough to 

raise the oil price by USD 10. We therefore raise our price 

forecast for the end of 2016 from USD 40 to USD 50. 

Oil market in surplus 

In the longer run, there is no scope for OPEC to start cut-

ting back on supply only to hand over that market share to 

US shale producers. We remain sceptical to what OPEC 

can achieve through its new strategy. We stay cautious 

ahead of 2017. Despite prospects of lower OPEC produc-

tion, the oil market is still in oversupply and any price rally 

will be short-lived. We and the market have more of a “see-

ing is believing” stance on OPEC’s cutback. The cartel has 

a lot to prove before the oil market is back in balance and 

implementation is key to re-establishing price leadership. 

OPEC’s history is very clear; cutbacks in a supply-driven 

price downturn have never been a success. This attempt 

proves how desperate Saudi has become and is further 

highlighted by that Iran seems to have got a “carte blanche” 

for the Iranians to continue to ramp up supply post sanc-

tions being lifted earlier this year. The low-price strategy 

orchestrated by the Saudis has clearly not worked. High-

cost producers have not cut back on production but have 

lowered their production costs and continue to produce. 

Bird Phoenix in US shale production 

US oil producers have added 109 rigs since the bottom in 

June at some 300, the longest period of expansion since 

the oil boom ended in early 2014. Explorers targeting 

crude have now brought rigs back, led by rising activity in 

the Permian Basin in West Texas. Drilling activity is the 

most evident indicator of increased production. Others are 

increasing M&A activity and companies are raising fi-

nance successfully. The spring and summer rally in oil 

prices is probably enough to increase production and drill-

ing fleet expansion is just the last evidence of a healthier 

sector. In our base case, we assume rising shale produc-

tion to weigh on oil prices over the coming six months. 

Martin Jansson, +46 8 701 23 43, nija03@handelsbanken.se 
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US  

The Fed is stuck between a rock and a hard place 

US GDP growth is likely to be close to its potential rate in coming years, mainly driven by house-

hold spending, but the risk of the US economy entering recession due to an adverse shock is high 

and increasing. Nevertheless, we expect the Fed to lift rates in December 2016 and then continue 

tightening policy at the gradually pace of 0.25 percentage points per year. Although Clinton is 

frontrunner in the presidential election, we do not completely rule out a Trump victory.  

Uncertainty about how much GDP growth will rebound in 

the second half of the year has increased. Incoming ex-

penditure-based data point to a moderate rebound in 

third-quarter GDP growth, while production-based busi-

ness survey evidence (see graph 1) is mixed. ISM 

manufacturing is fairly weak, while non-manufacturing is 

strong. Moreover, the tightening of the labour market is 

likely to continue, though at a slower pace. 

We believe growth will pick up in the second half of this 

year. Third-quarter growth will probably benefit from 

solid household spending. Spending has been driven 

more by rising employment than wages so far, although 

wage growth is likely to take over in the future. Further-

more, growth will probably also benefit from a further 

acceleration in total non-residential private investment. 

The already-reported increase in active drilling rigs 

points to a strong recovery in mining structure invest-

ment. Investment in intellectual property seems to be 

reviving further, while investment in equipment will 

probably drop markedly. Finally, already-reported con-

struction data point to a marked drop in residential in-

vestment in the third quarter. 

In a longer perspective, our main scenario is for growth 

to muddle through with GDP growth close to its potential 

rate. The labour market is currently neither characterised 

by slack nor overheating; in other words, the unemploy-

ment rate is equal to its equilibrium rate. We expect 

GDP to grow slightly faster than its potential rate in 

2017, thereby pressing down the unemployment rate by 

a couple of tenths of a percentage point. However, 

growth in 2018 will probably slow somewhat to below its 

potential rate and elevate unemployment slightly. 

Labour costs per unit of output are currently increasing 

at 1.5 percent y-o-y, while profits per unit of output are 

declining by 8.7 percent (see graph 2). However, the 

relationship between profits and labour costs is easier to 

understand by looking at their share of value added (see 

graph 3). The bottom line, in our view, is that labour 

costs are increasing at the expense of profits. 

The profit squeeze is already slowing investment and 

elevating delinquency rates for corporate loans (see 

graph 4). Banks have started to tighten credit standards 
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(see graph 5), though risk premiums on corporate loans 

remain low. 

The inflation outlook is benign, in our view, with core infla-

tion gradually returning to 2 percent (see graph 6), leaving 

little need for the Fed to tighten monetary policy sharply. 

Our US forecast is broadly in line with consensus. 

High recession risk 

Sooner or later, the US economy will be hit by an ad-

verse domestic or foreign shock that ends the current 

‘Goldilocks’ state. Expectations of rising corporate bank-

ruptcies would tighten credit standards, raise risk premi-

ums for corporate loans, and trigger a negative spiral of 

deteriorating credit conditions and increasing bankrupt-

cies, which would most likely end in a recession.  

Although not our main scenario, we believe that the risk 

of recession during our forecast period is high and in-

creasing. Recessions are generally impossible to assess 

in advance. The National Bureau of Economic Research 

does not identify recessions in real time; it waits for up to 

six months before declaring a recession retroactively. 

Fed stuck between a rock and a hard place 

In December this year, we expect the Fed to increase 

rates by a quarter of a percentage point providing that 

inflation rises in line with Fed officials’ expectation, which 

is close to our view. For the rest of the forecast period, 

we anticipate interest rates being raised at the gradual 

pace of 25bp per year. To avoid market turmoil in De-

cember, the Fed is likely to signal, at least informally, 

that it plans to increase rates at a very gradual pace in 

the future, which is broadly in line with our forecast.  

A major reason for a December hike is that the Fed 

needs to deliver before the end of the year to restore its 

credibility. The central bank has postponed increasing 

rates in line with its forward guidance for years. Except 

for in December 2015, every time the forward-guidance 

criteria for a rate hike were fulfilled, the Fed lost its 

nerve, referring to new economic threats or saying that 

the economy was not quite ready yet. 

The uncertainty surrounding future rate hikes is much 

greater than normal. At its meeting in September, the 

Fed said that near-term risks to the economic outlook 

appear roughly balanced, without mentioning longer-

term risks. In our view, the risk of recession is much lar-

ger than that currently being communicated by the Fed. 

Political deadlock more likely than bold reforms 

According to the polls, Hillary Clinton is the frontrunner 

in the US presidential election. The President is not 

elected directly; instead, the citizens elect electors. 270 

of the 538 electoral votes are required to become Presi-

dent. In all states except Maine and Nebraska, the win-

 

 

 

 
 

 

Percentage change 2015 2016f 2017f 2018f

GDP 2.6 1.5 2.1 1.7

Public spending 1.8 1.0 0.9 0.8

Household spending 3.2 2.6 2.4 1.9

Residential investment 11.7 4.7 1.2 2.4

Non-resid. investment 2.1 -0.9 1.1 1.0

Inventory investment 0.2 -0.4 0.1 0.0

Net exports* -0.7 -0.1 0.0 0.0

Unemployment** 5.3 4.9 4.6 4.7

Core inflation (PCE) 1.4 1.6 1.9 2.0

Key macroeconomic indicators
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ning candidate gets all electorates. In practice, the 

presidential election campaign focuses on the relatively 

small number of states where the chance of winning is 

even between candidates. According to current polls, 

Clinton is expected to win 205 electorates and Trump is 

expected to win 165 electorates; the rest of the elector-

ates (168) are evenly balanced states. 

The Republicans are expected to maintain their majority 

in the House of Representatives. According to the polls, 

the Republicans are expected to win 231 seats, the De-

mocrats are expected to win 189 seats and the remain-

ing seats (15) are evenly balanced. The outcome is 

much more uncertain in the Senate: the Democrats are 

likely to get 46 senators, the Republicans are also likely 

to get 46 senators and the remaining seats (8) are 

evenly balanced (see www.realclearpolitics.com). 

The economic implications of the election 

Politics has become more polarised during President 

Obama’s time in office. Clinton claims she will be much 

better at handling Congress than Barack Obama has 

been, but we disagree. Many Republicans dislike Clin-

ton, viewing her as a continuation of the Obama epoch. 

Our view is that the House will probably block Clinton’s 

reform agenda in the same way it has blocked Obama’s 

agenda. Every bill, including all budget and tax bills, 

must pass both chambers before the President can sign 

it into law. We therefore expect the political deadlock in 

Washington to continue if Clinton is elected. However, 

even a President that is blocked by Congress is power-

ful. Presidents can issue executive orders to exercise 

their executive power. Executive orders have the full 

force of law and do not require approval by Congress. 

If elected President, Trump’s agenda is less predictable. 

His political message is not fully consistent. Views that 

Trump states one day are often contradicted the next. No 

one has a clear understanding of the agenda he will pur-

sue as President. Moreover, many of his views challenge 

traditional Republican values. For instance, he embraces 

large, debt-financed infrastructure investments, while Re-

publicans traditionally dislike large budget deficits, which 

they view as future tax hikes.  

In our view, a Republican administration is likely to be fa-

vourable for businesses that benefit from less stringent 

financial regulation, lower taxes and greater tolerance 

about the use of fossil fuels. The education sector is likely 

to be a beneficiary of a win by the Democrats. 

Petter Lundvik, +46 8 701 3397, pelu16@handelsbanken.se 

 

 

 

 

The majority of Americans hold an unfavourable 

opinion on both Clinton and Trump. Almost one 

out of four likely voters say they do not support 

either candidate for President Clinton represents 

the political establishment and has support from 

the female, Latino and African-American popula-

tion. In contrast, Trump is pursuing an anti-

establishment campaign and has support from 

white men with a below-average income.xxxxxxx. 

 

 

 

 

In past decades, many of Trump’s supporters 

have been affected by globalisation, the out-

sourcing of simpler jobs to lower-cost emerging 

economies and rationalisation (see graph 7). 

Some of them are no longer part of the hard-

working American middle class that can afford a 

good life. They often believe that Mexicans have 

taken their jobs, either directly as immigrants or 

indirectly as jobs are outsourced to Mexico 

(made possible through the North American Free 

Trade Agreement). That is the backdrop for 

Trump’s aggressive attacks on Mexican immi-

grants and free trade agreements.xxxxxxxxxxxx 
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Eurozone  

Cyclical slowdown might lead to looser fiscal policy 

Given the circumstances, the eurozone economy has fared relatively well over the past two years. We 

now see the improvements in the labour market and in credit growth beginning to slow, and we believe 

the current business cycle is about to end. Although the ECB will likely do whatever more it can, the 

onus will again fall on fiscal authorities to act in an increasingly difficult political environment. 

The business cycle is growing mature 

We see the economic slowdown in Q2 as marking the 

start of a period of more sluggish growth. We expect 

2016 GDP growth in the eurozone to fall to 1.5%, which 

is on a par with the US for the first time during the post-

Great Recession period. However, we believe that this 

year’s economic performance in the eurozone is as good 

as it gets, and we foresee even lower growth next year, 

regardless of possible Brexit effects. While the Great 

Recession and the following debt crisis made the current 

business cycle very volatile, we still see the ‘normal’ M-

pattern as being intact, and we expect the economy to 

move into the right-hand “shoulder” of this cycle (see 

graph 1). This coincides well with what we have stressed 

earlier: many of the tailwinds are waning. Thus, we now 

have to add a cyclical downturn to the fact that potential 

growth has been falling ever since the eurozone was 

created and is expected to decrease further in the com-

ing years. This is both due to a slowdown in trend pro-

ductivity growth and poor demographic factors.  

Domestic demand has been an important growth driver 

for the past couple of years. Personal consumption has 

been lifted by lower energy prices, lower interest rates, 

increasing wealth (housing and stock prices) and as un-

employment has eased more than expected, especially 

in southern European member states (see graph 2). 

However, these tailwinds are now abating (see graph 3) 

and the contribution to GDP growth from government 

consumption looks set to decrease as the positive effect 

of waning austerity measures comes to a halt. 

One open question for the outlook is whether a greater 

degree of looser fiscal policy is on the cards, which 

could counteract some of the slowdown that we foresee. 

2017 is a big election year, and we have already seen 

some softening of the EU’s stance on budget rules this 

year. In addition, monetary policy has lost much of its 

potency as a growth driver, which leaves the onus on 

fiscal policy to support the economy. A move in that di-

rection could gain further impetus if it were to be com-

bined with much-needed structural reforms.  
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Lower productivity and poor demographics 

Productivity has been on a declining trend for more than 

ten years, and over the past two years the decline looks 

to have accelerated (see graph 4). In addition, demo-

graphic trends indicate that the employable part of the 

population (15-65 years) will decrease by almost 2.5 mil-

lion each year until 2050. As such, it seems that the eu-

rozone is in need of migrants to compensate for this 

drop in the labour force. The potential for increasing mi-

grant flows is still large (see graph 5), as the pursuit of 

higher living standards is growing ever greater. In the 

short term, we will most likely not see any easing with 

respect to migrant admittance into the eurozone, as the 

public costs as well as economic and political uncer-

tainty overshadow the potential benefits in the longer 

term. Furthermore, large migrant entries to the labour 

market could exert downward pressure on wages and 

add to disinflation. 

Credit growth and inflation peaking at low levels 

The collapse in credit creation has added to the more 

subdued nature of the current business cycle. Credit 

growth has nonetheless improved in the past two years, 

which has underpinned the modest economic recovery 

that we have seen. However, ECB lending surveys indi-

cate that the improvement in loan demand has already 

peaked. Combined with weak growth and a technical re-

verse in rising headline inflation, this will limit the rise in 

inflation next year. This picture could change if wage 

growth accelerates. So far wages have not reacted much 

to the closing of the unemployment gap (see graph 6), 

which could be explained by the fact that the decline in 

the unemployment rate in 2015-16 happened while the 

labour force increased. We see scope for wage growth 

picking up slightly over the next two years, adding to infla-

tion in 2018. Higher wage growth with continued low pro-

ductivity growth will, however, eat into corporate profits 

and reduce the scope for increased capital expenditure.   

Greater degree of abstinence from the ECB? 

In the short term, we expect only minor adjustments to 

the ECB’s asset purchase programme in the form of an 

extension and a flexing of its framework. However, look-

ing into 2017, we also see a need for new “real” stimulus 

as we expect economic growth to moderate more than 

the ECB projects and as headline inflation is expected to 

fall again. For the time being, it might seem that the ECB 

has taken on a greater degree of abstinence when it 

comes to providing new stimulus. But we believe this 

impression will change. A risk to our scenario would be if 

wage growth accelerates more than expected and/or we 

see a reinforced tendency toward fiscal expansion. Re-

call that we have already seen moves in this direction in 

Japan and we will probably soon see it in the UK as well. 

Rasmus Gudum-Sessingø, +45 46791619, ragu02@handelsbanken.dk 

 

 

Source: Handelsbanken Capital Markets 

Percentage change 2015 2016f 2017f 2018f

GDP 2.0 1.5 1.1 1.3

Household cons. 1.7 1.5 1.0 1.2

Investments 2.2 2.0 1.6 1.8

Net export* 0.1 0.2 0.3 0.2

Unemployment** 10.9 10.2 10.0 10.0

Inflation 0.0 0.2 1.3 1.3

Policy rate (dep. rate) -0.40 -0.40 -0.40 -0.30

* Contribution to  GDP growth  **Percent o f the labour force

Source: Macrobond
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Themed article: Interest rates and demographics  

Demographics push down interest rates 

Interest rates are currently at historical lows. While this is explained by exceptionally expansion-

ary monetary policy following the great recession, there are structural factors that suggest that in-

terest rates will not go back to pre-crisis levels in the foreseeable future. In this chapter, we explain 

why demographics will work to push down interest rates in the medium term.  

Interest rates at historical lows 

Interest rates have been at historically low levels for 

several years in most advanced economies (see graph 

1). The prolonged slump following the great recession 

has prompted central banks to pursue exceptionally ex-

pansionary monetary policy. However, the real economy 

has not responded to this according to previously ob-

served patterns. Instead, interest rates have pushed up 

prices of financial assets.  

There are several reasons why monetary policy has not 

had the desired effect. Economic growth has been 

dampened by low productivity growth and labour market 

rigidities. Structural factors and lower commodity prices 

have also held down inflation. Furthermore, since most 

central banks have pursued monetary expansion simul-

taneously, this has in many cases not been sufficient to 

weaken the domestic currency, thus mitigating an impor-

tant transmission channel for monetary policy.  

However, it also appears that the equilibrium interest 

rate, i.e. the interest rate that is independent of cyclical 

factors, has decreased. A lower equilibrium interest rate 

implies that policy rates would have to be lowered fur-

ther than previously to achieve the same level of stimu-

lus. We outline some of the structural factors that have 

lowered equilibrium interest rates below. 

Falling growth has lowered interest rates 

As productivity determines the return on capital, it is di-

rectly related to the interest rates investors are willing to 

pay on their loans. Productivity growth has fallen steadily 

in advanced economies, particularly since the financial 

crisis. This has contributed to a fall in the potential (or 

structural) GDP growth. The correlation between growth 

in potential real GDP and the equilibrium real interest 

rate has historically been strong (see graph 2). But after 

falling in tandem for nearly a decade, these have di-

verged in the last few years. One important explanation 

for this divergence is demographics. 

Higher life expectancy increases workers’ savings 

People save for retirement throughout their working life. 

How much they save depends on a number of factors, 

including preferences. In general, the longer the retire-

ment period is expected to be, the more workers need to 
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save. Hence, when the retirement period gets longer 

without a corresponding increase in the number of years 

people work, a larger proportion of workers’ income 

needs to be saved.  

Life expectancy has increased steadily over time and is 

expected to continue to do so in the future (see graph 3). 

But since the retirement age has not been adjusted as 

quickly, workers’ savings have increased, pushing down 

interest rates. This is expected to continue going for-

ward. It is noticeable that Japan, which has had low in-

terest rates for a long time, had a much sharper increase 

in life expectancy up until the 1990s. 

More pensioners increases dependency ratio  

The dependency ratio relates the number of children (0-14 

years old) and older persons (65 years or over) to the work-

ing-age population (15-64). Hence, an increase in the de-

pendency ratio implies an increase in the share of the 

population that is not of working age. Since people who do 

not work generally tend to save less, an increase in the 

dependency ratio implies that there are less people saving. 

This in turn means that overall savings are affected nega-

tively, and consequently, interest rates positively. 

The dependency ratio has trended differently in different 

countries (see graph 4). In general, it fell in the 1980s and 

1990s. With the exception of the US, it has started to in-

crease since then. An increase in life expectancy will 

eventually lead to a larger number of retirees, which will 

increase the dependency ratio. This will reduce savings in 

the future and have a positive effect on interest rates.  

Productivity ratio pushed down interest rates 

Some age groups are found to be more productive than 

others. Workers between the ages of 35 and 54 are 

generally found to be particularly productive. This age 

group has increased as a proportion of the overall popu-

lation in western economies (see graph 5). This has 

likely contributed positively to productivity growth. Japan, 

on the other hand, has had a falling productivity ratio 

since the mid-1990s.  

Going forward, the productivity ratio is expected to fall in 

advanced economies, which should have a negative ef-

fect on productivity. With continued low productivity 

growth, the investment share of output is likely to remain 

low in western economies. This will put further down-

ward pressure on interest rates.  

In summary, we expect demographic and structural fac-

tors to push down interest rates in the medium term. Our 

view is therefore that interest rates will not reach pre-

crisis levels in the foreseeable future.  

Jimmy Boumediene, +46 8 701 3068, jibo01@handelsbanken.se 
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United Kingdom  

Slow and grinding Brexit 

Uncertainty over the future relationship between the UK and the EU is still high. The UK govern-

ment’s plan remains unclear. Fear of a “hard Brexit” is mounting. However, hard economic data 

and sentiment indicators trended better than feared over the summer. We therefore anticipate a 

slow and grinding growth deceleration of the UK economy rather than a collapse. Accordingly, we 

expect no further cuts from the Bank of England.  

No immediate economic collapse 

Economic sentiment in the UK rebounded markedly after 

an immediate collapse following the Brexit vote (see 

graph 1). PMIs for manufacturing, services and constric-

tion are all higher now than they were prior to the refer-

endum. Consumer confidence has also improved, but 

remains in negative territory (as of September).  

To a large extent, the sentiment rebound likely can be 

attributed to a lack of a significant deterioration in current 

business (see graph 2) and the absence of a spike in 

unemployment. Claims for unemployment benefits have 

been much better than feared. Nonetheless, uncertainty 

about the future of the UK economy will not disappear 

soon. Given that the sentiment plunge in July now ap-

pears to have been exaggerated, we think the same 

may be true of the rebound. In our view, an average of 

the readings since July probably acts as a better gauge 

of conditions, indicating that output growth will not col-

lapse but rather gradually decelerate. 

The plan remains unclear 

The UK government has still not presented a clear plan 

for the road ahead. Contours are emerging, leading the 

market to increasingly fear a “hard Brexit”, which again 

has led to a further depreciation of the GBP. Mrs May 

maintains that the UK will not relent control of its bor-

ders, but she does not support a points-based system to 

control immigration, which was supported by the ‘Leave’ 

campaign. May has said that she wants the UK to se-

cure a unique trade model, allowing it to control immigra-

tion while providing a “positive outcome” for trade in 

goods and services.  

The insistence on border control probably means that 

full access to the EU inner market can be ruled out as a 

possible outcome. In addition to distancing herself from 

a points-based immigration system, May has stepped 

back from other key Brexit campaign pledges, such as 

committing an extra GBP 100m per week to the NHS, 

scrapping VAT on fuel and terminating all EU budget 

contributions forever. By doing that, she risks running 

into conflict with several of her own ministers.  
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She has been accused by the opposition of betraying 

Brexit values. Prime Minister May has announced that the 

UK government will trigger Article 50 by the end of March 

next year. However, there is a risk that the negotiations 

will not get properly going until after the elections in 

France and Germany, as the focus will probably turn in-

ward in those countries ahead of the elections, resulting in 

temporary political paralysis.   

Threat of a UK break-up receding 

Lately, it appears that the threat of Scotland leaving the 

UK has diminished. Nicola Sturgeon, the First Minister of 

Scotland, has been slowly softening her rhetoric on a 

second referendum; instead, she has shifted the focus to 

increasing Scotland’s influence over the final Brexit deal. 

In our view, the change of focus is probably related to 

Scotland’s struggling economy and recent opinions polls 

showing that the public does not want a split with the 

rest of the UK. Ruth Davidson, the Scottish Tory leader, 

has said Sturgeon should drop the referendum option 

entirely and help the country grow by removing the 

threat of a second referendum. 

No cut from the Bank of England, we expect 

Economic indicators suggest the danger that Brexit poses 

to the UK is no longer as acute. GDP in the UK grew by 

0.7 percent in Q2, following 0.4 percent growth in Q1. In 

August, the Bank of England (BoE) expected Q3 growth 

of 0.1 percent and projected close to zero growth for the 

whole of H2 2016 (see graph 3). That outlook was based 

partly on an assessment of available sentiment indicators 

at the time. The very recent trend in economic sentiment 

implies that the slowdown in activity will not be as abrupt 

as many feared, including the BoE. We expect the decel-

eration to be a slower and grinding process. Even though 

we expect investment to be the most affected short term, 

we also expect weaker wage growth and accelerating 

price inflation to eat into real wages ahead, dampening 

consumption growth over the coming two to three years.  

As we foresee a broad-based deceleration of economic 

growth, we also expect unemployment to increase. 

However, labour market rigidities make unemployment a 

slow-moving variable; we expect the rate to inch upward 

from 4.9 currently to an average of 5.5 percent in 2018. 

At its September meeting, the BoE acknowledged the 

better-than-expected economic performance and the 

Monetary Policy Committee now expects less of a slow-

down in UK GDP growth in H2 2016 than it did in Au-

gust. We believe the BoE will refrain from additional eas-

ing for now and will instead underscore its continued 

preparedness to take further measures if the outlook de-

teriorates. Market rates currently indicate a 20% prob-

ability of an interest rate cut from the BoE before the end 

of the year (see graph 4). 

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

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

Key variables 2015 2016f 2017f 2018f

GDP 2.2 1.9 0.9 1.3

Unemployment 5.4 5.1 5.3 5.5

Inflation 0.0 0.7 2.0 2.2

Policy rate 0.50 0.25 0.25 0.25

EUR/GBP 0.74 0.87 0.88 0.87
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Netherlands  

Following the lower growth trend 

We expect a slowdown in the Dutch economy as increased uncertainty dampens domestic demand 

and as slower growth for several of the Netherlands’ major trading partners weakens exports.  

The Dutch economy has outperformed the eurozone as 

a whole so far in 2016, but we expect economic growth 

to moderate into next year as cyclical tailwinds dissipate 

and as growth cools for several of the Netherlands’ ma-

jor trading partners. In 2018 we expect growth to in-

crease slightly, but several domestic as well as global 

uncertainties currently tilt risks to the downside. 

Private consumption growth has contributed to the eco-

nomic recovery since 2015, but the strength of consumer 

spending has been somewhat disappointing, given the 

strong rise in real disposable income and the EUR 5bn 

tax cut implemented at the start of this year. Thus, house-

holds’ propensity to save is high due to the elevated level 

of debt and as many homeowners grapple with negative 

equity despite a recovery in housing prices. The need for 

deleveraging will, in our view, continue to keep a lid on 

consumer spending (see graph 1). A slowdown in the im-

provement on the labour market and a slower rise in real 

disposable income also point to lower private consump-

tion growth ahead. Consumer demand could also suffer 

from political uncertainties associated with the general 

election in March 2017, especially if it leads to worries 

with regards to EU membership, which is a potential 

downside risk for the economic outlook.  

Exports have been a significant driver for the economic 

recovery, but foreign trade seems to be cooling some-

what. Slower growth for several of the Netherlands’ main 

trading partners is expected to curtail exports which will 

also be dampened as support from previous deprecia-

tion of the euro wanes. Furthermore, the effect on the 

Dutch economy from a Brexit-related slowdown and the 

weaker GBP will be greater than in most European 

countries due to closer-than-average trade relations be-

tween the Netherlands and the UK (see graph 2).  

Private investments have shown solid growth, driven by 

residential investments, but fixed business investments 

have also improved more than in several other Euro-

pean countries. However, there has been no evident im-

pact on productivity growth, which has followed the de-

clining trend seen in most developed countries (see 

graph 3). Structural reforms to enhance productivity are 

essential to secure stronger growth in the years ahead, 

especially as we see business investments slowing. 

Jes Asmussen, +45 4679 1203, jeas01@handelsbanken.dk 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Percentage change 2015 2016f 2017f 2018f

GDP 2.0 1.6 1.0 1.3

Unemployment (%) 6.9 6.3 6.1 6.0

Inflation 0.2 0.0 1.0 1.1

Source: Handelsbanken and Macrobond

Key variables
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China  

Growth slowdown on pause 

Infrastructure projects and the property boom have stabilised growth for now, but growth is likely 

to slow somewhat again next year. The renminbi will be devalued, but only very gradually.  

Economic growth looks to have stabilised and even 

picked up slightly over the summer. The main reason is 

that an easing of economic policies has led to a renewed 

property boom and a rebound in infrastructure invest-

ments (see graph 1). Households’ consumption is doing 

fine too, as indicated by booming car sales. Meanwhile, 

the process of removing overcapacity in heavy indus-

tries, such as steel and concrete, is weighing on those 

sectors’ production and investments. 

Another ‘mini-cycle’ in 2017 

With the official 6.5 percent GDP growth target within 

reach, further cuts to the interest rate and reserve re-

quirement rate are likely to be postponed, as the authori-

ties seem more aware and afraid than previously of the 

potential negative consequences of monetary policy that 

is too loose. Once the growth slowdown continues into 

2017 as the property market boom fades, economic poli-

cies are likely to turn accommodative again and temporar-

ily stabilise growth. Thus, we foresee another ‘mini-cycle’ 

in 2017 like the ones China has experienced in each of 

the past couple of years. Stripping away the mini-cycles, 

China’s growth is structurally slowing; we see overall GDP 

growth falling gradually over the forecast period. 

Risks skewed to the downside 

The main negative risk to the forecast is a disorderly 

bursting of the credit bubble. Even though credit is still 

growing faster than GDP, the related risks have fallen as 

the authorities acknowledge and start to address the 

challenges. Another negative surprise would be if the 

authorities choose to do less to support growth and ac-

cept a lower (but a more healthy longer run) pace of ex-

pansion. A short-term positive risk factor is that the 

property market boom could last longer than we expect, 

but that would be negative in the longer run. Another 

positive risk is the process of removing overcapacity be-

ing finalised successfully.  

Gradual currency depreciation expected 

Despite liberalisation and reforms, the authorities still con-

trol the exchange rate. They would probably let the ren-

minbi weaken by much more had they not been afraid of 

spurring further depreciation expectations and capital out-

flows. We therefore only expect a gradual weakening of 

the renminbi versus the USD in the forecast period. 

Bjarke Roed-Frederiksen, +46 4679 1229, bjro03@handelsbanken.dk 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2015 2016f 2017f 2018f

GDP growth 6.9 6.6 6.3 5.9

Inflation 1.4 2.0 2.2 2.1

Policy rate* 4.35 4.35 3.85 3.85

USD/CNY 6.5 6.8 7.0 7.0

* Benchmark 1 year lending rate

Source: Macrobond

Key variables
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Emerging economies  

Monetary policy in opposite directions 

The emerging economy universe continues to present a rather mixed picture. Countries that are 

primarily seen as producers of manufactured goods and services, many of which are in Asia, have 

continued to expand despite challenging market conditions globally. Commodity-based economies 

such as Brazil and Russia, by contrast, have been far less successful. And this diverging trend is 

likely to remain in place over the next couple of years. 

Emerging economies are naturally a very diverse group, 

reflecting factors such as income and productivity levels, 

trading patterns and economic orientation. Depending on 

such factors, countries may fare differently in different 

stages of the business cycle. For instance, in recent 

years, countries with a focus on manufactured goods and 

services, often located in Asia, have been much more 

successful than commodity producers such as Brazil and 

Russia. This diverging trend is likely to persist also over 

the next couple of years. Although Asian growth has 

come down somewhat recently, it will likely remain much 

higher than that of other regions (see graph 1). 

The BRIC quartet is illustrative of the division between 

commodity consumers and commodity producers. While 

China is slowing down, the economy is still expanding at a 

much higher pace than the developed economies. India’s 

economy, on which we have pinned high hopes based on 

the assumption of structural reforms, is likely to remain 

strong. The outlook for Brazil and Russia, both resource-

based economies which have been in recession during 

the past couple of years, is starkly different. As long as 

commodity markets are unable to stage a serious rally, 

growth will likely be capped at low single-digit numbers.  

Exchange rates important shock absorbers 

As expected, the growth divide in the emerging economy 

universe has also had consequences for monetary policy 

and financial markets. As the Chinese economy changes 

gear and growth is becoming more consumption-driven, 

the authorities have allowed the renminbi to weaken 

against the dollar, which has benefitted from the prospects 

of Fed tightening. The same applies to broader measures 

such as China’s nominal effective exchange rate. The fall in 

the foreign exchange reserves suggests that the authorities 

have leaned against the wind and managed to secure an 

orderly decline (see graphs 2 and 3). 

Indian policymakers are in many ways in a favourable 

position. If they play their cards well, we are cautiously 

optimistic that India will look forward to a long period 

characterised by strong growth and modernisation. 

However, as strong growth typically encourages capital 

inflows and tend to ignite inflationary pressures, monetary 

policy has to remain tight, while also guarding against an 
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excessively strong exchange rate. The rupee has been 

remarkably steady during the past couple of years. This 

stability has been made possible through fairly complex 

monetary policy operations. Going forward, we think that 

the Reserve Bank will have to adopt a simpler approach 

and chose between the exchange rate and interest rates as 

its primary intermediate target. See separate India article. 

In the rest of emerging Asia, growth has picked up after a 

temporary slowdown in the beginning of the year (graph 4).  

Activity has benefitted from buoyant conditions in global 

financial markets, partly offsetting weak global demand and 

China’s transformation to a more service-and consumption-

based economy. Growth has been supported mainly by 

domestic demand. Low inflation has allowed central banks 

to keep interest rates low. Most regional currencies have 

appreciated slightly since the beginning of the year. 

Commodity producers Brazil and Russia are facing strong 

headwinds. Both countries have suffered deterioration in 

terms of trade due to the steep fall in commodity prices 

(graph 5). To keep finances on an even keel, central 

banks wisely accepted a weaker exchange rate. That has 

been instrumental in limiting the impact on the external 

accounts. The exchange rate is also an important fiscal 

control variable, as a significant part of the tax base is FX-

denominated. Lately, the real and rouble have bounced 

back a bit, driven by more upbeat commodity markets and 

the decline in risk aversion. That trend is unlikely to last 

given our rather flat outlook for commodities. 

Solid outlook for Central Europe 

While low oil prices are hurting Russia, they are a boon 

to its neighbours in Central Europe. The EU’s eastern 

members are, by and large, growing at respectable 

rates. However, the low oil prices are not the only factor 

propelling economic activity higher. Low private and 

public indebtedness are also important. Households do 

not face the same constraints as in Western Europe. 

Given low interest rates and robust labour markets, 

households can be a driving force for years to come. 

The combination of a skilled workforce and still relatively 

low wages is also encouraging investment (graph 6). 

Although growth remains higher than in the mature 

economies, inflation is very low and has even dipped 

below the zero line in some countries. The stance of 

monetary policy is therefore not that different from the 

ECB’s. This is certainly the case in the Czech Republic, 

as the koruna is subject to an informal peg. The central 

banks in Hungary and Poland have more freedom to set 

interest rates. The National Bank of Poland has so far 

not cut its policy rate despite inflation undershooting the 

inflation target. We think there is scope for a stronger 

zloty ahead as inflation picks up again (graph 7). 

Gunnar Tersman,+46 8 701 2053, gute03@handelsbanken.,se 
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Sweden 

Structural problems dampen future growth 

With a negative policy rate, monetary policy has little ammunition left. Given budgetary restrictions, 

the same holds true for fiscal policy. Despite slower growth, we foresee high resource utilisation in 

the coming years. We expect higher inflation to incite a rate increase from the Riksbank at the end of 

2017. However, structural problems and political uncertainty persist. Beyond our forecast period, 

prospects for a repeat of the strong performance from the past couple of decades appear to be fading. 

Economic growth has peaked 

In the past four growth peaks, GDP growth has exceeded 

5 percent y-o-y, but we do not expect that to happen this 

time around. Last year’s upbeat GDP growth (with a y-o-y 

rate of 4.6 percent in Q4) stands out as the obvious 

peak (see graph 1). This year, the slowdown material-

ised more quickly than we had forecast, driven mainly by 

falling exports. Looking ahead, we forecast a gradual 

recovery in exports, although we also anticipate head-

winds from a stronger SEK. We expect a slight net ex-

port boost to GDP in 2017 to be temporary, as a strong 

domestic demand trend should lift imports. 

Investment growth set to fall 

While strong consumption has been prominent in recent 

years, residential investments have been a vital driver too. 

Since plummeting after the euro crisis in 2011-12, residen-

tial investment has risen rapidly. But the legacy of underin-

vestment is still noticeable; particularly in the scarce supply 

of urban housing. We expect rent control, regulations and 

the market power of major construction enterprises to work 

against a further rise in residential construction. 

Non-residential investment has also risen strongly in re-

cent years. Since the pre-Lehman peak, non-residential 

investment has grown at an average annual rate of 

1.6 percent, which is weak from a historical perspective, 

but quite strong considering the economy muddled 

through both the Lehman financial crises and the euro 

crisis. The upsurge is broad-based, encompassing ma-

chinery and intellectual property products, and is promi-

nent in both goods and service sectors. We do not fore-

see a continuation of this over the next few years. In 

2017, we expect sharp growth moderation in investments 

across the board (see graph 2). 

Consumption a main driver of growth 

Consumption has been a main driver of GDP growth 

since the financial crisis. Initially, consumption was driven 

by falling interest rates, low inflation and tax rate cuts. In 

2014-16, consumption growth was largely held up by 

strong employment growth. Going forward, we expect it to 

be driven by wage increases, as structural factors 

dampen employment growth. We expect high population 

growth to contribute to this. 
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We see a risk that the already-high savings ratio for the 

household sector could increase even further, given the 

scepticism about the sustainability of the welfare systems. 

However, given that the present administration has a 

weak position in parliament, fiscal policy is unlikely to take 

a very different course than ‘close to neutral’. An addi-

tional risk is the potential for new policies with the aim of 

curbing household debt to be taken too far.  

Structural factors hinder employment growth  

In the labour market, vacancy rates and recruitment times 

are peaking. In parallel, the number of unemployed per-

sons has moved sideways this year, as employment has 

stalled. We believe an additional boost in jobs is possible 

in the short term, but that the mismatch between jobs and 

job seekers curbs the potential ahead.  

Our forecast of slowing GDP growth also implies slightly 

higher unemployment further ahead. From the current 

unemployment rate (7.0 percent seasonally and trend-

adjusted), we calculate an increase of 0.3 percentage 

points until year-end 2018. The main reason for this in-

crease is that the group of foreign born persons, which 

has a larger unemployment rate, will increase in coming 

years (see graph 3 and 4). This compositional effect will 

likely be more evident beyond the forecast period, when 

the bulk of 2015 immigrants should surface in labour mar-

ket data. With this in mind, we expect wage and unit la-

bour cost growth in 2016-18 to trend higher than in recent 

years. Therefore, we expect the ongoing rise of inflation to 

continue, albeit slowly. 

Riksbank to increase rates slowly  

Our forecast of a stronger SEK is a headwind, contin-

gent on the monetary tightening we forecast (see 

graph 5). When CPIF inflation moves toward 2 percent, 

we expect the Riksbank to take the opportunity to 

tighten, with a first rate increase in Q4 2017. We expect 

CPIF inflation to hover around 1.7-1.8 percent by then 

(see graph 6). However, rate hikes will not have pro-

gressed very far by the end of 2018, leaving monetary 

policy with little ammunition for future crises. Altogether, 

we expect somewhat tighter economic policy ahead. 

Structural factors a medium-term challenge 

In the medium term, Sweden faces tough challenges. 

The lack of supply of skilled labour is holding back the 

economy and the debt build-up inevitably entails risk. 

The large divide between ‘insiders’ and ‘outsiders’ in the 

labour and housing markets appears set to persist. Re-

cent years’ immigration flows and poor integration indi-

cate structurally higher unemployment and a lasting bur-

den on public finances; these consequences should in-

tensify further ahead.                                      

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

 

 

 

 

Percentage change 2015 2016f 2017f 2018f

GDP 3.9 3.2 2.3 2.1

Household cons. 2.6 2.3 2.1 2.1

Investments 6.8 7.4 2.8 1.8

Net export* 0.3 -0.6 0.1 0.0

Unemployment** 7.4 7.0 6.9 7.2

CPIF inflation 0.9 1.5 1.7 1.8

Policy rate -0.35 -0.50 -0.25 0.25

SEK/EUR 9.17 9.35 8.85 8.85

* Contribution to  GDP growth  **Percent o f the labour force

Source: Macrobond

Key variables
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Norway  

Mainland GDP picking up; output gap still negative 

After grinding to a halt during 2015, mainland GDP growth appears to be gradually picking up. 

Residential investment activity is contributing significantly to growth, whereas oil investments 

continue to act as a drag. Therefore, GDP growth remains subdued and it will take time before the 

economy returns to full employment. We expect core inflation to stay elevated in the near term, 

but it should soon drop when the effects of the weakening of the NOK begin to fade. 

After grinding to a halt during the second half of 2015, 

mainland GDP growth appears to be gradually picking 

up (see graph 1). For 2016 our forecast for mainland 

GDP growth is 0.9 percent, following 1.1 percent in 

2015. In our previous Macro Forecast Norway, released 

in April, we expected a GDP growth of 0.6 percent this 

year. However, we revised up our estimate to 0.8 per-

cent in May following new information that the revised 

fiscal budget for 2016 would be significantly more ex-

pansionary than previously indicated.  

That said, the momentum shift in the economy is now 

somewhat stronger than previously expected. As the lion’s 

share of 2016 growth is already past, this momentum shift 

is reflected primarily in our higher estimate for the 2017 

annual growth rate. We now expect mainland GDP growth 

of 1.7 percent in 2017 (previously: 1.4 percent). 

Residential investments add significantly to growth 

The key reason for the upward adjustment follows from 

the surprisingly fast acceleration of housing prices, 

which is boosting residential investment activity, espe-

cially in the near term (see graph 2). It takes some time 

before the full effect of rising prices passes through to 

investment activity. However, in line with past experi-

ences, we expect that a large part of the total adjustment 

happens within a year. Because housing prices started 

to accelerate in March this year, and spiralled even fur-

ther during the summer months, we expect residential 

investments to contribute significantly to growth during 

the remainder of 2016 and some of 2017.  

Apart from substantial fiscal stimulus and residential in-

vestment activity, the other growth drivers are more 

muted. Oil investments continue to decline, and we do 

not expect the bottom to be reached until the end of the 

forecasting horizon. Exports from the mainland are 

dampened due to persistently subdued global growth, 

and finally, consumption growth remains modest due to 

subdued real wage expectations. In all, we do not fore-

see that mainland GDP growth will pick up to its poten-

tial growth rate until 2018. As the output gap is  

clearly negative, our estimates imply that slack will re-

main in the economy for several years.      
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Labour market slack persists 

The degree of underutilisation of resources is reflected in 

still-weak labour market trends. Survey unemployment 

(LFS), the broadest measure of labour market slack, has 

continued to rise this year. It currently stands at 5.0 per-

cent, which is high by Norwegian standards. Our estimate 

of the equilibrium unemployment rate is approximately 

3.25–3.5 percent. Employment growth has been negative 

for most of this year (see graph 3), and prospects for the 

coming six months are only for a slight increase, accord-

ing to Norges Bank’s Regional Network. The key insight is 

that it will take time before unemployment starts trending 

lower, even if mainland GDP picks up gradually.     

Elevated inflation in the near term 

Core inflation, as measured by the CPI-ATE, has spi-

ralled well above expectations. Currently, the CPI-ATE 

reads 3.3 percent y-o-y, following the 2015 average of 

2.7 percent. We see some evidence of non-linearity be-

tween the NOK exchange rate and core inflation. Since 

the inflation target was introduced in 2001, we have not 

seen such a prolonged period of NOK weakness as 

what followed in the wake of the oil price collapse in late 

2014. Normally, a weakening of the NOK lifts core infla-

tion through higher prices for imported consumer goods. 

This time it appears as if the contagion of rising prices 

has spread to domestically produced goods (more pre-

cisely, goods with high import content or in direct com-

petition with imported consumer goods). This may have 

broadened the acceleration of the CPI-ATE and, as 

such, lifted it to a higher peak (see graph 4). However, 

this effect is still temporary, and we continue to forecast 

deceleration of core inflation ahead. Moreover, the 

downturn will be amplified by the negative output gap 

and modest nominal wage growth (see graph 5). 

Low rates are here to stay 

As expected, Norges Bank decided at its September 

meeting to keep the policy rate unchanged at 0.50 per-

cent. The easing bias is still in the Bank’s forecast how-

ever, the projected policy rate path implies around a 40 

percent probability for a rate cut of 25 basis points dur-

ing H1 2017. We believe there are downside risks to 

Norges Bank’s policy rate outlook and do not expect that 

prices and wages will hold up as well as forecast by 

Norges Bank; note that Norges Bank’s wage estimates 

are well above the expectations formed by the social 

partners. As such, we believe Norges Bank will cut its 

policy rate to 0.25 percent by June next year, and that it 

will remain at this level throughout our forecast horizon.  

Marius Gonsholt Hov, +47 223 97340, maho60@handelsbanken.no 

 
 

 

 

 

 

 

 

 

 

 
 

Percentage change 2015 2016f 2017f 2018f

Mainland GDP 1,1 0,9 1,7 1,9

Public spending 2,2 2,7 2,9 1,8

Household spending* 2,1 1,8 1,8 2,1

Residential investment 1,6 7,6 4,8 2,3

Business investment -1,6 0,5 2,1 2,8

Mainland exports 5,6 -4,1 3,3 2,8

Mainland imports 2,3 0,6 2,1 2,1

Oil investment -15,0 -16,1 -5,8 -1,5

LFS unemployment 4,4 4,8 4,8 4,7

Core inflation (CPI-ATE) 2,7 3,3 2,4 1,2

Policy rate** 0,75 0,5 0,25 0,25

* Including NPISH **Ultimo period

Key macroeconomic indicators
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Denmark  

In dire need of reform 

The economy entered recession again in the last half of 2015, but regained some traction in the first 

half of 2016, even though the recovery remains fragile. As we expect slower growth for several of 

Denmark’s major trading partners; abating tailwinds for private consumption and a lack of business 

confidence to suppress investments, we continue to view the growth outlook as weak.  

Following an export-led recession in the latter half of 

2015, the Danish economy recovered faster than antici-

pated in the first half of 2016. However, the overall pace 

of the recovery is still following the much weaker trend 

that has been in place since the Great Recession and 

we see little reason to believe that a stronger recovery 

will occur (see graph 1). Given the stronger-than-

expected performance in the first part of the year, and as 

the Brexit referendum appears to have had little short-

term negative effect on economic development outside 

of the UK, we revise our 2016 GDP growth forecast up-

ward from 0.3 percent to 0.6 percent. However, we ex-

pect growth to remain stuck at around 0.5 percent in 

both 2017 and 2018, which we believe is close to the 

current potential growth rate of the economy. 

The latest signals from sentiment indicators point to 

economic activity continuing to be muted (see graph 2). 

Even though there have been no signs of any imminent 

Brexit-related impact, business barometers have been 

weak for several months, indicating little faith in the eco-

nomic outlook. Furthermore, even though the UK vote 

has not incited a short-term, setback in economic activ-

ity, we believe it is still likely that the uncertainty it brings 

will weigh on investment and exports at a later stage.  

Importantly, the acceleration in Danish growth in the first 

half of 2016 was driven mainly by government expendi-

tures and weak imports, whereas investments, exports 

and private consumption remained relatively subdued. In 

our view, this underscores that the economic recovery is 

fragile. We find that risks are skewed to the downside 

and primarily emanating from the uncertainty related to 

the strength of the global economy. Thus, a maturing 

global business cycle could weigh more heavily on the 

growth outlook later in the forecast horizon. 

Household spending has been making a real contribu-

tion to economic growth since 2014, and grew 2.3 per-

cent last year – the most since 2006. However, con-

sumer confidence now points to a marked slowdown in 

private consumption growth, despite accommodative 

fundamentals for households such as low interest rates, 

low inflation and improving job and housing markets 

(see graph 3). However, some of these tailwinds are set 

to abate; the outlook for somewhat higher inflation is one 

notable factor. Also, consumers’ propensity to save or 
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reduce debt remains high due to household debt still be-

ing elevated. In our view, this will dampen growth in pri-

vate consumption over the forecast horizon. A positive 

surprise could emerge if the improvement in the housing 

market at some point induces a credit-led surge in con-

sumption, as was the case prior to the financial crisis. 

Nevertheless, we are more inclined to believe that the 

early signs of fatigue in the labour market will act as a 

further restraint on household demand.  

A rapid improvement in the labour market has been the 

silver lining on the weak economic recovery over the last  

years. However, this trend highlights one of the largest 

challenges facing the Danish economy, namely the rapid 

decline in productivity growth, as companies have cho-

sen to increase labour over capital in order to meet the 

moderate demand. This is not a phenomenon isolated to 

Denmark, although the country does stand out as a lag-

gard in terms of fixed business investment, with the in-

vestment rate barely moving after the collapse in the 

wake of the financial crisis (see graph 4). As we expect 

the uncertain economic outlook will keep business in-

vestment subdued, it is difficult to envision productivity 

growth accelerating substantially. This increases the risk 

of bottlenecks even in a low-growth scenario. Tightness 

in the labour market already has reared its head in 

manufacturing wage growth, which has grown faster in 

Denmark over the last three quarters than for its main 

trading partners on average (see graph 5). If sustained, 

this will burden competitiveness, which alongside expec-

tations of slower growth for several of Denmark’s main 

trading partners, curtails the outlook for exports. 

It is clear that an increase in wage growth together with 

weak productivity is not a sustainable situation for com-

panies. Unit labour costs increased at an annual pace of 

above 5 percent in Q2 (see graph 6). If economic activity 

does not improve, businesses will have to hire fewer 

people and eventually downsize staff in order to contain 

profits. As such, we expect that job growth will weaken 

during the remainder of the year and that unemployment 

will most likely begin to increase at some point in 2017. 

It is imperative that fiscal policy measures are introduced 

that not both strengthen productivity and address the 

problem of an ageing population in order to lift the growth 

potential of the economy in the longer term. Recently, the 

government announced an economic plan covering the 

period until 2025 that could mitigate the challenges. How-

ever, details in the plan have created a rift between the 

government and its support parties that could result in 

calling an early general election. Thus, political uncer-

tainty has the potential to restrain the housing market, 

investments and consumption, at least in the short term. 

Jes Asmussen, +45 4679 1203, jeas01@handelsbanken.dk 

 

Percentage change 2015 2016f 2017f 2018f

GDP 1.0 0.6 0.5 0.5

Household cons.* 2.3 1.6 0.8 0.6

Government cons. -0.7 1.0 0.5 0.5

Fixed investments 1.1 0.9 1.0 0.6

Exports 0.3 0.3 1.0 0.8

Imports 0.0 0.7 1.7 1.3

Unemployment, LFS** 6.2 6.1 6.3 6.5

Inflation 0.5 0.3 1.1 1.4

Policy rate (dep. rate)*** -0.75 -0.65 -0.45 -0.20

* Incl NPISH  **Percent o f the labour force ***Ultimo period

Source: Macrobond and Handelsbanken

Key variables
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Finland 

Recovery on shaky foundations 

Finland is currently experiencing a moderate GDP recovery, but that is as good as it gets. We forecast mod-

est average annual growth of 1 percent for 2016-18, as growth is based on increased leverage and relies pri-

marily on private consumption and construction investments. Without positive contribution from net ex-

ports, the recovery will be muted. 

Cyclical and structural headwinds since the financial cri-

sis have made Finland one of the worst performing 

economies among advanced countries including the eu-

rozone (see graph 1). Finland went into a second reces-

sion in 2012-14 after which it has only recovered mod-

estly with GDP growth of just 0.2 percent in 2015. Fur-

thermore, the 0.3 percent q-o-q increase in GDP at the 

beginning of this year turned out to be temporary, as the 

economy stalled in Q2. Despite the apparent moderate 

recovery in GDP growth, we forecast only 1 percent av-

erage annual growth for our forecast period (2016-18), 

as growth is based on increased leverage and relies 

primarily on private consumption and construction in-

vestments. A substantial positive contribution from net 

exports is needed for a more sustainable recovery. 

The productivity decline in the IT sector continues to 

weigh on overall growth, total productivity and net ex-

ports. Finland still lacks the dynamics to reallocate re-

sources to high productivity sectors and high productivity 

firms. Due to this there is a clear risk that the economy 

will continue to underperform its peers and face major 

difficulties financing public sector expenditure as demo-

graphic problems start to emerge. We therefore do not 

expect the public-debt-to-GDP ratio to decline during our 

forecast period. 

Brighter view for exports, yet no robust recovery 

Finnish exports have been a disappointment for quite 

some time (see graph 2), but we are slightly more positive 

about the second half of the year, as the manufacturing 

sector posted a broad based turnaround in Q2 2016. Re-

cent data suggests that the recovery continued into the 

beginning of Q3 (see graph 3). A more benign global 

growth picture after Brexit turbulence and an easing of 

global financing conditions seem to be lifting the Finnish 

industrial output and export. Given that the economic re-

covery in Finland is driven by domestic demand, it is no 

surprise that the trade balance is back to a deficit, as 

growth in the import of goods has outpaced exports. 

Without a robust recovery in exports (which we do not 

foresee) and with the service export balance firmly nega-

tive, a substantial, stable current account surplus is not 

expected during the forecast period. Finland’s weak ex-

port performance relative to peers indicates a protracted 

path for the restoration of cost competitiveness (see 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Finland was in recession during 2012-14, dur-
ing which the economy contracted by almost 3 
percent. The recovery thereafter was modest, 
with GDP growth of just 0.2 percent in 2015. 
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graph 4). The task is particularly challenging given that 

most eurozone countries are attempting the same thing. 

Demand recovers, but no inflationary pressure 

In Q2 2016, y-o-y growth in private consumption acceler-

ated to 2.5 percent, supported by several factors, including 

a clear improvement in consumer sentiment (see graph 5). 

Consumers are more upbeat about the prospects for the 

Finnish economy, leading to households taking on more 

debt, thereby supporting domestic demand. Low inflation 

and slightly improved labour market conditions have been 

the main reasons behind households’ change of tone. 

Nevertheless, wage and salary earnings show modest 

growth of just over 1 percent, which is not enough to gen-

erate inflationary pressure from domestic sources. 

In 2017, households’ purchasing power will be supported 

by the already sealed 515 MEUR income tax cuts. Ac-

cording to the Taxpayers Association of Finland, it will 

enhance median income earners’ purchasing power by 

0.7 percent. In total, however, we expect private con-

sumption growth to slow in 2017-18 alongside gradually 

rising inflation and a lack of nominal wage increases. A 

maturing global business cycle should increase precau-

tionary savings among Finnish consumers in 2018.  

Investments have posted a strong turnaround, expand-

ing by 7.1 percent y-o-y in Q2 2016. Construction in-

vestments are booming (see graph 6) as pent-up de-

mand created by strong internal migration spurs the 

construction of small residential buildings in growth cen-

tres, particularly in the Greater Helsinki region. However, 

the housing market will probably peak this year. Con-

struction activity is likely to remain strong in 2017-18, but 

growth will slow to a more moderate pace.  

Labour market turning around 

The labour market has been gradually recovering since 

June 2015, with the seasonally-adjusted unemployment 

rate falling from 9.5 to 8.7 percent. New jobs are being 

created within construction, transportation, healthcare, 

administration and support services. The labour force 

shrank marginally during January-August, indicating an 

increase in the inactive population and retirement. The 

substantial fall in the unemployment rate therefore over-

states the health of Finnish labour market conditions. 

According to OECD/EU Commission estimates and our 

own calculations, labour market slack is not particularly 

large, despite the prolonged period of weak growth. We 

therefore do not expect the unemployment rate to fall 

much below 8.5 percent in our forecast period. Without 

major reform, the employment rate will stay much lower 

than that needed for the preservation of the welfare state. 

Tiina Helenius, +358 10 444 2404, tihe01@handelsbanken.se 

Janne Ronkanen, +358 10 444 2403, jaro06@handelsbanken.se 

 

 

 

 

Percentage change 2015 2016f 2017f 2018f

GDP 0.2 1.0 1.0 0.8

Household cons. 1.5 1.7 1.3 0.8

Investments 0.7 4.5 3.2 2.0

Net export* -0.8 -0.8 -0.2 -0.1

Unemployment** 9.4 8.8 8.5 8.4

Inflation -0.2 0.3 0.9 1.2

* Contribution to GDP growth  **Percent of the labour force

Source: Macrobond and Handelsbanken

Key variables
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Key ratios 
 

Real GDP forecasts 

 

Source: Handelsbanken Capital Markets 

 

Inflation forecasts 

 

Source: Handelsbanken Capital Markets 

 

Unemployment forecasts 

 

Source: Handelsbanken Capital Markets 

  

2015 2016f

(Previous

 forecast 

2016) 2017f

(Previous

 forecast 

2017) 2018f

(Previous

 forecast 

2018)
Sweden 3.9 3.2 3.0 2.3 2.2 2.1 2.1
Norway 1.6 0.7 -0.1 1.2 0.8 1.3 1.2
Norway Mainland 1.1 0.9 0.8 1.7 1.4 1.9 1.9
Finland 0.2 1.0 1.0 1.0 1.2 0.8 0.9
Denmark 1.0 0.6 0.4 0.5 0.5 0.5 0.5

EMU 1.6 1.5 1.5 1.1 1.0 1.3 1.3
USA 2.6 1.5 1.7 2.1 2.2 1.7 1.7
UK 2.2 1.9 1.6 0.9 0.9 1.3 1.3
The Netherlands 2.0 1.6 NA 1.0 NA 1.3 NA
Japan 0.5 0.6 0.5 0.7 0.6 0.6 0.6

Brazil -3.8 -3.1 -2.7 1.0 1.2 2.3 2.2
Russia -3.7 -0.8 -0.4 1.1 1.3 1.5 1.5
India 7.2 7.5 7.5 7.7 7.7 8.0 8.0
China 6.9 6.6 6.6 6.3 6.3 5.9 6.1
Poland 3.6 3.3 3.5 3.3 3.5 3.5 3.3

2015 2016f

(Previous

 forecast 

2016) 2017f

(Previous

 forecast 

2017) 2018f

(Previous

 forecast 

2018)
Sweden -0.1 1.0 0.9 1.5 1.4 2.1 2.1
Norway 2.1 3.7 3.7 2.3 2.3 1.2 1.1
Finland -0.2 0.3 0.2 0.9 1.0 1.2 1.4
Denmark 0.5 0.3 0.4 1.1 1.0 1.3 1.4

EMU 0.0 0.2 0.3 1.3 1.3 1.3 1.3
USA (core) 1.4 1.6 1.7 1.9 1.9 2.0 2.0
UK 0.0 0.7 1.0 2.0 1.7 2.2 2.3
The Netherlands 0.2 0.0 NA 1.0 NA 1.0 NA

2015 2016f

(Previous

 forecast 

2016) 2017f

(Previous

 forecast 

2017) 2018f

(Previous

 forecast 

2018)
Sweden 7.4 7.0 6.8 6.9 6.8 7.2 7.3
Norway 4.4 4.8 4.8 4.8 5.0 4.7 5.0
Finland 9.4 8.8 9.3 8.5 9.1 8.4 8.9
Denmark 6.2 6.1 5.9 6.3 6.3 6.5 6.5

EMU 10.9 10.2 10.2 10.0 10.1 10.0 9.9
USA 5.3 4.9 4.8 4.6 4.6 4.7 4.7
UK 5.4 5.1 5.7 5.3 6.3 5.5 6.5
The Netherlands 6.9 6.3 NA 6.0 NA 6.1 NA
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Currency forecasts 

 

Source: Handelsbanken Capital Markets 

  

Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

EUR/SEK 9.66 9.35 9.25 9.15 9.00 8.85 8.85

USD/SEK 8.64 8.58 8.64 8.55 8.41 8.27 7.90

GBP/SEK 10.77 10.75 10.51 10.40 10.23 10.06 10.17

NOK/SEK 1.07 1.03 1.03 1.02 1.00 0.99 1.01

DKK/SEK 1.30 1.26 1.24 1.23 1.21 1.19 1.19

CHF/SEK 8.82 8.66 8.64 8.47 8.33 8.12 8.12

JPY/SEK 8.38 8.17 8.00 7.77 7.65 7.52 7.06

CNY/SEK 1.30 1.26 1.27 1.24 1.22 1.18 1.13

EUR/USD 1.12 1.09 1.07 1.07 1.07 1.07 1.12

USD/JPY 103.17 105.00 108.00 110.00 110.00 110.00 112.00

EUR/GBP 0.897 0.870 0.880 0.880 0.880 0.880 0.870

GBP/USD 1.25 1.25 1.22 1.22 1.22 1.22 1.29

EUR/CHF 1.10 1.08 1.07 1.08 1.08 1.09 1.09

EUR/DKK 7.44 7.44 7.45 7.45 7.45 7.46 7.46

SEK/DKK 0.77 0.80 0.81 0.81 0.83 0.84 0.84

USD/DKK 6.66 6.83 6.96 6.96 6.96 6.97 6.66

GBP/DKK 8.30 8.55 8.47 8.47 8.47 8.48 8.57

CHF/DKK 6.80 6.89 6.96 6.90 6.90 6.84 6.84

JPY/DKK 6.45 6.50 6.45 6.33 6.33 6.34 5.95

EUR/NOK 9.04 9.10 9.00 9.00 9.00 8.90 8.75

SEK/NOK 0.94 0.97 0.97 0.98 1.00 1.01 0.99

USD/NOK 8.09 8.35 8.41 8.41 8.41 8.32 7.81

GBP/NOK 10.08 10.46 10.23 10.23 10.23 10.11 10.06

CHF/NOK 8.25 8.43 8.41 8.33 8.33 8.17 8.03

JPY/NOK 7.84 7.95 7.79 7.65 7.65 7.56 6.98

USD/BRL 3.22 3.30 3.40 3.60 3.70 3.80 4.00

USD/RUB 61.99 65.00 66.00 66.00 65.50 64.50 61.50

USD/INR 66.61 67.50 67.50 68.00 68.50 69.00 70.00

USD/CNY 6.67 6.80 6.80 6.90 6.90 7.00 7.00

EUR/PLN 4.28 4.30 4.30 4.30 4.25 4.15 4.00

EUR/RUB 69.29 70.90 70.60 70.60 70.10 69.00 68.90
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Interest rate forecasts 

 

Source: Handelsbanken Capital Markets 

Policy rates Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden -0.50 -0.50 -0.50 -0.50 -0.50 -0.25 0.25

US (range midpoint) 0.375 0.625 0.625 0.625 0.625 0.875 1.13

Eurozone -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 -0.30

Norway 0.50 0.50 0.50 0.25 0.25 0.25 0.25

Denmark -0.65 -0.65 -0.65 -0.65 -0.65 -0.45 -0.20

UK 0.25 0.25 0.25 0.25 0.25 0.25 0.25

3m interbank rates Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden -0.52 -0.40 -0.35 -0.25 -0.25 0.00 0.50

US 0.87 0.85 0.85 0.85 0.85 1.05 1.25

Eurozone -0.31 -0.25 -0.25 -0.25 -0.25 -0.25 -0.10

Norway 1.12 1.10 1.00 0.75 0.75 0.75 0.75

Denmark -0.19 -0.20 -0.20 -0.20 -0.20 -0.10 0.00

2y govt. yields Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden -0.66 -0.45 -0.40 -0.25 -0.10 0.10 0.50

US 0.84 0.90 0.90 0.90 1.00 1.10 1.20

Eurozone (Germany) -0.68 -0.55 -0.50 -0.50 -0.50 -0.40 -0.30

Norway 0.54 0.50 0.40 0.30 0.30 0.30 0.30

Denmark -0.59 -0.50 -0.45 -0.45 -0.45 -0.30 -0.20

Finland -0.64 -0.50 -0.45 -0.45 -0.45 -0.30 -0.20

UK 0.17 0.20 0.25 0.25 0.30 0.30 0.45

5y govt. yields Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden -0.49 -0.20 -0.05 0.15 0.20 0.30 0.60

US 1.27 1.20 1.20 1.20 1.20 1.20 1.35

Eurozone (Germany) -0.50 -0.50 -0.50 -0.50 -0.50 -0.30 -0.20

Norway 0.94 0.80 0.80 0.70 0.70 0.70 0.70

Denmark -0.35 -0.35 -0.30 -0.30 -0.30 -0.05 0.05

Finland -0.48 -0.40 -0.40 -0.40 -0.40 -0.20 0.00

UK 0.35 0.30 0.40 0.40 0.50 0.50 0.75

10y govt. yields Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden 0.28 0.30 0.40 0.50 0.55 0.60 0.70

US 1.73 1.70 1.70 1.70 1.70 1.70 1.60

Eurozone (Germany) 0.02 -0.05 -0.05 -0.05 -0.05 0.00 0.00

Norway 1.29 1.20 1.20 1.10 1.10 1.10 1.20

Denmark 0.09 0.10 0.10 0.15 0.15 0.20 0.25

Finland 0.16 0.05 0.05 0.05 0.05 0.15 0.20

UK 0.96 0.80 0.90 0.95 1.00 1.00 1.20

2y swaps Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden -0.41 -0.20 -0.15 0.00 0.10 0.40 0.90

US 1.08 1.10 1.10 1.10 1.20 1.40 1.60

Eurozone (Germany) -0.21 -0.15 -0.15 -0.15 -0.15 -0.05 0.00

Norway 1.23 1.10 1.10 0.90 0.90 0.90 1.00

Denmark -0.01 0.05 0.05 0.05 0.05 0.15 0.20

UK 0.51 0.50 0.55 0.60 0.70 0.70 0.85

5y swaps Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden 0.01 0.25 0.35 0.55 0.60 0.70 1.10

US 1.28 1.20 1.20 1.30 1.35 1.50 1.75

Eurozone (Germany) -0.08 -0.10 -0.05 -0.05 -0.05 0.05 0.20

Norway 1.31 1.20 1.20 1.00 1.00 1.00 1.10

Denmark 0.14 0.15 0.20 0.20 0.20 0.30 0.45

UK 0.64 0.60 0.70 0.70 0.80 0.80 1.00

10y swaps Oct 7 Q4 2016 Q1 2017 Q2 2017 Q3 2017 End 2017 End 2018

Sweden 0.75 0.80 0.90 1.00 1.10 1.20 1.30

US 1.57 1.50 1.55 1.70 1.85 2.00 2.00

Eurozone (Germany) 0.39 0.40 0.45 0.45 0.45 0.45 0.45

Norway 1.58 1.50 1.50 1.50 1.50 1.60 1.75

Denmark 0.63 0.65 0.70 0.70 0.70 0.75 0.75

UK 0.96 0.85 0.95 1.00 1.05 1.05 1.25
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