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Executive summary   

Global tensions - challenging road ahead for the 
Nordics  

 Outlook weighed down by US-China trade war and Brexit 

 Monetary policy will ease, but not remove the pain 

 Markets will remain uneasy  

Global tensions weigh on outlook 

World economic growth has decelerated this year as 

global tensions weigh on economic activity and 

sentiment. In particular, the US-China trade war and 

Brexit are worrying markets. Markets will stay 

uneasy as political uncertainty remains high. We 

believe the international disputes will persist for 

some time yet and that global tensions will continue 

to weigh on economic performance and sentiment, 

thereby contributing to a further cooling of the world 

economy. Ahead, we believe more expansionary 

monetary policy will mitigate but not prevent a further 

global slowdown. Even though we foresee a more 

distinct deterioration of the global economy than 

many other analysts, we believe that the decline will 

not result in a global recession.  

However, we believe the risk is skewed to the 

downside. We have therefore looked at some 

possible alternative scenarios for the trade war and 

for Brexit.  

Global tensions and cooling world demand weigh on 

Handelsbanken’s home markets. Despite expected 

heterogeneous impacts of these factors, we still see 

lower growth and rising unemployment in all our 

covered markets. 

UK: High risk of a “no-deal” Brexit   

GDP growth contracted in Q2 as increased fears of 

a no-deal Brexit weighed on activity. Prime Minister 

Johnson seems confident he can deliver a no-deal 

Brexit on October 31, and while there are ways for 

parliament to block a no-deal Brexit, time is running 

desperately short. We still have as our baseline that 

Brexit will be delayed again; however, we 

acknowledge it could now be too late to stop it.   

Sweden: From turning point to widespread 
slowdown 

In early 2019, GDP growth was surprisingly strong, 

but from a wider perspective the economic 

slowdown is continuing. Economic growth is so 

sluggish that we can now talk in terms of an 

undoubted downturn in the business cycle, and the 

lowest unemployment figures are now behind us. 

Signs of declining cost pressure are lining up as we 

approach 2020, and inflation will fall back below the 

Riksbank’s inflation target. 

Norway: Norges Bank may call off further hikes   

The pace of economic growth remains solid this 

year, supported by a sharp rise in petroleum 

investments. However, the impulse from the 

continental shelf is expected to be short lived and 

instead become a drag in the coming years. This 

drag, together with global growth and risk concerns, 

as well as lower rate expectations among Norway’s 

key trading partners, means we continue to expect 

Norges Bank to call off further rate hikes.   

Denmark: Gradual slowdown and rate cut on 
the cards 

Danish GDP growth has weakened and signs of a 

slowdown taking hold have strengthened. However, 

we expect the slowdown to be only gradual. We 

believe the central bank is likely to mirror the 

expected rate cut from the ECB.   

Finland: The labour market sounds a warning 

Finland has not been immune to the global 

manufacturing gloom and is likely to experience very 

moderate export growth. Geopolitical tension and 

weakened global demand can also be seen in 

business and consumer sentiments. The Finnish 

consumer is unlikely to provide strong enough 

support to prevent the slowdown in GDP growth in 

2019-21, as the labour market looks to be 

weakening already. 

Netherlands: Slowdown to alter growth mix 

We expect Dutch economic growth to slow as its 

export-dependent economy suffers from the global 

trade downturn and domestic factors, including a 

cooling housing market and lower employment 

growth. With consumption and investment faltering 

as well, we expect economic growth to be propelled 

primarily by fiscal policy going forward. 
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Global backdrop 

Global tensions – but no recession 
World economic growth has decelerated this year as global tensions weigh on economic activity and 

sentiment. In particular, the US-China trade war and Brexit are worrying markets. Ahead, we believe 

more expansionary monetary policy will mitigate but not prevent a further global slowdown. Markets will 

stay uneasy as political uncertainty remains high.   

Global tensions weigh on outlook 

Currently, several international disputes threaten the 

global growth outlook. Politics have taken centre 

stage as countries and political parties struggle to 

resolve their differences. The most prominent of 

these disputes is the US-China trade war, and 

additionally the US-Iran standoff has lately caused 

significant concern. Furthermore, the fear of a no-

deal Brexit has increased significantly as Brexit-

hardliner, Boris Johnson, has taken office in the UK. 

Growth in the world economy has decelerated this 

year, with weakening seen in advanced as well as 

emerging economies. Important factors behind this 

are the weakening of world trade and the global 

industrial cycle. Annual growth rates in global 

industrial production are now down below 2 percent 

and world trade growth has all but stagnated. While 

global tensions have intensified these trends, an 

important explanatory factor is also the ongoing 

deceleration in Chinese demand growth. 

Furthermore, economic policy became less 

expansionary in many countries last year, and 

capacity limitations have been a constraining factor 

in many places. Forward-looking indicators, such as 

new industry orders and purchasing manager indices 

(PMIs), point to further global weakening ahead. 

 

We believe the international disputes will persist for 

some time yet and that global tensions will continue 

to weigh on economic performance and sentiment, 

thereby contributing to a further cooling of the world 

economy. Even though we foresee a more distinct 

deterioration of the global economy than many other 

analysts, we believe that the decline will not result in 

a global recession.  

In our forecast, global growth is set to decrease from 

3.7 percent last year to 3.1 percent in 2021, which is 

slightly lower than the 3.5 percent average growth 

figure over the past 20 years. 
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Geopolitical risks have increased  

The US-China trade war has now lasted over a year, 

and so far the US has slapped tariffs of 25 percent 

on Chinese imports worth around USD 250bn. The 

latest in the US-China trade war is that Donald 

Trump has announced that a 10 percent tariff will be 

put on most of the remaining imports from China – 

goods worth around USD 300bn annually. Trump 

claims he is tightening the screws to speed up the 

trade talks. China has so far retaliated by increasing 

tariffs, and lately by allowing the yuan to weaken 

markedly and by instructing state-owned companies 

not to import agricultural products from the US. 

Viewed from China’s perspective, a weaker currency 

offsets some of the negative impact from US 

import tariffs. 

At this point, the likelihood of a solution to the trade 

war looks dim. The two countries uphold different 

interpretations of what was agreed at the G20 

meeting in Osaka. Also, there seems to be profound 

differences regarding the two parties’ views of what 

needs to happen for a deal to be reached. Over the 

past weeks, Trump has played down the likelihood 

and need for a trade deal ahead of the 2020 

presidential elections. In our view, there is currently 

no end in sight for the US-China trade war.  

No end in sight for US-China 

trade war 

Europe is still not off the hook when it comes to US 

trade sanctions. A decision on whether to increase 

tariffs on US car imports has been delayed by the 

Trump administration. The US could decide to go 

easy on its allies in order to gain support for its stance 

against China and Iran, but this is highly uncertain. 

Most likely, the trade war will persist for the entirety 

of our forecast horizon. Our baseline assumption is 

that it will not escalate substantially further. 

However, we believe the risk is skewed towards 

increased escalation. We have therefore looked at 

some possible alternative scenarios for the trade war 

(see separate article for an in-depth explanation of 

these cases). In a full-blown trade war, including 

increased tariffs on cars, world growth slows 

substantially, but there is still no global recession.  

 

Likelihood of no-deal Brexit has 

increased  

Brexit uncertainty is still plaguing markets, 

businesses and households. Lately, fears of a “no-

deal” Brexit have increased as Brexit-hardliner, Boris 

Johnson, was elected new Tory leader, thereby 

becoming Prime Minister of the UK. Johnson has 

threatened to leave the EU without a deal, and for 

now the situation with the EU appears deadlocked.  

However, there is still a majority in the UK Parliament 

against a no-deal Brexit. We therefore still have as 

our baseline assumption that Parliament can find a 

way to block a no-deal Brexit and ask for another 

Brexit extension to allow for a general election. That 

said, the time to block a no-deal Brexit is running 

very short, and the risk of the UK leaving the EU 

without a deal on October 31 seems to be rising by 

the day. The pound has weakened to levels not seen 

since the aftermath of the referendum, as market 

participants increasingly fear a no-deal Brexit.  

So, while we choose to believe that a no-deal Brexit 

can still be stopped, we acknowledge that it might be 

too late. We have therefore looked at what could be 

the economic consequences of a no-deal Brexit, in a 

separate article in this report.  

Activity in the US remains strong 

Activity in the US economy remains strong, with 

historically low unemployment. However, growth 

slowed in the second quarter and confidence in the 

manufacturing industry has declined – an indication 

that growth will continue to weaken ahead.  

Lower global demand and a strong dollar are 

adversely affecting exports; above all else, business 

investment is slowing as trade tensions and the 

weak global backdrop weigh on sentiment. 

Consumer confidence, on the other hand, remains 

much higher than normal, and consumption growth 

rebounded in the second quarter. Household 

optimism, owing to factors such as a strong labour 

market and higher wages, points to continued 

increases in household consumption in the near 

future. Nonetheless, spending on durable goods has 

slowed and employment growth has also started to 

ease, which should trigger a slowdown in income 

growth ahead.  
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In addition, the beneficial effects of the fiscal 

stimulus have begun to fade. This means that ever 

more factors are converging to gradually hold back 

US growth, and by 2020 we expect a distinctly 

weaker economic climate, with rising unemployment 

as a result.  

In our assessment, the economic slowdown in 

combination with muted inflation will prompt the Fed 

to continue to cut rates. More expansionary 

monetary policy should mitigate the economic 

slowdown and contribute to a normalisation of growth 

in 2021. Furthermore, as the debt ceiling will be raised 

fiscal policy will be less tight in the medium term. 

Slowdown in China amid trade turmoil 

A round of government stimulus failed to stabilise 

economic growth in China early this year. Moreover, 

as the trade war with the US has escalated, the 

growth slowdown has continued. Manufacturers are 

now clearly hurting, as exports to the US have 

plummeted. Also, foreign companies have already 

started moving production out of China, and foreign 

direct investment into China has been dampened 

due to increased uncertainty. Activity in the important 

property construction sector has until now remained 

relatively unscathed. However, growth of land sales 

to developers has dropped and we expect 

construction activity to slow ahead.  

Without a trade deal with the US, government 

stimulus will probably be ramped up further. 

However, that will only mitigate and not completely 

counter the negative trade war impacts, in our view. 

In addition, the room for policy stimulus is more 

limited this time than in earlier instances of slowing 

growth in China. Elevated housing prices and 

increased focus on affordability mean that 

authorities have little room for monetary easing. 

Renewed credit-driven stimulus risks reversing the 

huge effort from the authorities to dampen credit 

growth and secure financial stability. Furthermore, 

with China’s infrastructure network already 

modernised, relevant projects have become more 

difficult to find.  

We expect GDP growth to continue to slow over the 

forecast period at a noticeable pace amid continued 

trade turmoil and as further stimulus will be of 

measured magnitude only. As GDP growth proved 

to be slightly higher than we had expected in Q2, we 

have adjusted upwards our full-year growth forecast 

marginally to 6.1 percent for 2019, while maintaining 

our forecast for 2020 and 2021 at 5.7 percent and 

5.5 percent respectively.  

Eurozone growth and inflation in the doldrums 

The eurozone’s GDP growth fell back in the second 

quarter to a quarterly rate of 0.2 percent, compared 

with 0.4 percent in Q1. Higher-frequency data and 

survey information point to growth remaining weak 

ahead. Global tensions and weaker global demand 

have suppressed the eurozone’s manufacturing 

sector, particularly in Germany, and lower business 

confidence is taking its toll on investments. During 

the year, disruptions to the German car industry, 

social unrest in France and political uncertainty in 

Italy have also dampened economic growth. At the 

same time, the eurozone’s services and construction 

sectors have demonstrated resilience amidst an 

improving labour market.  

Looking ahead, relatively strong employment and 

income trends are likely to support growth through 

consumption, whereas softer trade dynamics are 

expected to continue to weigh on growth and an 

already struggling manufacturing sector. Taken 

together, we expect weak economic activity 

throughout our forecast horizon, with a partial 

recovery far out in 2021. To a large extent, this is 
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driven by the countries that are vulnerable to lower 

export demand, such as Germany and Netherlands, 

and those hampered by more extended public 

balance sheets, such as Italy. In addition, political 

challenges are likely to weigh on growth, as 

countries like Spain and Austria struggle to achieve 

stable political coalitions.  

With growth just around 1 percent per year, the still-

strong labour market will start to weaken and 

unemployment will rise. Despite somewhat 

increasing wage growth, inflation has remained 

stubbornly low and will continue to fall short of the 

target. With both headline and core inflation running 

below the ECB’s target rate over the medium term.  

Monetary policy will ease the pain somewhat 

For a long time we have argued that monetary policy 

will respond to weaker global growth by easing 

monetary conditions. Continued low inflation means 

central banks can focus more on downside risks, and 

a more pre-emptive reaction function from central 

banks seems to be spreading across the globe. This 

more forward-looking response function means that 

central banks will do what they can. Looser monetary 

policy will counteract the deceleration in economic 

activity but not prevent further slowdown of 

growth altogether.  

Policymakers have been 

quicker to act than expected 

                                                      
1 A tiered interest rate system means that parts of 
banks' deposits with the central bank can avoid 
negative interest rates. 

The US central bank, the Fed, cut rates during the 

summer despite US growth remaining solid and 

record-low unemployment. The Fed described this 

as a “mid-cycle adjustment” rather than the start of a 

rate-cutting cycle. However, with low inflation and 

continued downside risks from the trade war, we 

think it will be difficult for the Fed not to continue on 

this path. We expect two more 25bp cuts this year 

and one cut next year, taking the Fed funds rate 

down to 1.375 percent.  

While the US economy is holding up, the eurozone 

is feeling more pain from the global slowdown, trade 

tensions and Brexit fears. In addition, inflation 

(actual and market gauges) continues to run 

significantly below the ECB’s target. As a result, the 

ECB is likely to shift to a more accommodative policy 

stance. We expect a deposit rate cut of 10 basis 

points in September, an introduction of a tiered 

interest rate system1, and a reintroduction of an 

amended QE programme later this year.  

We assume that it is possible to avoid a no-deal 

Brexit taking place on October 31, and thus expect 

the Bank of England to leave interest rates 

unchanged. However, the risk of a no-deal Brexit has 

increased significantly and if it is not possible to 

avoid, the Bank of England is likely to immediately 

cut interest rates to counteract the negative impact 

on the UK economy (see separate article in this report). 
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The surprisingly resilient US 

dollar 

Turning to currencies, the recent depreciation of the 

GBP reflects an increasing probability of a hard 

Brexit. Avoiding a hard Brexit means that some 

recovery in the GBP is likely. The USD has been 

surprisingly resilient to the shift in Fed expectations. 

While weaker US data should eventually feed 

through to a weaker USD, we now expect a more 

gradual depreciation than previously.  

The Chinese exchange rate vs. the dollar has for the 

first time since 2008 been allowed to move 

above 7.0 USD/CNY. The authorities relate the 

depreciating move to the market pressure from the 

ongoing trade war, specifically after Trump’s threat 

to impose tariffs on all imports from China. With the 

genie out of the bottle (i.e. the USD/CNY above 7.0), 

we now foresee the Chinese exchange rate 

increasing further.  

Bond yields have plummeted to record lows in 

Europe and to three-year lows in the US. With our 

view that the global economy cools we expect the 

low-rate environment to persist. Eventually, a pick-

up in global activity in 2021 should translate into 

some upward pressure on yields in both the US 

and Europe.  

 

For risky assets, we expect the feedback loop 

between central banks, politicians, financial markets 

and the economy to continue. Continued trade 

tensions and deteriorating economic data will push 

risky asset prices lower, thereby boosting 

expectations of easier monetary policy. This, in turn, 

will be confirmed by central banks and positive for 

risky assets. We expect this dance to continue and 

the trend for risky assets to be flat but volatility will 

remain high. 
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Theme article: Trade war 

Sharp slowdown if trade war escalates  
The trade war between the US and China is burdening global economic growth. Higher tariffs, imposed 

and announced, risk leading to global GDP being 0.4 percent lower next year, and if the trade conflict 

escalates into a more full-scale trade war, the GDP impact could double. The trade war between the US 

and China mainly affects the Chinese and American economies. However, if a more full-scale trade war 

breaks out, including tariffs on cars, the effects on the Nordic countries, particularly Sweden, will be 

much greater.  

Escalation, status quo or trade agreement? 

Over the past year, the trade conflict between the US 

and China has gradually escalated. The US has 

introduced 25 percent tariffs on Chinese goods to a 

value of USD 250bn, and later this year, the US will 

bring in 10 percent tariffs on the remaining imports 

from China. As a riposte, China has raised tariffs on 

US goods and allowed its currency to depreciate.  

Our main scenario is that the two countries will not 

sign any trade agreement in the next few years. 

Instead, they will maintain the status quo without 

much more escalation. However, there is an obvious 

risk that the trade conflict will escalate into a full-

scale trade war, with the US imposing 25 per-cent 

tariffs on all imports from China, and car tariffs. At 

the same time, we cannot rule out there being a 

trade agreement between the US and China before 

the US presidential election next year, although we 

do consider this to be a less probable outcome.   

The trade war between the US and China is having 

an adverse effect on global economic growth. 

However, historical episodes do not exactly offer any 

guidance on the effects of trade wars, as the most 

recent trade wars occurred in connection with World 

War Two and the depression of the 1930s. In 

addition, it is difficult to draw any clear conclusions 

about how much of the recent global economic 

slowdown has been due to factors other than the 

trade war, such as previous credit tightening in 

China, capacity constraints, etc. We are therefore 

using the Oxford Economics Global Model to 

quantify how the already imposed tariffs and a 

continuing escalation of the trade war could affect 

the global economy and the Nordic countries. 

So far, China and the US have been hit hardest 

The bilateral trade war between the US and China is 

mainly affecting the two countries involved. Growth 

in China and the US will slow as a result of the 

decline in demand for their export goods and the 

increase in the price of imports. In addition, the trade 

conflict is leading to increased uncertainty, which is 

fuelling the decrease in investments and causing 

consumers to keep a tighter rein on their wallets. At 

the same time, higher prices for imported goods 

mean that consumers and companies are 

endeavouring to switch to domestically produced 

goods, which is boosting domestic demand and 

reducing imports. More expansive economic policy 

in China and the US is also dampening the effects of 

the trade war. However, the net impact of the trade 

war is clearly negative.  

The model results indicate that the already imposed 

tariffs, including the announced 10 percent tariffs on 

the remaining imports from China, will lead to GDP 

in China and the US being 0.7 and 0.5 percent lower, 

respectively. Roughly a third of this effect is 

stemming from business and market confidence 

effects. Global GDP will be around 0.4 percent lower 

next year, with about half of this effect being due to 

increased uncertainty.  

This result assumes that the Federal Reserve will act 

as it has done historically, and not cut the funds rate 

until growth has slowed down. However, the Fed’s 

unexpectedly rapid reorientation of monetary policy 

and the Chinese authorities’ extensive monetary and 

fiscal policy stimulus measures suggest that the 

actual effects of the trade war may be slightly less 

than the model results would indicate. 
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Inconsequential effects so far for the Nordics...  

It is not fully apparent how the rest of the world will 

be affected by the bilateral trade conflict between the 

US and China. Companies that are a link in the 

production chain between the US and China may be 

adversely affected. Moreover, a downturn in the 

world’s two largest economies would have a ripple 

effect, increasing uncertainty among business and 

households. At the same time, other countries’ 

exports will become more competitive in the US and 

China when higher duties are imposed on Chinese 

and US goods, which means that there may be a rise 

in some exports to the US and China.  

All in all, the signs are that the trade war between the 

US and China will have a fairly limited impact on the 

eurozone and the Nordic region, as long as the 

effects on the financial markets stay modest. The 

results from our model indicate that growth in the 

eurozone and the Nordic countries will be only 

about 0.1-0.2 percent lower next year.  

...larger effects if the US puts tariffs on cars   

If, instead, the trade conflict escalates to a more full-

scale trade war, whereby the US introduces a tariff 

of 25 percent on European and Japanese cars 

among others, the effects will be much more keenly 

felt in the Nordic region. Sweden in particular will be 

hit hard by higher tariffs on cars. Exports of motor 

vehicles and automotive components account for a 

fifth of Sweden’s exports to the US. Import duties on 

vehicles could thus have a significant impact on 

Swedish exports if you also include exports of 

automotive components to countries such as 

Germany, before the vehicle is subsequently 

exported to another country. At the same time, there 

is a clear risk that an escalation of the trade war 

would lead to increased uncertainty in the financial 

markets, resulting in a fall in asset prices.  

We have simulated a scenario in which the US 

introduces 25 percent tariffs on all imports from 

China, 25 percent tariffs on cars from the rest of the 

world (excluding Canada and Mexico), and where 

the US’s trade partners respond with corresponding 

tariffs. Such an escalation of the trade war risks 

resulting in a 0.6 percent drop in Swedish GDP next 

year, compared with a scenario without any 

escalation of the trade conflict. The clear decline of 

the Swedish economy would lead the Riksbank, in 

the model simulation, to cut the repo rate to -0.5 

percent next year.  

For the other Nordic countries and the eurozone, 

GDP shows a deterioration of around  

0.3-0.4 percent next year, with just over half of the 

effect due to increased uncertainty in the financial 

markets and the business world. Norway is also hit 

by a fall in the oil price in the wake of the escalated 

trade conflict. 

No global recession, even if the trade war does 
escalate 

If the trade war continues to intensify, there is a risk 

that global GDP could be additional 0.4 percent 

lower next year than in our main scenario. The US 

and China will be hit hardest by a further escalation, 

although the effects for the eurozone and Japan 

would nonetheless be significant if the US were to 

impose tariffs on automotive imports. The relatively 

major effects for the eurozone would be partly due to 

the fact that the ECB has few options at hand to 

stimulate the economy. The Fed, however, is 

expected to cut the funds rate drastically next year, 

to 0.5 percent, if the trade conflict continues to ramp up.  

Our overall assessment is that the trade war is 

burdening global growth, but this will not, by itself, 

bring about a global recession. In any case, not if the 

central banks do what they can to mitigate the 

consequences.  
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Forecasts  

Our home markets 
Handelsbanken regularly produces analysis and macroeconomic forecasts for our home markets; the 

UK, Sweden, Norway, Finland, Denmark and the Netherlands. Annual averages, expressed as 

percentage change, year-over-year, except where noted otherwise. 

 

 

 

United Kingdom 

 

Sweden 

 

Norway 

 

 

 

 

Finland 

 

Denmark 

 

Netherlands 

 

 

 

2018 2019p 2020p 2021p

GDP 1.4 1.1 1.1 1.2

Unemployment* 4.1 3.9 4.1 4.3

Inflation 2.5 1.9 1.9 1.9

Policy rate, percent** 0.75 0.75 0.75 0.75

Exchange rate, EUR/GBP** 0.900 0.900 0.880 0.880

Sources: ONS, Macrobond and Handelsbanken

* Percent of the labour force **At year-end

2018 2019p 2020p 2021p

GDP* 2.5 1.5 0.8 1.3

GDP, actual 2.4 1.5 1.0 1.4

Household consumption* 1.2 0.9 1.7 1.8

Fixed investment* 4.1 -1.1 -0.3 1.2

Net exports, GDP contribution* 0.2 1.5 -0.1 -0.2

Unemployment** 6.3 6.4 6.6 6.8

Inflation, CPIF 2.1 1.7 1.7 1.6

Policy rate, percent*** -0.25 -0.25 -0.25 -0.25

Exchange rate, EUR/SEK*** 10.28 10.65 10.58 10.40

Sources: Macrobond and Handelsbanken

*Calendar adjusted **Percent of the labour force ***At year-end

2018 2019p 2020p 2021p

GDP 1.4 2.0 2.0 1.8

GDP. mainland 2.2 2.6 1.6 1.2

Household consumption 2.0 2.0 2.0 1.8

Petroleum investments 2.7 14.0 0.9 -3.0

Unemployment* 3.9 3.4 3.5 3.6

Inflation. CPIATE 1.6 2.3 2.1 1.8

Policy rate. percent** 0.75 1.25 1.25 1.25

Exchange rate. EUR/NOK** 9.95 9.80 9.80 9.80

Sources: Macrobond and Handelsbanken

*Percent of the labour force **At year-end

2018 2019p 2020p 2021p

GDP 1.7 1.5 0.9 1.1

Household consumption 2.0 1.1 1.0 1.0

Fixed investments 3.1 0.5 -1.3 0.5

Net exports, GDP contribution -1.2 0.4 0.1 0.3

Unemployment* 7.4 6.4 6.4 6.7

Inflation 1.1 1.1 1.2 1.4

General govt balance** -0.7 -0.5 -0.4 -0.5

EMU debt** 59.3 58.3 57.8 57.4

Sources: Macrobond and Handelsbanken

*Percent of the labour force **Percent of GDP

2018 2019p 2020p 2021p

GDP 1.5 1.7 0.9 0.8

Household consumption 2.2 1.1 1.0 0.7

Government consumption 0.9 0.3 0.6 1.2

Fixed investments 6.5 -1.1 0.6 1.0

Exports 0.4 1.8 0.7 1.2

Imports 3.3 -0.4 0.2 0.7

Unemployment, LFS* 5.1 5.1 5.2 5.6

Inflation 0.8 0.9 1.2 1.2

Policy rate (dep. rate), percent** -0.65 -0.75 -0.75 -0.75

Sources: Macrobond and Handelsbanken

*Percent of the labour force **At year-end

2018 2019p 2020p 2021p

GDP 2.6 1.5 1.1 1.2

Unemployment* 3.8 3.4 4.1 4.6

Inflation, HICP 1.6 2.3 1.2 1.4

Sources: Macrobond and Handelsbanken

* Percent of the labour force
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United Kingdom  

High risk of a “no-deal” Brexit   
GDP growth contracted in Q2 as increased fears of a no-deal Brexit weighed on activity. Prime Minister 

Johnson seems confident he can deliver a no-deal Brexit on October 31, and while there are ways for 

parliament to block a no-deal Brexit, time is running desperately short. We still have as our baseline 

that Brexit will be delayed again; however, we acknowledge it could now be too late to stop it.   

Economy slowing 

The UK economy slowed markedly in Q2, with GDP 

contracting by 0.2 percent. And monthly data as well 

as business sentiment suggest activity flatlining 

ahead. While the services sector is still growing, both 

manufacturing and construction companies have 

reported falling activity due to Brexit and cooling 

global demand. 

 

However, the labour market has remained strong 

despite decelerating output growth. Inflation has 

held at around 2 percent, with imported cost 

pressures easing, but wage inflation remaining high. 

We have revised our estimates for unemployment 

down due to the current strength of the labour 

market. Our estimate for GDP is unchanged for 

2020-21, while our estimate for 2019 is slightly lower. 

Our inflation forecast is unchanged. 

Little time to block a no-deal Brexit 

Fears of a “no-deal” Brexit have increased as Brexit-

hardliner Boris Johnson has been elected Tory 

leader and prime minister of the UK. Johnson has 

promised to take the UK out of the EU on October 

31 “do or die”. He claims to want a deal with the EU, 

but says he will not negotiate unless the EU scraps 

the current backstop solution to the Irish border. The 

EU, for its part, has declined to change the 

withdrawal agreement. The situation appears 

deadlocked. Johnson’s administration is preparing 

for a no-deal Brexit, and seems confident it can 

deliver it. However, in the UK parliament there is still 

a majority against a no-deal Brexit. We therefore still 

have as our baseline assumption that parliament can 

find a way to block a no-deal Brexit and ask for 

another Brexit extension to allow for a general 

election. However, time is running desperately short. 

The best option to block a no-deal Brexit might be to 

hold a vote of no confidence in the government. If 

the government falls, a cross-party caretaker 

government could be formed to secure a Brexit 

extension and call a general election. However, 

there is no guarantee that MPs from different parties 

can come together in this way. So, while we choose 

to believe that a no-deal Brexit can still be stopped, 

we acknowledge that it might be too late. We have 

therefore analysed what could be the economic 

consequences of a no-deal Brexit and set this out in 

an alternative scenario. The effects are explained in 

a separate article, but the end result would likely 

be recession. 

The BoE on hold until Brexit outcome is clear 

The Bank of England (BoE) kept monetary policy 

unchanged in August as it waited for Brexit. The BoE 

is ready to act if needed, and has said the policy 

reaction could be in either direction depending on 

the Brexit outcome. Market pricing currently 

indicates a rate cut from the BoE early next year. If 

Brexit is indeed delayed, we believe the BoE will 

keep policy unchanged for the entirety of our 

forecast horizon. However, in the event of a no-deal 

Brexit, we believe the BoE would cut the policy rate. 

We believe the pound will remain weak in Q3, and 

that it would strengthen somewhat if Brexit were 

postponed. In the case of a no-deal Brexit, we 

believe the GBP could go to parity vs. the euro. 
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Theme article: Brexit  

Severe consequences of a no-deal Brexit for the UK 
In the event of a no-deal Brexit, we believe the UK would probably fall into recession next year; in a 

worst-case scenario, we believe that GDP would be around 3 percent lower by the end of 2021. We 

believe the Bank of England would cut the policy rate by 50 basis points and that the GBP would go to 

parity with the EUR. The eurozone and Nordic countries would also be hit, but considerably less so 

than the UK. As for the rest of the world, we argue that the effects of a no-deal are negligible.  

Envisioning the worst-case scenario 

As we believe the risk of a no-deal Brexit is now high, 

we look at possible economic consequences of what 

could be considered a worst-case scenario in the 

event of a no-deal Brexit. Our model scenario that 

we simulated in Oxford Economics’ Global Model is 

based on the IMF’s worst-case scenario of a no-deal 

Brexit from April this year. This would have 

numerous effects on the UK; in our model scenario, 

we assume both direct and indirect barriers to trade. 

We also assume tighter financial conditions and we 

believe the Bank of England (BoE) would cut the 

policy rate and that the GBP would weaken 

substantially further.  

Regarding trade costs, we assume that UK exports 

to the EU will revert to being subject to the WTO’s 

most-favoured-nation (MFN) rules, with tariffs 

increasing by around 4 percent on average as a 

result. We also assume an increase in nontariff trade 

costs, reflecting the emergence of a customs and 

regulatory border between the UK and the EU, 

including the loss of passporting rights for the UK’s 

financial sector. As in the IMF’s scenario, we assume 

nontariff barrier costs of around 14 percent in tariff-

equivalent terms. When it comes to trade with 

countries outside the EU, we assume that the UK 

largely loses the free trade agreements from which it 

currently benefits as an EU member. 

Our scenario also includes effects coming from a 

tightening of financial conditions owing to greater 

uncertainty and a decline in confidence. Furthermore, 

we believe the GBP would weaken from today’s level 

by around 10 percent, reaching parity with the EUR.   

The Bank of England would cut the policy rate by 50 

basis points and our scenario also implicitly 

assumes some automatic fiscal stabilisation, which 

in addition to monetary policy helps mitigate the 

Brexit fallout.  

The UK economy could fall into 

recession next year 

Effects on the UK 

In our scenario, the increase in trade barriers has an 

immediate negative impact on UK foreign and 

domestic demand. Financial tightening adds little to 

the short-term fallout.  

Our model simulations suggest that the UK falls into 

recession next year, and that GDP growth next year 

is almost 2 percent lower than in our baseline 

scenario. Growth is slowed by a fall in demand for 

the UK's export goods and more expensive imports. 

Furthermore, a no-deal Brexit leads to increased 

uncertainty, which contributes to lower investment 

and households tightening their purse strings. More 

expansionary monetary policy will mitigate the UK 

falling into a recession, but it will not prevent it from 

happening. The total negative effect on the UK’s 

GDP is assumed to be about 3.0 percent by 2021. 

Compared with the IMF scenario, our outcome is 

slightly more benign (the IMF assumes GDP would 

be around 3.5 percent lower by 2021), which is partly 

thanks to our assumption of a 50-basis-point rate cut 

from the Bank of England. 

 
The long-term effects of a no-deal Brexit are not 

assessed in our model simulations. However, we 

would expect potential GDP growth in the UK to be 

hampered owing to lower growth in the labour force 

as a result of lower net immigration. Also, we would 

expect productivity growth to be lower, as the UK 

would be a ‘more isolated’ nation.  
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The eurozone and Nordic 

countries would also be hit, but 

considerably less so than the 

UK 

Effects on the eurozone and Nordic countries 

In our model scenario, the decline in UK demand and 

increase in trade costs also hurt activity in the 

eurozone, with an estimated 0.3 percent decrease in 

GDP growth by 2021 compared with our baseline 

scenario. However, it is important to note that the 

aggregate effect on the eurozone hides the 

important heterogeneity of effects across countries 

in the bloc, with some countries being hit more 

severely than others. Effects on the global economy 

are negligible in our no-deal Brexit scenario. When it 

comes to the Nordic countries, the effects of a no-

deal Brexit are similar to, or slightly greater than, the 

effect on the eurozone as a whole.  
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Sweden 

Widespread slowdown on its way 
The sharp drop in second quarter GDP growth confirmed that the economic slowdown is deepening 

and widening. Economic growth is so sluggish that we can talk in terms of a downturn in the business 

cycle, and the lowest unemployment prints are now behind us. Signs of declining inflation are lining up 

as we approach 2020, and we expect the Riksbank’s inflation target will gradually become out of reach. 

Slowdown continuing like clockwork 

At the start of the year, growth was surprisingly 

strong. However, with the stagnant GDP in the 

second quarter, the gradual slowdown that has been 

underway since the growth peak in 2015 was 

confirmed. Economic growth is so sluggish that we 

can now talk in terms of an undoubted downturn in 

the business cycle, in that an ever-dwindling proportion 

of the economy’s total resources are being utilised.  

The downturn has come as we expected, but 

forward-looking indicators have weakened more 

than we foresaw. This points to a steeper decline in 

the near term than we had predicted and we 

therefore lower our forecast for GDP growth in 2020 

to below one percent.  

Among the more concerning indicators, we find that 

manufacturing firms have cut production plans 

abruptly, have concluded that inventories are too 

large and that production capacity no longer calls for 

investments. Retail sector sales forecasts are also 

being lowered after years of relative optimism. More 

in line with our previous assessment, but of 

significance for the slowdown, is that housing 

construction is decelerating, in tandem with weaker-

than-normal household confidence. 

The Swedish economy will 

avoid serious recession 

The Swedish economy normally reacts strongly to 

fluctuations in the global economy. At present, the 

global economic situation is serving to hold back 

growth. However, by the same token, the 

stabilisation of the global economy in the medium 

term will be of significance. We expect global growth 

to again support Swedish GDP somewhat in 2021, 

helping the economy to avoid a serious recession. 

Has unemployment already started to rise? 

In the first six months of the year, the employment rate 

suddenly stopped rising. Because more and more 

people are joining the labour market, the lack of open 

positions has caused a rise in unemployment. This 

contradicts our previous macro report, in which we 

predicted, for the second forecast in a row, a more 

favourable labour market, at least in the short term. In 

recent years, our unemployment forecasts have 

otherwise been fairly pessimistic, owing to matching 

problems and the challenge for the large group of new 

Swedes of gaining a foothold in the labour market. 

How, then, should we interpret this latest reversal in 

unemployment figures? Is the business cycle hitting 

(unusually early) the demand for labour, or is it a 

matter of a structural upturn? Certain factors indicate 

that it may well be a combination, with the latter 

alternative playing a role. Looking at the labour 

market as a whole, it is particularly difficult to find any 

trace of a major slump in demand: 

 Employment indicators such as recruitment 

plans and job vacancies are falling, but have 

not collapsed 

 Job-finding probabilities for the unemployed 

have decreased over the past year, but not 

dramatically 

 And, as yet there is no rise in long-term 

unemployment in sight, which tends to happen 

when the labour market freezes completely 

We are adjusting our assessment for unemployment 

upward. While it is not a matter of our weaker GDP 

forecast causing a dramatic weakening of the situation 
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in the labour market, the lowest unemployment figures 

in this cycle are judged to be behind us. 

The downturn may disrupt wage negotiations 

The idea that unemployment has already passed its 

trough, even though the economic boom has only 

recently begun to decline to any notable degree, is 

surprising. The turnaround in the labour market now 

risks affecting the major wage negotiations in 

autumn and winter. We had previously assumed a 

strong likelihood that pay rises under the next salary 

agreements would be a touch higher than they have 

been under the current three-year agreements. Two 

reasons for this assessment were the solid profits 

made by businesses in recent years and inflation 

close to the 2 percent target. However, rising 

unemployment may now mean that the focus is more 

squarely placed on the declining economic situation, 

and that wage increases will be more restrained than 

we had previously assumed. 

Signs of weaker inflation are lining 

up, and it will be more difficult for 

the Riksbank to reach its target 

Harder for Riksbank to reach inflation target 

During the spring and summer, the inflation trend 

has been as expected; some months of the Riksbank 

continuing to reach the target have been followed by 

more moderate figures, as the previously rapid 

energy price rises have come to an end. However, 

while underlying inflation has been unexpectedly 

weak in many countries, in Sweden it has been, if 

anything, stronger than anticipated.  

In our assessment, however, it is not a matter of a 

lasting, more rapid increase in costs. Ahead of 2020, 

there are a series of indications of decreasing 

inflationary pressure. As well as the fact that cost 

increases are likely to be dampened by weakening 

global inflation and the lower probability of high wage 

agreements, the more sudden slowdown in the 

Swedish economy means that it will be more difficult 

for companies to raise prices. This means that it will 

be more difficult for the Riksbank to reach its inflation 

target during 2020, as the current inflation-driving 

effect of the weakened krona tails off.  

The Riksbank’s toolbox looks virtually empty, and so 

it will probably be longer before inflation can again 

                                                      
2 More about stabilisation policy in our previous 
macroeconomic report, April 9, 2019. 

reach the target.2 Admittedly, the Riksbank could cut 

the repo rate back to at least -0.50 percent. 

However, we believe that there will not be a rate cut 

unless the situation deteriorates considerably 

compared to our current outlook, e.g. if the trade war 

escalates and if a no-deal Brexit occurs in October. 

Then Sweden, as a small, open economy, risks 

being hit especially hard. Risks also involve this 

summer’s weak inflation expectations data (despite 

being uncertain) turning into a broad, durable trend 

that undermines the view of a well-anchored inflation 

target. In such situations, the Riksbank Executive 

Board may need to stress that it is doing everything 

in its power and cut the rate, but the main scenario 

is that the board instead chooses to stimulate the 

economy primarily by lowering household and 

business expectations of future interest rates. In 

other words, planned rate hikes will successively be 

called off, and we expect the repo rate to remain at -

0.25 percent at least until 2021, the end of our 

forecast period. 

No respite for the krona in these grim times 

Following repeated periods of weakening, the krona is 

now at a historically low level. However, there are 

explanations for this trend (see theme article). All told, 

we expect the environment of the next few years, with 

a weaker global economy, to be negative for the krona, 

and we expect it to flat-line, albeit with intermittent 

fluctuations. An improvement on the economic horizon 

in 2021 may allow a slight appreciation toward the 

krona’s long-term equilibrium rate, although we now 

expect this to be weaker than we previously believed3. 

 

3 More about the krona’s equilibrium in our analysis: 
The krona has weakened, but it is not particularly weak. 

http://research.handelsbanken.se/Attachments/28363/Macro%20Comment%20Sweden%2017%20june%202019.pdf
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Norway   

Norges Bank may call off further hikes   
Activity growth remains solid this year, supported by a sharp rise in petroleum investments. However, 

the impulse from the continental shelf is expected to be short lived and instead become a drag in the 

coming years. This drag, together with global growth and risk concerns, as well as lower rate 

expectations among Norway’s key trading partners, means we continue to expect Norges Bank to call 

off further rate hikes.   

Near the peak of this hiking cycle 

Norges Bank hiked its policy rate to 1.25 percent in 

June, in a move that was widely expected among 

analysts and by us. It also signalled that the next hike 

could come as soon as September, or December at 

the latest. However, another rate hike beyond that 

has become more uncertain, according to Norges 

Bank. In other words, even Norges Bank is now 

admitting that we are nearing the peak of this hiking 

cycle. In our view, the peak may have already been 

reached in June.        

Mainland GDP growth hitting a peak in 2019 

Activity growth remains solid this year and we stick 

to our forecast of mainland GDP growth of 

2.6 percent, up from 2.2 percent in 2018. The key 

premise is the sharp rise in petroleum investments 

this year, with the biggest contributions stemming 

from field developments and new projects on fields 

in production. These are currently feeding through to 

the oil-supplying industries, which have ramped up 

growth expectations this year. However, we continue 

to stress that petroleum investments will decline in 

the years beyond 2019, as there are not enough 

investment projects in the pipeline to support the 

overall investment level in coming years. This issue 

has already been highlighted by the Norwegian 

Petroleum Directorate (January 2019). As such, the 

current positive growth impulse from petroleum 

investments will become a drag in the coming years.      

The non-oil parts of the Norwegian manufacturing 

sector have already started to slow on the back of 

the global manufacturing and investment slowdown. 

In sum, overall manufacturing output is probably 

around its growth peak already and is expected to 

slow considerably beyond 2019. We also note that 

the quarterly Business Tendency Survey for 

manufacturing has dropped for two consecutive 

quarters, signalling weakening momentum ahead. 

With global growth still lacklustre, and the impulse 

from the continental shelf gradually turning negative, 

we expect to see further deceleration of growth 

signals ahead. In summary, mainland GDP growth is 

expected to peak in 2019, before dropping to below 

trend in the coming years. 

 

Inflation outlook of little concern 

Turning to inflation, the CPI-ATE has come down 

from its peak and, at currently 2.2 percent, has 

moved closer to target. The inflationary impulse from 

the past weakening of the NOK is currently fading 

and, even though wage cost pressures have picked 

up, the overall picture is in line with the CPI-ATE 

staying close to, but somewhat below, target in the 

coming years (on average). The inflationary outlook 

is probably of little concern to Norges Bank, with the 

central bank instead seeming more focused on the 

growth outlook. However, given the expected 

weakening ahead, alongside global growth and risk 

concerns, as well as further downward adjustments 

to policy rate expectations among Norway’s trading 

partners, Norges Bank is nearing the peak of this 

hiking cycle. Our baseline assumption is that the 

peak was reached already in June, but we see a risk 

that Norges Bank will push through a final hike 

in September. 

The outlook continues to weigh on the NOK 

The outlook for the Norwegian currency is 

dominated by weak risk sentiment and fairly low 

market expectations for another hike by Norges 

Bank. We believe the scope for near-term 

appreciation in the krone is limited. We see the 

EUR/NOK at 9.80 toward year-end. 
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Theme article: Currencies  

A tale of two crowns  
Both the SEK and the NOK have depreciated considerably over the past five years. Movements early in 

this period can largely be explained by deteriorating interest rate differentials against trading partners. 

However, improvements in interest rate differentials recently have not translated into lasting 

appreciation of the two currencies. We argue that some of the recent underperformance is the result of 

a deteriorating risk appetite among global investors. As we expect a slowing global economy and do not 

anticipate a resolution of the US-China trade conflict in the near term, we do not foresee a substantial 

strengthening of either the SEK or the NOK over the coming year.  

A return to crisis-levels for the SEK and NOK 

The two free-floating Scandinavian currencies, the 

Swedish krona and the Norwegian krone, have 

depreciated significantly over the past five to six 

years. There are similarities in the journeys of the 

SEK and NOK, as the initial stages of weakness 

were accompanied by deteriorating interest rate 

differentials against the eurozone and the US. 

Persistent weakness in underlying inflation led the 

Riksbank to lower the policy rate in multiple steps, 

starting in 2013, as the central bank feared that 

inflation expectations were slipping. In Norway, the 

economic outlook deteriorated significantly after oil 

prices more than halved in the second half of 2014. 

While the weakness in both the SEK and the NOK 

from 2013-16 can largely be explained through the 

lens of falling interest rate differentials, more recent 

trends cannot. In trade-weighted terms, the NOK has 

traded sideways over the past few years, while the 

SEK has weakened further. 

Similar but different 

The two currencies are, on average, positively 

correlated with irregular periods when the pair is 

                                                      
4 For a formal treatment of this relationship, please 
refer to Macro Forecast Norway, April 2019 

trading in tight tandem. As Sweden and Norway 

have similar institutional setups, solid fiscal positions 

and geographical proximity, and with both being 

small, open economies, it is unsurprising that 

international investors tend to view their currencies 

as close relatives. Both the SEK and the NOK are 

also relatively small currencies susceptible to bouts 

of illiquidity and sensitive to changes in investors’ 

risk appetite.  

A source of contrast is the influence of oil prices on 

both the Norwegian economy and the NOK. As a 

major exporter of oil and natural gas, the Norwegian 

mainland economy has shown sensitivity to major 

swings in oil prices.4 Owing to the impact on the 

economy, and through commercial and speculative 

currency flows, the NOK has generally shown a 

positive relationship with movements in oil prices. Oil 

prices fell in excess of 50 percent at the end of 2014. 

This led to a substantial weakening of the NOK, while 

the SEK was relatively stable over the same period.     

No payoff from strong fundamentals 

Interest rate differentials, whether using short or long 

rates, have been a relatively poor guide for the 

performance of the SEK and NOK versus the EUR 

over the past couple of years. As Swedish inflation 

recovered, yields have changed little relative to 

German yields. However, the EURSEK cross has 

continued to move higher. The Norwegian economy 

has recovered from the oil-related weakness, and 

interest rate differentials have moved in favour of the 

NOK, supported by interest rate increases from 

Norges Bank. Nevertheless, the NOK has not 

experienced much in the way of sustained upswings 

during the past few years. Continued weakness for 

commodity prices in general and oil prices in 

particular help to explain the lacklustre performance 

of the NOK. 

 

https://research.handelsbanken.se/Macro-Research/All-Publications/publication/28138/macro-forecast-norway
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Both the SEK and the NOK have traded at weaker 

levels than suggested by short-run fundamentals 

(e.g. interest rate differentials and commodity prices) 

over the past couple of years. We argue that the 

following factors have contributed to the 

underperformance: 

 The outlook for consistently higher inflation 

rates in Norway and Sweden compared with 

the eurozone has contributed to weaker 

currencies versus the EUR, as per the theory of 

relative purchasing power parity.5  

 Deteriorating risk sentiment among global 

investors over the past year and a weaker 

global growth outlook have hurt the 

Scandinavian currencies; moreover, the 

                                                      
5 For more on PPP and the effect on exchange 
rates, please refer to Macro Comment, June 2019 
 

sensitivity of the SEK and NOK to shifts in risk 

appetite seem to have increased. 

 

Limited scope for short-term strengthening 

Although the SEK and the NOK are weak in a 

historical context and trading below short-run 

fundamentals, we believe that the case for sustained 

strengthening is not particularly compelling for the 

near term. The relative inflation outlook versus the 

eurozone is unlikely to change substantially over the 

coming year. Furthermore, we expect the global 

economy to continue to slow, which is unlikely to 

help spark renewed interest in these currencies. It is 

also our assessment that there is no end in sight for 

the trade conflict between the US and China. This 

will likely further depress risk appetite among global 

investors and leave the SEK and NOK out of favour 

in the short term. 

Looking further ahead, it is our assessment that both 

the SEK and the NOK are fundamentally 

undervalued.6 Furthermore, we have pencilled in a 

moderate recovery in the global business cycle as 

we approach 2021. If the global economy develops 

according to our baseline scenario, there is scope for 

some strengthening of the SEK. However, we expect 

the Norwegian economy to cool considerably over 

the next few years owing to a fading growth impulse 

from petroleum investments. We believe a slowing 

mainland economy reduces the potential for a 

longer-term, broad-based strengthening of the NOK. 

 

6 Please refer to Global Macro Forecast, January 
2019 for a description of models and assessments 

http://research.handelsbanken.se/Attachments/28363/Macro%20Comment%20Sweden%2017%20june%202019.pdf
https://research.handelsbanken.se/Attachments/27871/Global%20Macro%20Forecast%2030%20january%202019.pdf
https://research.handelsbanken.se/Attachments/27871/Global%20Macro%20Forecast%2030%20january%202019.pdf
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Finland 

The labour market sounds a warning  
Finland has not been immune to global manufacturing gloom and this is pointing toward very moderate 

export growth. Geopolitical tensions and weakened global demand are weighing on business and 

consumer sentiment, and the Finnish consumer is unlikely to provide strong enough support to prevent 

the slowdown in GDP growth in 2019-21, as the labour market looks to be weakening already. 

Finnish manufacturing is hit by global woes 

Finland has not been immune to the weakening in 

global growth, yet, actual industrial output growth 

has held up relatively well. Industrial barometers, 

however, point to further weakening going forward. 

Finland is particularly vulnerable to the slowdown in 

Chinese growth and the intensification of the US-

China trade conflict, due to its low export 

diversification and heavy concentration on industrial 

intermediate and capital goods. This will dampen 

export growth going forward, yet due to weaker 

import growth, the contribution from net exports is 

likely to improve from previous year and be 

slightly positive. 

Labour productivity has deteriorated during the past 

12 months and is running close to the growth of unit 

labour costs. Therefore, Finnish firms may not be so 

keen to increase investments or employment, 

especially, when the demand outlook is quite 

uncertain and geopolitical risks are rampant.  

The service sector resilience the key for growth 

Service sector has fared better than manufacturing 

amidst notable signs that domestic demand is well 

past its prime. The household income side still looks 

relatively healthy, but employment growth and 

consumer confidence have both weakened. 

The actual labour market development, in the light of 

most recent data, has been quite alarming. 

Employment growth deteriorated quite rapidly during 

April-June this year, and in June employment growth 

was completely exhausted. Now that overall GDP 

growth in y-o-y terms has moderated markedly 

during the past 12 months according to the monthly 

GDP indicator, it is no surprise that the labour market 

improvement gradually stalls, as it normally lags 

overall economic growth. 

Household’s behaviour looks to have become 

extremely cautious since mid-2018, and in Q1 2019 

private consumption outright contracted in y-o-y 

terms. We expect consumption to continue to 

support the business cycle expansion, but only 

moderately so, and if the trade war were to re-

escalate or the no-deal outcome were to emerge 

from the Brexit process, domestic demand could be 

exposed to major headwinds.  

The uncertainty of the future economic outlook and 

increased risk aversion among households and 

businesses looks already to have taken its toll on 

Finnish investments. The stance of fiscal policy of 

the new Finnish government is expected to be 

moderately expansionary, yet the government aims 

to have general government balance by the end its 

term, in 2023, if the economic conditions remain 

normal. The soundness of this policy relies on the 

continued rise of employment rate, and it reaching 

the 75 percent target by the end of 2023. This 

requires employment to grow by over 60.000 

persons during that period. It may be a tall order to 

expect this upturn to last and fuel employment 

growth until 2023, particularly as the pool of available 

labour is diminishing. Unpopular and painful labour 

market reforms could increase the supply of labour 

in a major way, but these kind of measures do not 

seem to be on governments agenda, at least at this 

point of time.  

GDP growth forecast revised down for 2020 

We have revised down our 2020 GDP forecast to 0.9 

percent (previous 1.0 %). The forecast for 2019 

remains unchanged at 1.5 percent and in 2021, we 

expect slightly stronger growth, at 1.1 percent, than 

previously forecasted as the global stimulus feeds 

through and economic sentiment improves.
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Denmark   

Gradual slowdown and rate cut on the cards  
Danish GDP growth has weakened and signs of a slowdown taking hold have strengthened. However, 

we expect the slowdown to be only gradual. We believe the central bank is likely to mirror the expected 

rate cut from the ECB.    

Weak data confirm slowdown 

The Danish economy has slowed visibly so far this 

year, mainly owing to worsened trade conditions 

taking cue from global tendencies. This almost 

brought quarterly GDP growth to a halt in the first 

quarter. Although we still expect somewhat stronger 

growth rates in the following quarters, as flagged by 

the strong GDP indicator in second quarter, this 

leads us to lower GDP growth a notch this year to 

1.7 percent from previously 1.8 percent, while 

maintaining a further slowdown in GDP growth the 

following two years.  

More interestingly, we now have more solid proof 

from the labour market of a slowdown taking hold. 

The unemployment rate rose in June for the first time 

in two years, suggesting that the unemployment rate 

is about to bottom out. Even more convincingly, 

registered employment decreased in May for the first 

time in more than six years. Although one negative 

number does not tell the whole story, we expect that 

employment is about to have peaked. 

 

Still some positives in place 

Even with firmer signs of a slowdown in Denmark, 

we have not increased the risk of a more severe 

scenario in the short term. Importantly, the Danish 

manufacturing sector has surprised positively so far 

this year, with increasing production volumes 

regardless of the more worrying signals from abroad 

and in Danish manufacturing barometers as well. 

This is likely due to the less cyclical nature of some 

of the big manufacturers, such as pharma and wind 

energy. On the other hand, Danish exports are still 

highly exposed to Germany and shipping is exposed 

to the global business cycle.  

Danish households look set to continue with 

moderate consumption growth over the next year or 

so. Households’ finances remain in a solid state and 

the recent decline in mortgage yields has led to a 

record-large refinancing wave in mortgage loans at 

approximately DKK 300bn ytd (above 10 percent of 

total loan stock), bolstering disposable income 

further looking ahead. Accordingly, we do not expect 

private consumption to participate in the slowdown 

before sometime next year, when unemployment is 

expected to rise more visibly. Further-more, the 

slowdown in home price growth has eased in 

recent months.   

Central bank likely to mirror the ECB rate cut 

We expect an imminent ECB rate cut of 10 basis 

points. As the Danish central bank (DN) has a fixed 

exchange rate target to the euro we expect a normal 

mirroring behaviour and thus a cut of the DN deposit 

rate by 10 basis points to -0.75 percent. We expect 

DN to simultaneously enhance the tiering system by 

widening the current account limits at which banks 

can park excess liquidity at 0 percent at DN 

The safe-haven characteristic of the DKK appears to 

have waned somewhat in the past year with the 

generally weaker EUR having less impact on the 

DKK. However, most recently there has been 

renewed strengthening pressure on DKK. We expect 

the currency to stabilize and the DN to stay put after 

the rate cut.
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Netherlands   

Slowdown to alter growth mix  
We expect Dutch economic growth to slow as its export-dependent economy suffers from the global 

trade downturn and domestic factors, including a cooling housing market and lower employment 

growth. With consumption and investment faltering as well, we expect economic growth to be propelled 

primarily by fiscal policy ahead.  

Uncertainty weighs on sentiment 

The Dutch economy has grown above the eurozone 

average over the last couple of years. However, 

owing to heightened global uncertainty, Brexit and 

decelerating growth in both China and Germany, we 

expect growth in the Netherlands to slow. Until now, 

this has predominantly manifested through lower 

exports and to some extent compressed 

consumption, even as investment has held up 

comparatively well.  

Higher-frequency statistics point to weakening 

business confidence, as firms face increasing un-

certainty in the light of global tensions. Meanwhile, 

household confidence has fallen substantially since 

the beginning of last year, signalling lower growth 

contributions from consumption ahead. 

For an economy as open to global shocks as the 

Netherlands’, where the export share of GDP has 

been around 85 percent, reductions in external 

demand for Dutch goods are bound to have both a 

direct effect through lower exports and an indirect 

effect through lower investments. 

 

Tight labour market but lower future 
employment growth 

The labour market remains tight, with a rising 

number of vacancies and high employment growth, 

and unemployment remains at record lows. 

Households have benefited from rising employment 

and real wages. However, employment growth is 

expected to slow down significantly, and given the 

uncertain economic environment, we expect 

households to increase their saving as opposed to 

their consumption. Moreover, a cooling housing 

market is likely to have a dampening effect on both 

consumption and construction investment. 

Fiscal policy to drive changing growth mix 

The Netherlands has plenty of fiscal space, and we 

expect public expenditures to be the only area where 

growth will increase more this year than in 2018. 

Recent political agreements spell out major 

increases in expenditure this year and next, 

particularly in defense and infrastructure. As such, 

even though the country remains among the most 

vulnerable to the global downturn, we believe it is 

also among those best positioned to weather the 

storm in the short run thanks to fiscal capacity. 

Growth returns to the mean, inflation falters 

We expect GDP to increase by 1.5 percent this year, 

much closer to longer-run historical averages. We 

forecast that growth is set to ease to around 1.1 and 

1.2 percent for 2020 and 2021, respectively. This 

forecast trajectory assumes the EU and the UK will 

reach a negotiated Brexit deal. A more chaotic Brexit 

under a no-deal scenario would most likely pose 

significant negative downside risks to our forecast. 

We now expect the decline in unemployment since 

2014 to come to an end, hitting the trough at 3.5 

percent this year. As the economy is increasingly 

affected by the global slowdown, we foresee 

unemployment rising in 2020 and 2021. Our fore-

cast for 2019 is that inflation will increase more rap-

idly, chiefly owing to VAT and energy-tax hikes. 

These effects will be temporary, and we forecast 

inflation of 1.4 and 1.5 percent for 2020 and 2021, 

respectively, well below the ECB’s overall 

inflation target.

 



 

HANDELSBANKEN | GLOBAL MACRO FORECAST    23  
 

Key ratios 

 

 

 

 

 

 

 

 

Real GDP Forecast

2018 2019 2020 2021

Sweden 2.5 (2.4) 1.5 (1.5) 0.8 (1.1) 1.3 (1.0)

Denmark 1.5 (1.4) 1.7 (1.8) 0.9 (1.0) 0.8 (0.8)

Finland 1.7 (2.3) 1.5 (1.5) 0.9 (1.0) 1.1 (0.8)

Norway, total economy 1.4 (1.4) 2.0 (2.3) 2.0 (1.8) 1.8 (1.7)

Norway, mainland economy 2.2 (2.2) 2.6 (2.6) 1.6 (1.6) 1.2 (1.2)

Eurozone 1.9 (1.8) 1.1 (1.1) 1.0 (1.0) 1.1 (0.7)

Netherlands 2.5 (2.5) 1.5 (1.5) 1.1 (1.0) 1.2 (1.1)

United Kingdom 1.4 (1.4) 1.1 (1.2) 1.1 (1.1) 1.2 (1.2)

United States* 2.9 (2.9) 2.2 (2.1) 1.2 (1.3) 1.7 (1.3)

China 6.6 (6.6) 6.1 (6.0) 5.7 (5.7) 5.5 (5.5)
Japan 1.1 (1.1) 0.8 (0.8) 0.4 (0.4) 0.4 (0.4)

*Calendar adjusted

Inflation Forecast

2018 2019 2020 2021

Sweden, CPI 2.0 (2.0) 1.8 (2.0) 1.7 (2.2) 1.6 (1.8)

Sweden, CPIF 2.1 (2.1) 1.7 (1.7) 1.7 (1.7) 1.6 (1.7)

Denmark 0.8 (0.8) 0.9 (1.3) 1.2 (1.5) 1.2 (1.2)

Finland 1.1 (1.1) 1.1 (1.2) 1.2 (1.4) 1.4 (1.4)

Norway, CPI 2.7 (2.7) 2.1 (2.3) 1.8 (1.5) 1.8 (1.8)

Norway, CPIATE 1.6 (1.6) 2.3 (2.3) 2.1 (1.8) 1.8 (1.8)

Eurozone 1.8 (1.8) 1.3 (1.4) 1.4 (1.6) 1.4 (1.4)

Netherlands 1.6 (1.6) 2.3 (2.4) 1.2 (1.4) 1.4 (1.5)

United Kingdom 2.5 (2.5) 1.9 (1.9) 1.9 (1.9) 1.9 (1.9)

United States, PCE Core 2.0 (1.9) 1.7 (2.0) 1.9 (2.0) 2.0 (2.0)

2018 2019 2020 2021

Sweden 6.3 (6.3) 6.4 (6.1) 6.6 (6.3) 6.8 (6.7)

Denmark 5.1 (5.1) 5.1 (4.9) 5.2 (4.8) 5.6 (5.5)

Finland 7.4 (7.4) 6.4 (6.5) 6.4 (6.5) 6.7 (6.8)

Norway 3.9 (3.9) 3.5 (3.6) 3.5 (3.5) 3.6 (3.6)

Eurozone 8.2 (8.2) 7.8 (7.8) 7.9 (7.9) 8.2 (8.2)

Netherlands 3.8 (3.8) 3.4 (3.5) 4.1 (4.1) 4.6 (4.6)

United Kingdom 4.1 (4.1) 3.9 (4.2) 4.1 (4.4) 4.3 (4.5)

United States 3.9 (3.9) 3.7 (3.8) 4.1 (4.1) 4.4 (4.4)

Source: Handelsbanken

In brackets: Global Macro Forecast April 9, 2019

Annual average

Annual average

Annual average

Unemployment forecast
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Interest rate forecast

Policy rates 2018 2019 2020 2021

United States 2.375 (2.375) 1.625 (2.375) 1.375 (1.625) 1.375 (1.625)

Eurozone -0.40 (-0.40) -0.50 (-0.40) -0.50 (-0.40) -0.50 (-0.40)

Sweden -0.25 (-0.25) -0.25 (0.00) -0.25 (0.00) -0.25 (0.00)

Denmark -0.65 (-0.65) -0.75 (-0.45) -0.75 (-0.45) -0.75 (-0.45)

United Kingdom 0.75 (0.75) 0.75 (0.75) 0.75 (0.75) 0.75 (0.75)

Norway 0.75 (0.75) 1.25 (1.25) 1.25 (1.25) 1.25 (1.25)

Interbank rates 2018 2019 2020 2021

United States, LIBOR 2.81 (2.81) 1.93 (2.68) 1.68 (1.93) 1.68 (1.93)

Sweden, STIBOR -0.13 (-0.13) -0.10 (0.10) -0.10 (0.15) -0.10 (0.15)

Eurozone, EURIBOR -0.31 (-0.31) -0.42 (-0.30) -0.42 (-0.30) -0.42 (-0.30)

Denmark, CIBOR -0.30 (-0.30) -0.45 (-0.15) -0.40 (-0.20) -0.35 (-0.20)

Norway, NIBOR 1.27 (1.27) 1.65 (1.65) 1.65 (1.65) 1.65 (1.65)

2 year govt. bond yield 2018 2019 2020 2021

United States 2.48 (2.49) 1.45 (2.20) 1.40 (1.50) 1.50 (1.65)

Eurozone (Germany) -0.61 (-0.61) -0.76 (-0.50) -0.69 (-0.60) -0.66 (-0.60)

Sweden -0.39 (-0.39) -0.60 (-0.25) -0.55 (-0.25) -0.40 (-0.15)

Denmark -0.60 (-0.60) -0.80 (-0.35) -0.70 (-0.45) -0.65 (-0.45)

Finland -0.55 (-0.55) -0.60 (-0.40) -0.55 (-0.50) -0.50 (-0.50)

United Kingdom 0.73 (0.73) 0.35 (0.70) 0.40 (0.70) 0.50 (0.70)

Norway 1.11 (1.11) 1.15 (1.50) 1.15 (1.50) 1.20 (1.50)

5 year govt. bond yield 2018 2019 2020 2021

United States 2.51 (2.51) 1.55 (2.25) 1.58 (1.75) 1.80 (1.88)

Eurozone (Germany) -0.31 (-0.31) -0.64 (-0.20) -0.46 (-0.30) -0.41 (-0.20)

Sweden -0.03 (-0.03) -0.50 (0.05) -0.35 (0.00) -0.10 (0.15)

Denmark -0.34 (-0.34) -0.65 (-0.15) -0.50 (-0.25) -0.40 (-0.25)

Finland -0.08 (-0.08) -0.45 (-0.05) -0.30 (-0.15) -0.25 (-0.05)

United Kingdom 0.89 (0.89) 0.40 (0.80) 0.50 (0.80) 0.55 (0.80)

Norway 1.43 (1.43) 1.15 (1.60) 1.15 (1.60) 1.35 (1.60)

10 year govt. bond yield 2018 2019 2020 2021

United States 2.69 (2.68) 1.65 (2.30) 1.75 (2.00) 2.10 (2.10)

Eurozone (Germany) 0.24 (0.24) -0.41 (0.25) -0.24 (0.20) -0.16 (0.30)

Sweden 0.45 (0.45) -0.20 (0.50) -0.05 (0.50) 0.20 (0.65)

Denmark 0.19 (0.19) -0.45 (0.35) -0.25 (0.25) -0.15 (0.35)

Finland 0.54 (0.54) -0.10 (0.50) 0.05 (0.45) 0.10 (0.55)

United Kingdom 1.27 (1.27) 0.50 (1.00) 0.60 (1.00) 0.70 (1.00)

Norway 1.79 (1.79) 1.15 (1.95) 1.20 (1.90) 1.40 (2.00)

2 year swap rate 2018 2019 2020 2021

United States 2.64 (2.69) 1.65 (2.40) 1.60 (1.70) 1.70 (1.85)

Eurozone -0.17 (-0.17) -0.36 (-0.05) -0.29 (-0.15) -0.26 (-0.15)

Sweden 0.06 (0.06) -0.19 (0.15) -0.13 (0.20) 0.00 (0.28)

Denmark -0.06 (-0.06) -0.30 (0.15) -0.25 (0.00) -0.20 (0.00)

United Kingdom 1.16 (1.16) 0.60 (0.95) 0.70 (0.95) 0.80 (0.95)

Norway 1.54 (1.54) 1.75 (1.65) 1.75 (1.65) 1.75 (1.65)

5 year swap rate 2018 2019 2020 2021

United States 2.57 (2.66) 1.70 (2.40) 1.73 (1.90) 1.95 (2.03)

Eurozone 0.20 (0.20) -0.19 (0.30) -0.01 (0.20) 0.04 (0.30)

Sweden 0.51 (0.51) -0.05 (0.56) 0.08 (0.59) 0.32 (0.71)

Denmark 0.26 (0.26) -0.15 (0.35) 0.00 (0.45) 0.10 (0.45)

United Kingdom 1.30 (1.30) 0.65 (1.05) 0.70 (1.05) 0.80 (1.05)

Norway 1.81 (1.81) 1.65 (1.90) 1.65 (1.90) 1.80 (1.90)

10 year swap rate 2018 2019 2020 2021

United States 2.70 (2.73) 1.70 (2.35) 1.80 (2.05) 2.15 (2.15)

Eurozone 0.81 (0.81) 0.09 (0.75) 0.27 (0.70) 0.34 (0.80)

Sweden 1.13 (1.13) 0.31 (1.14) 0.41 (1.10) 0.62 (1.23)

Denmark 0.80 (0.80) 0.10 (0.85) 0.30 (0.80) 0.40 (0.85)

United Kingdom 1.43 (1.43) 0.80 (1.25) 0.90 (1.25) 1.00 (1.25)

Norway 2.11 (2.11) 1.65 (2.30) 1.65 (2.30) 1.80 (2.30)

Source: Handelsbanken In brackets: Global Macro Forecast April 9, 2019

End of year
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2018 2019 2020 2021

EUR/SEK 10.28 (10.28) 10.65 (10.00) 10.58 (9.90) 10.40 (9.80)

USD/SEK 9.01 (9.01) 9.51 (8.47) 8.96 (7.92) 8.52 (7.84)

GBP/SEK 11.43 (11.43) 11.83 (11.49) 12.02 (11.25) 11.82 (11.40)

NOK/SEK 1.03 (1.03) 1.09 (1.05) 1.08 (1.02) 1.06 (1.00)

DKK/SEK 1.38 (1.38) 1.43 (1.34) 1.42 (1.33) 1.39 (1.31)

CHF/SEK 9.12 (9.12) 9.68 (8.77) 9.28 (8.61) 9.04 (8.45)

JPY/SEK 8.21 (8.21) 9.23 (8.23) 8.15 (7.20) 7.61 (7.00)

CNY/SEK 1.31 (1.31) 1.32 (1.30) 1.21 (1.26) 1.12 (1.23)

2018 2019 2020 2021

EUR/USD 1.14 (1.14) 1.12 (1.18) 1.18 (1.25) 1.22 (1.25)

USD/JPY 109.77 (109.77) 103.00 (103.00) 110.00 (110.00) 112.00 (112.00)

EUR/GBP 0.899 (0.899) 0.900 (0.870) 0.880 (0.880) 0.880 (0.860)

GBP/USD 1.27 (1.27) 1.24 (1.36) 1.34 (1.42) 1.39 (1.45)

EUR/CHF 1.13 (1.13) 1.10 (1.14) 1.14 (1.15) 1.15 (1.16)

USD/CNY 6.88 (6.88) 7.20 (6.50) 7.40 (6.30) 7.60 (6.40)

2018 2019 2020 2021

EUR/DKK 7.46 (7.46) 7.46 (7.46) 7.46 (7.46) 7.46 (7.46)

SEK/DKK 0.73 (0.73) 0.70 (0.75) 0.71 (0.75) 0.72 (0.76)

USD/DKK 6.55 (6.55) 6.66 (6.32) 6.32 (5.97) 6.11 (5.97)

GBP/DKK 8.30 (8.30) 8.29 (8.57) 8.48 (8.48) 8.48 (8.67)

CHF/DKK 6.62 (6.62) 6.78 (6.54) 6.54 (6.49) 6.49 (6.43)

JPY/DKK 5.96 (5.96) 6.47 (6.14) 5.75 (5.43) 5.46 (5.33)

2018 2019 2020 2021

EUR/NOK 9.95 (9.95) 9.80 (9.50) 9.80 (9.70) 9.80 (9.80)

SEK/NOK 0.97 (0.97) 0.92 (0.95) 0.93 (0.98) 0.94 (1.00)

USD/NOK 8.73 (8.73) 8.75 (8.05) 8.31 (7.76) 8.03 (7.84)

GBP/NOK 11.07 (11.07) 10.89 (10.92) 11.14 (11.02) 11.14 (11.40)

CHF/NOK 8.83 (8.83) 8.91 (8.33) 8.60 (8.43) 8.52 (8.45)

JPY/NOK 7.95 (7.95) 8.50 (7.82) 7.55 (7.05) 7.17 (7.00)

Source: Handelsbanken

In brackets: Global Macro Forecast April 9, 2019

End of year

Exchange rate forecast
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