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Inflation and virus spread
challenge the recovery
As 2022 begins, the economic environment is
challenging. Inflation continues to pose problems, and
central banks such as the US Federal Reserve, the Bank
of England and Norges Bank are now taking up the fight
and shifting their monetary policies towards tightening.
Fiscal policies in most countries are also entering a
contractionary period, as pandemic relief packages are
phased out. This is happening even though the COVID19 pandemic is definitely not over. Virus transmission
reached record highs at the beginning of this year; the
number of new cases, absences due to illness and
quarantined family members has almost exploded. This
is causing continued pressure on goods supply and value
chains, while demand for tourism, hospitality and other
services is being held back. Geopolitical risks have also
intensified, due to growing tensions between Russia and
Ukraine. Sharply deteriorating relations between Russia
and the West could further drive up already very high
energy prices, putting severe pressure on financial
markets.
But the situation is far from gloomy. Despite the above
problems and challenges, there are plenty of bright
spots. The spread of the Omicron variant of COVID-19
has been extremely rapid, but it is increasingly clear
that a dwindling proportion of those who are infected
are becoming seriously ill. This means restrictions do not
have to be as far-reaching or lengthy as during previous
waves. Some countries have already begun to ease their
restrictions. This will help normalise global value chains;
the small improvements we have already started to see
in transport costs, delivery times and input goods
supplies appear likely to continue.

Labour markets have recovered and it is encouraging
to see that in many places, unemployment has fallen to
pre-pandemic levels. But to prevent central banks from
ending up under stress, more people will have to return
to the labour force as the pandemic releases its grip.
Rising private sector debt has increased interest rate
sensitivity, forcing central banks to exercise caution. On
the other hand, businesses also have large cash
reserves and good investment opportunities, while
households in many countries have built up large
savings buffers during the pandemic.
The overall situation after weighing challenges and
risks against strengths and recovery potential is
relatively balanced. We have lowered our growth
forecasts in many places, but growth remains above its
long-term trend. Meanwhile we note that there are
many risks and that geopolitical developments in
particular are very hard to assess. What we do know is
that the global economy is facing a very exciting year,
which we look forward to monitoring and discussing
with you.
This February 2022 issue of Nordic Outlook includes
four in-depth theme articles that discuss the following:
•
•
•
•

Will inflation persist?
Monetary exit policy
Energy prices – Green fear
The US – One year with Biden

We wish you pleasant reading and a happy 2022!
Jens Magnusson
Chief Economist
Håkan Frisén
Head of Economic Forecasting
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The global economy

The United States | page 25

The euro area | page 32

Despite ample savings, households will be
pressed by inflation and fiscal headwinds
when Biden’s reforms are stopped. A hot
labour market and stubborn above-target
inflation will lead the Fed to tighten both
key rates and its balance sheet in 2022.

Manufacturers are hampered by transport
disruptions, while near-term energy prices
squeeze households. Rising employment
and high savings will provide support.
Inflation will move close to target, and the
ECB will hike its key rate in late 2023.

China | page 36

The United Kingdom | page 35

Beijing has made "stability" a top priority
this year. Although China’s economic
policies now aim at supporting growth, the
government’s strict COVID policy
constitutes a risk to economic activity.

High inflation is a focus of attention as the
Bank of England hikes its key rate three
times in 2022. Unemployment is close to
pre-pandemic levels. Domestic politics is
also in the media spotlight after various
scandals, ahead of local elections in May.
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International overview
Recovery faces threats from
virus spread and inflation
The recovery is being challenged by high inflation,
rapid virus spread and mounting geopolitical risks.
Central banks are speeding up their rate hikes and the
Fed's plans to trim its balance sheet are shaking up
stock and fixed income markets. But there is increased
hope of improvements once the latest COVID-19 wave
has passed. Growth will regain momentum as supply
side disturbances ease and inflation gradually falls.
Large household savings buffers also suggest rising
consumption when restrictions ease.

Uncertainty about the forecasting environment has
recently intensified, for a number of reasons. The
geopolitical situation has become increasingly tense and
central banks are under pressure from inflation, which
has again surprised on the upside, while the rapid
spread of the Omicron variant means that the pandemic
is retaining its grip on society. Although most countries
are trying to design restrictions that are gentle to the
economy, GDP growth will inevitably slow in the near
term. Official and self-imposed restrictions are inhibiting
demand, while the spread of COVID-19 is now so
pervasive that absences due to illness are also hurting
the supply side. Absences lower potential production
and create other problems such as reduced health care
capacity. They also help prolong inflationary bottleneck
problems in various fields, especially transport.
Increased hopes of improvements on the horizon. But
at the same time, there are also positive aspects to the
tsunami-like spread of Omicron. There are increasingly
clear signs that its symptoms are milder. Once the wave
has passed, we may in a more favourable situation
relatively soon. Hopes of greater natural immunity, a
high vaccination level and access to new vaccines and
drugs which greatly alleviate the symptoms of COVID19 have led normally cautious health organisations to
talk about an end to the pandemic as early as mid-2022.
Our GDP growth forecasts remain relatively stable,
despite the changed playing field. Higher energy prices,
which undermine household purchasing power, and the
effects of the Omicron wave early this year are
contributing to a downward adjustment in our 2022
GDP growth forecast by about a quarter of a percentage
6

point both for global economy and the mainly affluent
OECD countries but for 2023 we have made a
marginal upward adjustment of a tenth of a point, due to
higher growth in emerging market (EM) economies.
Global GDP growth
Year-on-year percentage change
2020 2021 2022 2023
United States

-3.4

5.6

3.5

2.1

Japan

-4.6

2.0

3.2

1.2

Germany

-4.6

2.8

4.0

3.4

China

2.2

8.1

5.2

5.4

United Kingdom

-9.4

7.2

4.5

2.9

Euro area

-6.4

5.3

4.0

2.9

Nordic countries

-2.2

4.2

3.3

2.5

Sweden

-2.8

4.9

3.0

2.7

Baltic countries

-1.7

5.6

3.8

3.4

OECD

-4.6

5.2

3.7

2.4

Emerging markets (EM)

-2.1

6.4

4.5

4.5

World, PPP*

-3.3

5.8

4.1

3.6

Source: OECD, IMF, SEB. *Purchasing power parities

The inflation upturn is putting pressure on central
banks. At the same time, the inflation surge contrasts
with the stability of GDP growth. We have again raised
our inflation forecasts, including both higher peaks and
more lengthy processes. Some of the theme articles in
this issue of Nordic Outlook analyse the energy market
and its interaction with the general inflation
environment, as well as how monetary policymakers
will manage growing challenges. Although inflation is
likely to fall significantly late in 2022, it is clear that
most central banks are now preparing to respond to
perceived threats of a lasting decline in purchasing
power and inflation expectations that lose touch with
their targets. Unemployment in many countries has now
also fallen close to pre-pandemic levels. Although
labour market bottleneck problems are likely to ease as
the effects of the pandemic fade, we are probably not
very far from a situation of normal resource utilisation.
Central banks are speeding up their policy
normalisation, both with regard to their balance sheets
and key interest rates. We have adjusted many of our
key interest rate forecasts. In the United States, the
Federal Reserve (Fed) is expected to begin hiking its
key rate in March and then move in gradual steps
towards a 2.00 per cent rate by the end of 2023. The
central banks in the United Kingdom and Norway will
also implement repeated rate hikes to levels close to
that of the Fed. Late in 2023, we believe the European
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Central Bank (ECB) and Sweden’s Riksbank will begin
moving towards more normal key rates. We now expect
a Swedish repo rate of 0.50 per cent by end-2023.

provides hopes of slightly rising share prices during
2022 as a whole.

A moderate upturn in long-term yields. After largely
treading water last autumn, long-term bond yields have
risen clearly in early 2022 in response to expectations
of faster rate hikes, especially by the Fed. The market
seems focused on a relatively short hiking cycle. This
has limited the upturn, but recently the prospect of Fed
balance sheet reductions as soon as late 2022 has
contributed to higher long-term yields. Our view is that
long-term yields will slowly keep moving higher and that
10-year Treasury yields will reach 2.50 per cent by end2023. We expect the spread between US and German
government bonds to be fairly constant at around 200
basis points. This implies that the German 10-year yield
will climb to 0.50 per cent in 2023 due to reduced ECB
bond-buying and an expected rate hike. Swedish and
Norwegian long-term yields are expected to follow ECB
yields upward, with relatively small changes in spreads.

The explosive spread of Omicron is creating new
challenges for forecasters as restrictions are
reintroduced. Meanwhile it seems increasingly clear
that Omicron is less severe than earlier COVID-19
strains. This follows previous patterns, with each new
virus wave leading to milder illnesses and thus fewer
deaths and a smaller health care burden (see chart). But
the situation varies between continents; the difference
compared to earlier variants, for example, still seems to
be greater in Western Europe than in North America.

A strong dollar for another while. So far, the dollar has
not enjoyed much support from the Fed's more
aggressive plans, but we now expect the EUR/USD
exchange rate to fall to around 1.10 as short-term US
interest rates start rising. Further ahead, however, we
believe that weak US fundamentals such as a negative
net international position will make themselves felt. In
2023, EUR/USD will climb above 1.20. The big
difference in inflation environments is one reason why
our long-term equilibrium estimate has increased to
1.25-1.28. The Swedish krona recently depreciated
significantly as earlier favourable capital flows dried up.
Headwinds will intensify in the short term, and we
expect the EUR/SEK rate to reach 10.50 this spring.
After that, low valuations will prevail and we expect
EUR/SEK of 9.70 by the end of 2023.
The stock market year has begun amid increasing
headwinds as investors begin to question whether
equities will enjoy support from healthy economic
growth as well as low interest rates and bond yields.
Meanwhile virus transmission, supply side disruptions
and geopolitical turmoil are weighing on markets. After
a stable upturn in 2021, we expect 2022 to be
characterised by higher volatility and a lack of a clear
market direction. Higher rates and inflation will exert
downward pressure on markets, yet because of very
sharp earnings increases in 2021, valuations
(price/earnings ratios) actually fell slightly. Our forecast
of continued above-trend GDP growth and a calmer
inflation environment a bit further ahead nevertheless

Omicron wave has changed the playing field

The nature of the Omicron wave has also rapidly
changed the way the authorities are battling COVID-19.
The variant spreads so fast that it is not meaningful to
try to stop it by using previous strategies. For example,
vaccine passports which only a month or so ago were
viewed as a vital tool for keeping society functioning
do not work as planned when the effectiveness of
vaccines against Omicron is so weak. But in the short
term, restrictions can be justified by the fact that they
help reduce pressure on health care providers. Together
with generally high absences due to illness, restrictions
are one factor behind a slowdown in economic activity
early in 2022. Once again, the service sector is hardest
hit by social distancing and limited opening hours.
Is the end of the pandemic discernible on the horizon?
The experiences of countries that were hit early by
Omicron, such as South Africa and the UK, indicate a
very rapid peak and decline. The current wave in Europe
seems likely to culminate within a few weeks. Although
we cannot be certain that the trend towards milder
virus variants will continue, previously cautious medical
experts seem to be signalling that this is probable. In
addition, the situation will improve due to increased
natural immunity and access to new vaccines and other
drugs that can mitigate the progression of COVID-19. In
such an environment, it will be very hard for public
7
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authorities to justify and gain acceptance for sweeping
restrictions in the future. We are already seeing
restrictions being relaxed even in countries with
continued large-scale virus transmission. In light of this,
it is natural to base our main forecast on the assumption
that the impact of COVID-19 on the economy will ease in
the near future and that significant new disruptions to
growth can be avoided in Europe and North America.
Can China stick to its strict COVID policy? But there
are still uncertainties in the longer term. On paper, China
has abandoned its zero-tolerance policy and has instead
shifted responsibility to local authorities, which are
tasked with quickly within a few weeks limiting local
COVID-19 outbreaks. The example of Xi’an illustrates
the problems of this strategy. After authorities failed to
quickly halt the virus, 13 million of the city’s inhabitants
were quarantined for several weeks. We see a risk of
recurring lockdowns in various places, contributing to
disruptions in global production and supply chains. The
infection pattern of the Omicron variant elsewhere in
the world raises the question of whether China will be
forced to change its strategy more fundamentally.

Slow recovery for EM economies

We expect emerging market (EM) economies to achieve
GDP growth of 6.4 per cent in 2021; the highest since
2007. Partly due to the recent surge in COVID-19
transmission, we have lowered our 2022 EM forecast
by 0.3 percentage points to 4.5 per cent. In 2023, GDP
will continue growing at the same rate, which is also in
line with the average since 1980. Given the major
slowdown compared to the underlying 2020 trend, the
recovery remains slower in EM economies than in more
developed countries. Fewer opportunities to stimulate
their economies, combined with lower vaccination rates,
are important reasons. Big countries such as India and
Brazil will play a major role in keeping the gap between
actual growth and the pre-pandemic trend wide.

transport systems are also affecting EM economies.
Although oil-producing countries benefit from high
energy prices in terms of growth as well as government
finances, the effect is not unequivocally positive. These
countries also suffer when higher energy prices
accelerate inflation, and many central banks have been
forced to tighten monetary policy significantly. One key
issue this year will be how the EM economies react to
rising global key rates, especially US ones. If global
inflation actually falls according to our main forecast
and gradual US rate hikes do not interrupt the global
recovery, we see good prospects of healthy risk
appetite for EM financial assets. But one risk is that
inflation will persist in the EM sphere, since higher prices
especially for food often lead to compensation
demands because household financial margins are much
smaller than in richer economies.
GDP growth, BRIC countries and EM sphere
Year-on-year percentage change
2020 2021 2022 2023
China

2.3

8.1

5.2

5.4

India

-7.1

8.6

6.1

6.2

Brazil

-3.9

4.8

0.9

2.2

Russia

-2.7

4.3

2.8

2.0

Emerging markets, total

-2.1

6.4

4.5

4.5

Source: IMF, SEB

Risk outlook: Focus on inflation, geopolitics
Downside risks in our forecast continue to be primarily
connected to the inflation shock and failures related to
central bank exit strategies. If we ended up with a clear
wage-price spiral, central banks would have to tighten
their policies and might cause plunging share and home
prices. If they did not act, inflation expectations would
instead soar and completely lose touch with inflation
targets. Escalating security policy tensions between
Russia and nearby European countries should also be
weighed into our risk analysis especially relations with
Germany, the Nordics and the Baltics. At the same time,
experience indicates that it takes an exceptional turn of
events for this type of tensions to affect economic
activity over an extended period.
Various scenarios for the OECD countries
GDP growth, per cent
2021 2022 2023
Main scenario

Higher global key rates pose challenges. Higher
energy prices and disruptions in global production and
8

3.7

2.4

Negative scenario

1.4

1.8

Positive scenario

5.6

2.8

Source: SEB
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Potential for high consumption if the pandemic eases.
A combination of pent-up consumption needs and large
household savings buffers will create continued upside
potential. To some extent, the dramatic Omicron wave
has helped increase the likelihood of such a
development. A robust increase in consumption may
also lead to a positive spiral with broad-based capital
spending, but the tighter labour market situation
underscores the importance of a positive labour supply
trend in the future. Also necessary will be a high level of
investment activity that actually leads to clear
improvements in productivity. Otherwise, a
consumption boom would relatively quickly cause
setbacks in the form of obvious overheating problems.
We still believe that the downside risks dominate.

Global value chains will slowly improve

Nordic Outlook described the serious situation in
manufacturing. We are sticking to its conclusion that
these problems will culminate during Q1 2022 and that
the situation will then normalise during the second half.

Phasing out fiscal generosity
Following record-breaking fiscal stimulus measures
early in the pandemic, recurring COVID-19 waves have
resulted in new programmes being launched time after
time. Today new measures are also being added to ease
the impact of rising energy prices. Our calculations
indicate that in the 38 OECD countries, the fiscal
stimulus impulse defined as the change in the
cyclically adjusted budget balance, added up to 5 per
cent of GDP in 2020 and 0.5 per cent in 2021. Public
sector debt as a share of GDP rose sharply in 2020 but
levelled off in 2021 as economies began to recover.

Goods-producing companies are still suffering from
supply side bottlenecks, although there are some
indications that they are easing. Shipping costs have
fallen slightly but remain historically high. Key ports on
the US west coast are now open 24 hours a day,
reducing bottlenecks and queues in the flow of goods.
China is also trying to keep its ports on the South China
Sea open despite virus outbreaks and the threat of
restrictions. Pressure should also ease as the world puts
Christmas, New Year and Chinese New Year behind it.

But the global logistics system risks new setbacks
attributable to virus-related disruptions in China and
other countries that may limit port capacity and lead to
general labour shortages and export restrictions due to
a deteriorating security policy situation. In addition,
inventory levels around the world are low and there are
still shortages of critical sub-components such as
semiconductors. In order to lower shipping costs in the
longer term, there is a need for a continued rotation
towards more service consumption, as well as
investments in infrastructure investments and
digitisation of the transport sector. Our theme article
“Halts in production” in the November 2021 issue of

Both tightening and stimulus ahead. Fiscal policy as a
whole will inevitably tighten in 2022 and 2023 as
pandemic relief measures are phased out. But
meanwhile we are also seeing examples of various
kinds of programmes to restart economies. They include
both traditional demand stimulus and programmes that
are structural in nature, some of them focusing on
climate transition and digitisation. The European Union's
Next Generation EU programme, which has begun its
roll-out, will total 5-6 per cent of GDP. On paper it will be
front-loaded, but funding will depend on how successful
countries are with implementation. In the US, fiscal
stimulus will decrease faster than expected. Last year's
infrastructure package totalled over USD 1 trillion, but
not all of this was new money, and the roll-out of such
projects will be slow. President Joe Biden's Build Back
Better (BBB) agenda has run into major problems and
seems to have been stopped by internal conflicts within
the Democratic Party. Although a smaller BBB package
is still likely this year, net fiscal tightening will be greater
than we previously expected. Meanwhile the Fumio
Kishida government is continuing the Japanese tradition

9
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of broad stimulus packages. Overall, the OECD countries
will carry out fiscal tightening equivalent to 2 per cent of
GDP per year in 2022 and 2023. There are wide
differences between countries, and it is logical that
those which applied the greatest stimulus in 20202021 will now slam on the brakes hardest.
Swedish government finances continue to surprise on
the upside. Recent proposals to compensate households
for high energy costs are expected to be followed by
further relief measures before the September 2022
election. In the long run, there is probably considerable
scope to help sustain the recovery, given the budget
surplus and public sector debt that is below the “debt
anchor”. Fiscal policy rules are also likely to be eased
during the 2022-2026 parliamentary term.

enough. In 2021, the price of carbon dioxide emissions
also rose from EUR 30 to EUR 80 per tonne, and in 2022
the average price is expected to be EUR 100/t. This will
actually be the first time we reach levels that will have a
real impact on the market. This development will
accelerate the energy transition but put further upward
pressure on prices in the near future.

Fiscal stimulus impulse
Change in structural budget balance, per cent of GDP.
Positive figures = stimulus effect, and vice versa
2020 2021 2022 2023 Total
United States

6.5

-1.0

-3.0

-1.0

1.5

Japan

4.5

-2.0

1.5

-2.5

1.5

Euro area

3.5

0.5

-1.5

-0.5

2.0

United Kingdom

6.0

1.5

-4.0

-2.5

1.0

Sweden

1.5

0.0

-1.0

0.0

0.5

OECD countries

5.0

0.5

-2.0

-2.0

1.5

Source: Organisation for Economic Cooperation and Development (OECD), SEB.

A problematic energy transition

After earlier extreme movements with coal three
times dearer and natural gas five times dearer than
normal levels prices have fallen slightly. Yet it is clear
that the road to normalisation is a long one. Energy
prices remain important to our forecast environment.
Although the market now indicates falling energy prices
in 2022, we expect the price of natural gas to average
EUR 40-60/MWh, which is two to three times higher
than normal. Oil prices will also be high in the near term,
occasionally above USD 90/ barrel (Brent), and will then
fall to USD 65-70 during the second half of 2022. This
scenario assumes that the tense situation along the
Russian-Ukrainian border will not escalate into an
armed conflict. A Russian invasion might have almost
incalculable consequences for energy prices.
Emission pricing is starting to bite. The basic reason
why energy prices remain inflated and volatile is that
the global energy transition is a difficult balancing act.
Fossil-free energy sources must be phased in at least as
fast as fossil fuels are phased out, and such a balance
has not be achieved today. When energy demand rose
due to the rapid recovery, supply was not elastic
10

Weakened equilibrium mechanisms. In the past, price
increases have triggered new investments that have
relatively quickly improved the balance in the energy
market and normalised prices. During the current
transition process, both financiers and fossil fuel
producers are cautious. They are demanding even
higher prices and shorter repayment periods before
making fossil fuel investments. The main solution is to
try to restore balance to the energy transition by means
of both energy efficiency measures and rapid expansion
of fossil-free energy sources. This applies especially to
those European Union countries that today are totally
dependent on imported energy, not least Russian gas.

Early labour market bottlenecks
Unemployment in many countries has already fallen
close to pre-crisis levels, creating major headaches for
both forecasters and economic policymakers. The US
recorded a jobless rate of 3.9 per cent in December,
compared to 3.5 per cent in late 2019. Exacerbating
this situation is that a historically large percentage of
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businesses are having recruitment problems. This is
especially true in the euro area, where unemployment is
already back at exactly its pre-pandemic level. In the
euro area and Sweden wages and salaries have not
reacted to the tight labour market situation, but in the
US and UK pay increases have clearly accelerated. In
the US this is happening even though the number of jobs
is 3.6 million lower than before the pandemic. In the UK,
Brexit is playing a major role since many sectors have
long been dependent on labour from EU countries.
Some disappointments related to labour supply. We
still have reasons to believe that bottleneck problems
may ease when the pandemic loosens its grip. Labour
force participation has a way to go before reaching prepandemic levels, which indicates that labour supply may
increase as life becomes more normal. This is especially
true if hopes that we will really discern a more definitive
end to the pandemic are realised. As for the US,
however, we have lowered our expectations because
the expiration of federal unemployment benefits and
the reopening of schools have not yet had a significant
impact on labour supply. For example, rising wealth due
to higher share and home prices may be one reason why
older people who left the labour market are choosing
not to return. Although there is some potential for both
increased labour supply and a further decline in
unemployment, our overall assessment is that we are
close to normal resource utilisation in the labour market.
This means future opportunities for above-trend GDP
growth will mainly depend on improved productivity.

Inflation is more persistent than expected

Inflation has continued to surprise on the upside. This is
mainly true of Europe where CPI inflation is around 5
per cent in the euro area as well as in the UK and
Norway and just over 4 per cent in Sweden. Energy
prices are still the main driver, but we also see
increasing secondary effects, especially in the US. With
energy prices about to culminate, headline inflation will

start falling this spring, but rising international prices for
processed goods will blunt the CPI decline. Some signs
of easing related to shipping and production problems
were discernible late in 2021, but the Omicron wave is
likely to create new problems and China's COVID-19
policy will increase the risk of recurring disruptions.

Greater risks, but inflation will probably fall. The
inflation impulse will be both stronger and more
persistent, and this will increase long-term risks as well.
Average CPI for the second half of 2021 and the first
half of 2022 is expected to be above 6 per cent in the
US and nearly 4 per cent in the euro area. This will
affect household purchasing power to the extent that
inflation will not just be a problem for central banks.
Incumbent governments will also run political risks in
some countries. We still believe inflation will fall sharply
by late 2022, mainly driven by base effects from energy
prices. So far, the upturn in core inflation has been very
moderate in both the euro area and Sweden. We expect
to see clearer secondary effects in the future, but the
overall impact on core inflation will probably be limited.

No major inflation worries in market pricing. Longterm inflation expectations and wage formation will
determine medium-term inflation trends, but market
pricing does not generally indicate any major inflation
worries. Although expectations have shifted somewhat
during the pandemic, they have been fairly stable in
recent months in such key countries as the US and
Germany. The above chart shows inflation expectations
11
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for the next five years; the average is driven up by high
short-term inflation, but expectations a few years ahead
are close to central bank targets.
Moderate pay hikes in Germany and the Nordics.
Wage and salary growth is expected to remain higher in
the US and the UK than in the euro area and the Nordic
region during our forecast period. In the US, however,
we expect upward pressure on wages to gradually ease
as the pandemic loosens its grip, partly because
unemployment benefits have returned to their normal
low level. In the UK, pay hikes have slowed somewhat
from a very rapid pace but are at levels that the Bank of
England will likely consider troublingly high. In the euro
area and the Nordic region, tighter labour markets will
probably also put some upward pressure on wages and
salaries. But future pay agreements in Germany and the
Nordic countries are unlikely to be affected especially
much by temporarily high inflation. We expect the next
Swedish wage round, aimed at achieving collective
bargaining contracts taking effect in spring 2023, to
result in somewhat faster pay increases. But this will be
more a matter of the Riksbank inflation target regaining
its role as an anchor for negotiations, after a period
marked by mistrust of the bank’s ability to achieve its
target.

New monetary policy conditions

High inflation and tighter labour markets have quickly
forced central banks to change their monetary exit
policy plans. It is now important to achieve smooth
interaction between key rate hikes and various
quantitative tightening (QT) programmes in order to
avoid killing the recovery or causing asset prices to fall
in ways that would jeopardise financial stability. Central
banks need to get some idea of how expansionary their
monetary policies actually are, and at what key rates
and balance sheet levels these policies will be
contractionary. For example, there is great uncertainty
today about how interest-sensitive economies are and
how quickly fiscal policymakers will shift in a
contractionary direction. The Fed's rapid monetary shift
and its thoughts on balance sheet policy, as well as the
Bank of England's exit strategy, are expected to help
guide other central banks as they move towards less
expansionary policies (see theme article, page 16).
A brief hiking cycle. Market pricing indicates a
relatively short hiking cycle, with key interest rates
peaking at levels that are still low in real terms. One
interpretation is that the interest rate sensitivity of the
economy is perceived as so high that more overtly
aggressive interest rate policies would probably lead to
genuine economic setbacks. A somewhat different
12

interpretation is that higher key interest rates will be
both unnecessary and unlikely, given the market's
rather relaxed long-term view of inflation.

The ECB and the Riksbank will hike their key rates in
2023. Our forecast implies that the Fed will hike its key
rate a little more than the market is currently pricing in.
We expect four hikes this year and three in 2023 to a
level of 2.00 per cent. The balance sheet will also be
allowed to shrink starting next autumn, which will also
put upward pressure on long-term bond yields of up to
15 basis points per year. The ECB wants to implement a
smooth phase-out of its Pandemic Emergency Purchase
Programme (PEPP) and will buy another EUR 500 billion
worth of government securities in 2022, mainly to
reduce the risk of wider yield spreads between euro
area countries. The ECB will hike its refi rate once in the
second half of 2023. Meanwhile the ECB will reinvest
the proceeds of maturing securities. Its securities
portfolio will thus remain basically unchanged during
2023. The Riksbank will hike its repo rate twice in 2023
an exit policy preceded by reductions in its securities
portfolio both this year and in 2023. Our forecasts for
the ECB and Riksbank are more dovish than market
expectations. Norges Bank will continue on its current
path, hiking its key rate gradually to 1.75 per cent by
the end of 2023. Our overall conclusion is that global
monetary policy will begin to move in a gradually less
expansionary direction only in Q2 2022.
Central bank key interest rates, per cent
Jan 20

Jun Dec Dec
2022 2022 2023

Federal Reserve (Fed)

0.25 0.75 1.25 2.00

ECB (refi rate)

0.00 0.00 0.00 0.25

Bank of England (BoE)

0.10 0.75 1.00 1.50

Riksbank (Sweden)

0.00 0.00 0.00 0.50

Norges Bank (Norway)

0.50 1.00 1.50 1.75

Source: Central banks, SEB.
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Theme:

Will inflation persist?
New inflation risks in Europe due to high energy prices

Indirect effects of high energy prices will lead to a
broader and more protracted inflation upturn in
Europe. A long period of rising prices for energy and
other commodities before the global financial crisis led
to several years of CPI inflation above central bank
targets but had only a minor impact on prices of other
goods and services. Energy prices are rising this time
in a situation where supply side disruptions have
already created underlying inflationary pressure,
which suggests that their effects on core inflation will
be greater this time around and upside risks will
increase if prices do not fall back according to market
expectations. Electricity and natural gas prices have
risen most in the euro area, whereas corresponding
prices in the US have increased relatively little.

The inflation rate in most European countries has
climbed steeply in the past 3-6 months, reaching levels
not recorded since the early 1990s. This upturn is
largely explained by sharply rising energy prices with
electricity and natural gas prices recently surging at
unprecedented speed. Energy prices appear to have
culminated just before Christmas, but there is much
uncertainty. Electricity and natural gas prices will
probably remain at historically high levels during the
next two years. There are risks that via indirect
channels, energy prices will help to push up inflation
further. Over the past 30 years, earlier large upturns in
commodity and energy prices have only led to minor
increases in core inflation, but the recent round of such
upturns occurred in a situation where earlier commodity
price increases had caused producer prices to climb at
their fastest pace since the 1970s. Because of
production and transport disruptions, the impact on end
consumers risks exceeding historical levels. Sweden’s
upturn in electricity prices now appears likely to be
smaller and more short-lived than in the euro area and
United Kingdom, but due to large imports from Europe
especially consumer goods higher prices in these
countries may also have consequences in Sweden.

13
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A historically unparalleled energy price shock. Prices
of electricity and natural gas in Europe soared during
the second half of 2021. Several factors contributed to
this increase (see theme article, page 22). Although
both we and the market believe that these prices will
fall back, over the next two years they are expected to
remain much higher than before the pandemic. The
upturns are largest in the euro area and the UK, while
the price trend in Sweden is less dramatic. Electricity
prices in Sweden (where natural gas is not used) will
also fall faster, according to the futures market, and will
be almost completely normal by 2023. The situation is
generally more serious elsewhere in Europe because
actual electricity and gas price increases have been
stronger than in the US and because the region, like the
US, depends on gas for heating. The combined effect
makes the supply shortages especially noticeable.
Energy futures indicate that European prices will also
normalise, but not until during the period 2024-2026.

Major differences between countries. Because of
overall prices upturns for electricity and gas, as well as
for oil and petrol, late in 2021 energy prices contributed
2-3 percentage points to inflation in both the US and
Europe. In the US, the upturn is mainly explained by
higher oil prices, which have a much greater effect on
CPI there than in Europe. Although energy prices have
risen significantly more in the euro area and the UK,
their contribution to inflation has been higher in Sweden.
One reason is that their impact on CPI is slower in most
euro area countries especially Germany and in the
UK. In addition, many countries have cut energy taxes or
introduced subsidies to mitigate rising prices. Some
form of household subsidy is also on its way in Sweden,
but it is still uncertain how it will be designed. The
difference in impact on CPI between European countries
is remarkably big. In the Netherlands, for example, the
electricity and gas component in HICP has risen by more
than 40 per cent since August. The corresponding
increase in Germany so far is only a few per cent.

14

Because of the slower impact in the euro area and the
UK, prices will not fall to the same extent in 2022, and
when supportive measures are removed this will have a
similar effect. As a result, energy prices will continue to
push up inflation during 2022 and only provide small
negative contributions to inflation during 2023.

Major risk of indirect effects. Rising energy prices not
only affect households but also the corporate sector.
One metric for the strength of the cost increases is
producer price indices (PPIs), which have risen by more
than 20 per cent. This is largely explained by the fact
that energy prices in the euro area, for example, have
climbed by a full 70 per cent. We have to go back to the
oil price shocks of the 1970s to find increases in the
vicinity of these levels.

Powerful and protracted upturns before the global
financial crisis. The last time we saw a rapid rise in
producer price indices (PPIs) was before the outbreak
of the global financial crisis. Although the annual rate
did not reach more than 10 per cent at that time, the
increase was protracted. Viewed over the entire period
2004-2008, the accumulated upturn was larger than
the current one, at least compared to price levels before
the COVID-19 pandemic. The price upturn before the
financial crisis had some similarities with the current
upturn, but it was driven to a large extent by oil prices
reaching record levels. Gas and electricity prices, on the
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other hand, rose very little at least in Europe. The PPI
upturn for commodities, as now, was relatively broad
including sharply rising food prices. Despite a slight fall
in energy prices at the beginning of 2022, PPIs are
expected to continue upward in the coming months,
driven by rising prices for processed goods. The upturn
for consumer goods especially when they actually
reach final consumers and become part of the CPI are
of course more moderate, since they include more
value-added steps where margins dilute the effect.

Limited impact on consumer goods – so far. Energy
and commodity price increases during the years before
the financial crisis did not lead to any broad upturn for
either producer prices or the CPI, although goods prices
accelerated somewhat. So far, we have only seen
moderate increases in PPIs and CPI for consumer goods
in the euro area and Sweden. In the UK and to an even
greater extent in the US, goods inflation according to
both PPIs and the CPI has climbed to nearly 10 per cent.
We believe price increases in the US are currently being
driven more by a nearly 20 per cent increase in demand
for goods during a short period than by costs of input
goods. However, production and transport problems,
both domestic and international, suggest that the ability
of businesses to pass on increased costs to consumers in
Europe is also greater than before the global financial
crisis, when sharply increased production in China
pushed down international prices of industrial and
consumer goods. Today there is less room than usual for
businesses to absorb rising costs. The energy price
upturn in Europe started in the middle of 2021 and the
really big rise did not come until the fourth quarter. It is
likely that indirect effects on prices will appear after a
lag and that PPIs and CPI will accelerate in 2022.
High CPI but moderate core inflation in 2004-2008.
Due to rising oil prices, and to a lesser extent food
prices, CPI inflation in the US was continuously above 2
per cent in 2004-08. On average, CPI increased by 3.2
per cent during that period. In the euro area, too, CPI

was above 2 per cent for much of the period, averaging
2.3-2.4 per cent. Swedish inflation stood out on the
downside; CPIF (CPI less interest rate changes) was
only above the Riksbank’s 2 per cent target in late 2007
and in 2008; average inflation in 2004-08 was only 1.6
per cent.

Bigger indirect effects than in 2004-2008. Mechanical
calculations indicate that indirect cost increases for
households should be about as large as direct effects of
higher energy prices. But over the past 30 years, the
actual indirect effect has been far less, usually because
the energy price upturn has been brief and could be
absorbed by producers, thus reaching final consumers
only to a very minor extent. Both indicators and the
actual trend of various inflation metrics nevertheless
suggest that indirect effects may be larger now than
they were in the mid-2000s. Core inflation excluding
energy is expected to rise by more than 2.5 per cent
during 2022, the highest for at least 20 years. As for the
euro area, we should also take into account that
abnormally high prices early in 2021 will help lower
year-on-year price increases for a few months in early
2022. In the UK, where Brexit has contributed to major
shortages of both goods and labour, core inflation will
climb to 4.5 per cent. The risks of even larger, more
persistent upturns will increase unless energy prices fall
back in keeping with market expectations.
Wage and salary costs will determine persistence.
But to actually make inflation remain at high levels for a
long time, an eventual acceleration in pay increases is
required. At present there are no signs of this in Sweden
or the euro area. Given our assessment that energy
prices will fall in keeping with market pricing, CPI
inflation is about to culminate. This will reduce the risk
of rising inflation expectations and compensation claims
from employees.
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Theme:

Monetary exit policy
This time is different…

Global monetary policy is historically expansionary.
Real key interest rates are sharply negative and the
world's central banks have been “printing money” –
boosting their assets by over USD 10 trillion − since
the outbreak of the pandemic. But now their stimulus
policies must be reversed without risking the recovery
or triggering a fall in asset prices that may jeopardise
global financial stability. The US Federal Reserve's
rapid policy shift and its thoughts on balance sheet
policy, as well as the Bank of England's exit strategy,
are expected to provide guidance for other central
banks as they move towards less expansionary policies. Aside from rate hikes, our scenario estimates that
US quantitative tightening (QT) steps will have an
effect on long-term bond yields equivalent to +15
basis points per year. According to our forecasts,
overall global monetary policy will continue to
stimulate growth and asset prices in 2022 and 2023.
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During 2022-2023 the shaping and direction of global
monetary policy will be greatly complicated by
troublingly high inflation and the potential negative
impact of COVID-19 outbreaks on production and labour
markets, as well as by high asset values and growing
economic inequality. Ever since the 2008-2009 global
financial crisis − and most recently during the pandemic
− central banks have used their key interest rates and
balance sheets (for example, asset purchases) to
stimulate economic recovery and reach inflation
targets.
As GDP normalisation has progressed and inflation has
climbed, central banks have been weighing various
strategies for a policy mix that will lead to less
expansionary monetary policies. In recent months,
several major central banks led by the Federal Reserve
have launched − or will soon launch − exit policies
based on a) ending continued asset purchases, b) hiking
key interest rates, c) trimming their balance sheets or d)
combinations of these tools. Their exit policy experience
is limited, while structural factors such as demographics
and weak productivity have changed the playing field
and manoeuvring room of central banks.
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Complicated policy considerations

Early in 2022 central banks like the Fed, Bank of Japan
(BoJ) and European Central Bank (ECB), are continuing
to pursue expansionary policies by means of new asset
purchases, while real key interest rates have become
increasingly negative due to rising inflation. Their
policies are now at a crossroads. The optimal design of a
monetary exit policy the timing and speed of rate
hikes and their interaction with quantitative tightening
(QT) programmes raises important questions:
•
•
•
•

•
•

How loose is their policy, and at what interest rate and
balance sheet levels does it become contractionary?
How can/should a monetary exit policy be coordinated
with fiscal policy over the next few years?
How rate-sensitive are the often record debt portfolios
of households, businesses and countries? Any buffers?
How will financial conditions change for example
yield curves, credit spreads, equities and currencies
and what impact will this have on financial stability?
What is the optimal level of a central bank’s balance
sheet and monetary policy securities portfolio?
How are a central bank’s finances affected when the
funding cost of a domestic asset portfolio rises? Can
this jeopardise its [financial] independence?

labour markets and 2) monetary policy portfolios are
record-sized in absolute terms and as a share of GDP.
To achieve less expansionary monetary policies, rate
hikes are probably preferable to balance sheet
reduction (QT), for several reasons. Central banks have
far more experience with rate hikes, while transmission
from interest rates and their impact on the economy and
financial conditions are perceived as clearer. Today
there is also a lot of uncertainty about how shrinking a
monetary policy securities portfolio will affect the real
economy. From a communications standpoint, rate hikes
are also preferable because they provide the public
with a clearer picture of the central bank's intentions.
How expansionary are today’s monetary policies? To
determine how stimulative these policies are, reference
points are needed. It is not entirely clear how these
reference points currently look. They are affected both
by the impact of the pandemic on the functioning of
economies and by long-term structural changes that are
hard to ascertain, even under normal circumstances. Yet
these reference points provide valuable information on
when key rates will reach levels where monetary
policies shift from easing to tightening the economy.
Falling neutral real rates create new monetary playing field
Euro area and US. 1960-2020. Per cent
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The aim of central bank policymakers is to design a
monetary policy that is in harmony with fiscal policy and
does not lead to an inflation-driving recovery, while
contributing to further improvements in the labour
market. Another task of monetary policy is to enable
reallocation of resources and structural changes
directly related to the post-pandemic environment and
necessary solutions to the acute climate change crisis.
The need for faster monetary normalisation has
increased in recent months, despite continued
uncertainty about new COVID-19 outbreaks. Short-term
stagflation tendencies are another policy challenge. But
there is growing pressure for faster monetary policy
adjustment halting asset purchases, then hiking rates
and reducing asset holdings for two reasons: 1.
economies are stronger with higher inflation and tighter

Normal key interest rate 2-2.5 per cent

One such reference point is the neutral interest rate,
that is, an interest rate that is compatible with normal
resource utilisation. Calculations by the Fed show that
neutral nominal rates in Europe and the US may be in the
2-2.5 per cent range, higher than current levels but far
lower than in a historical perspective. Our analyses of
the impact of the pandemic on the neutral interest rate,
taking into account what central banks have
communicated, conclude that normal key rates today
may even be somewhat lower than 2.0-2.5 per cent.
Economic models usually view real interest rates (i.e.
inflation-adjusted) over time as determined by the GDP
growth trend, but various studies indicate that this
relationship is relatively weak. In recent years, we at
Nordic Outlook and other observers have noted that
17
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neutral interest rates are driven by structural changes
that affect savings behaviour, the propensity to invest
and since 2007 by rapidly growing public debt and
central bank QE policies. The globalisation of capital
markets also suggests that normal interest rates are at
about the same level in most developed economies.

trillion equivalent to 36 per cent of GDP and consists
of 70 per cent government securities and 30 per cent
mortgage-backed securities. The weighted average
maturity of government securities is about 7.5 years
(see chart for 2022-2027 maturities). Mortgage bond
maturities will be moderate in the next five years.

1 per cent of GDP = minus 5-7 basis points

The Fed’s QT and rate hiking strategy

There is also empirical evidence that the QE programmes we have seen in Japan since late 2001 and
elsewhere since the global financial crisis have also
helped push neutral interest rates lower. Our
calculations indicate that global central bank assets
have grown by more than USD 20 trillion since Lehman
Brothers collapsed in 2008 equivalent to 23 per cent
of global nominal GDP (2019). International studies
show that expanding a central bank balance sheet by 1
per cent of GDP can put downward pressure on (longterm) yields of roughly 5-7 basis points. At the global
level, this corresponds to 120-160 bps.
The effects of QE policy are asymmetric. There are
many indications that QE was most effective, directly
and indirectly, when the programmes were introduced
and the first purchases were made. QE sent a valuable
signal that it would be some time before key rates
began to be hiked again. Today’s concern is likely to be
more about whether markets can absorb an increased
supply of government securities. Market conditions also
play a part; QE policy was introduced or expanded in an
environment of economic and financial stress. How
large the impact of QT will now be is hard to quantify.

The Fed’s latest exit process was very lengthy (see
graph). In autumn 2019, market concerns about liquidity supply, and a sharp repo rate upturn, forced the Fed
to launch another tool in 2021 (the Standing Repo Facility SRF) with a lending capacity of a full USD 500 billion. SRF is expected to be an important tool for ensuring
US Treasury and repo market stability in coming years.
The Fed’s System Open Market Account (SOMA), its
monetary policy portfolio, totals more than USD 8.2
18

The Fed’s message is that soon after its QE policy ends
(in January and February it will buy another USD 90
billion in securities), it will hike its key interest rate and
start shrinking its balance sheet. We expect a 25 bp
hike in March and three more hikes in 2022. Starting in
the second half, the SOMA portfolio will be allowed to
start maturing. Given its maturity structure and the need
for predictability and clarity, the Fed is setting a ceiling
on the monthly amount it will allow to mature: USD 50
billion. This means about USD 600 billion 7 per cent of
the total SOMA portfolio may fall due yearly in 20232024. From 2025 onward, the Fed will need to actively
sell government securities to meet the SEK 50 billion
per month target (maturities will not be enough). All
else being equal, our exit scenario will put upward
pressure of up to 15 bps on long-term Treasury yields.
The Bank of England states that over GPB 70 billion of
its government bond holdings will mature in 20222023, or about 8 per cent of the original QE programme
totalling GBP 875 billion. The BoE has said that the
portfolio will be allowed to mature when its key interest
rate reaches 0.50 per cent. We think this will happen as
soon as February, making the BoE the first central bank
to implement a QT policy. In 2024 and 2025, another
GBP 130 billion worth of bonds will mature. As a next
step, the BoE has announced that it may also be
prepared to actively sell bonds, but only when the key
rate has reached 1 per cent. This is expected to occur by
next autumn. The experience of the BoE will provide
valuable information for other central banks that are in
the process of designing their own exit strategies.
From a central bank perspective, the advantage of
implementing a QT policy is that the reduction in capital
supply that occurs when central banks scale back their
market presence may also push neutral interest rates
higher. Such a process would make it easier for central
banks to hike key rates and thus create future
manoeuvring room by moving away from zero interest.
But this will have consequences not only for servicing
record-high public debt. It may also increase the cost of
financing the digital and green transition. Based on the
experience of Japan, QE policy has not created serious
enough problems to make QT preferable to rate hikes.
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Fixed income
Moderately higher long
rates in 2022
In the past few months, markets have added to rate
hike expectations for 2022-23 but hardly beyond,
which has lifted short rates but limited the increase in
long yields. We think that increasing rate hike
expectations together with the Fed’s balance sheet
reduction and less bond purchases by the ECB will
contribute to a moderate increase in yields in 2022.
We expect Swedish and Norwegian long-term yields to
follow global yields upward, with initially relatively
small changes in yield spreads.

Aggressive rate hike expectations but only for 202223. In the past few months, global central banks have
started scaling back their policy expansion by slowing
down asset purchases (Fed and ECB) and hiking rates
(BOE and Norges Bank, among others). So far market
effects have been seen mostly at the short end of yield
curves. At the long end, rates moved generally sideways
during the autumn which we think was largely the result
of markets pricing increasingly hawkish rate hike
expectations for 2022-23, especially in the US, but hardly
any increases in key rates beyond 2023. The pricing of a
relatively steep but short rate hike cycle in the US
indicates that initial rate hikes are seen as taming longer
term inflation pressures but also as having adverse
effects to the economy, resulting in key rates peaking at
quite low levels. While expectations of a relatively shortlived rate hike cycle have limited the upside in long rates,
prospects of the Fed’s balance sheet reduction starting
already in H2 this year have pushed long yields clearly
higher in the past month.

Balance sheet reduction to lift long rates. Over time
markets may shift to price a more positive macro scenario
and a somewhat longer lasting rate hike cycle, which will
contribute to rising long yields. This together with the
Fed’s balance sheet reduction means that the US 10-year
Treasury yield will climb to at 2.10 per cent at the end of
2022. As for the euro area, the balance between the
ECB’s bond purchases and the net issuance of government
bonds will be less bond-friendly in 2022. This, together
higher global long rates, will lift the German 10y yield to
just above zero (0.20 per cent) by end-2022. We expect
the ECB to hike rates in H2 2023, which will also exert
some upward pressure on long yields later in 2022 and in
2023.
Swedish interest rates follow higher. Expectations of
Riksbank rate hikes have also increased and the market is
now pricing a full 25 basis point rate hike in 2022 and
four hikes by mid-2024. The 10-year spread to Germany
fell towards the end of 2021 and is currently trading
close to the tightest levels since autumn 2020 (around 40
basis points). Strong government finances and a risk of a
further reduction in bond supply will help to keep the
spread low for most of 2022. Speculation that the
Riksbank will hike its key rate before the ECB will,
however, contribute to some wider spread during the
latter part of 2022 and 2023.
Norwegian bond yields boosted by rate hikes. Norges
Bank started hiking its key rate in September and
expectations of a rapid normalisation have pushed yields
higher. The market is already discounting our expected
rate hikes, but higher international long yields will push
the Norwegian 10-year rate somewhat higher in coming
years. Norges Bank plans both a 10-year and a 20-year
syndicated deal during 2022 which should ease the
supply-driven steepening pressure on the yield curve.
Norwegian bonds underperformed their German
counterparts substantially in 2021. As other central
banks gradually catch up with Norges Bank, the 10-year
yield spread against Germany is expected to narrow.
10-year government bond yield
Per cent
Jan 20

Jun Dec
2022 2022

Dec
2023

United States

1.83

1.90

2.10

2.50

Germany

-0.03

0.00

0.20

0.50

Sweden

0.37

0.45

0.70

1.05

Norway

1.88

1.85

1.95

2.10

Source: National central banks, SEB
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The FX market
Dollar peak in sight, but…

In the early days of the pandemic, cuts in the US key
interest rate pushed down the dollar. The currency
then rebounded in 2021 due to record-breaking fiscal
stimulus packages. Persistently high US inflation is
now creating a need for rate hikes that will give the
USD some further support in early 2022, before the
EUR/USD exchange rate moves upward. The krona is
struggling with structural financial outflows and a
dovish Riksbank. The EUR/SEK rate will remain above
10.00 well into 2022, then reach 9.70 late in 2023.

again. Poor US fundamentals weak competitiveness
given today's expensive USD and a negative net external
position equivalent to 75 per cent of GDP will then start
making themselves felt. At the same time, the dollar's
share of global reserves continues to fall. We believe
EUR/USD will fall to 1.09 by mid-2022 and then climb to
1.20-1.25 towards the end of our forecast period.
The British pound will defy weak fundamentals for
another while. The pound has recently appreciated, with
EUR/GBP falling to its lowest in years. In the near term, we
expect the pound to continue to be supported by Bank of
England rate hikes, with EUR/GBP hitting 0.81-0.82. But
as with the USD, weak fundamentals high valuations,
poor competitiveness and external deficits will later
take their toll, weakening EUR/GBP to 0.85-0.87.
Exchange rates
Jan 20, 2022

Wider key rate spreads will provide short-term support
to the USD. In recent months, the Federal Reserve has
provided clear guidance to markets that it is preparing to
speed up the normalisation process. The fixed income
market is now pricing in nearly four rate hikes in 2022,
compared to the previous two, but this has not affected
the EUR/USD rate very much, since the speculative part of
the market has long been overweight in USD. In January,
dollar positions were trimmed, contributing to an upward
EUR/USD move. But in the near future we believe there is
room for renewed USD strength as short-term US rates
rise while the European Central Bank and most of its peers
keep their key rates at or near zero. Higher USD interest
rates make it more expensive to hedge the dollar, and
most players will wait another while to sell USD forward.

Valuations suggest euro comeback. Meanwhile our
valuation metric suggests that the USD is now expensive.
Our Long-Term Fair Value for EUR/USD is back at levels
around 1.25-1.28. We thus believe EUR/USD will move
higher as monetary policies eventually begin to converge
20

Jun 22 Dec 22 Dec 23

EUR/USD

1.13

1.09

1.13

1.21

USD/JPY

115

114

115

116

EUR/GBP

0.84

0.82

0.81

0.85

EUR/SEK

10.33

10.30

10.05

9.70

EUR/NOK

9.98

9.85

9.80

9.70

Source: Bloomberg, SEB

Strong fundamentals not yet enough for the krona. The
Swedish krona went from best G10 currency in 2020 to
second worst in 2021. After improving to SEK 9.90 per
euro, it weakened sharply to about 10.30. The move
below 10.00 was driven by domestic factors, mainly large
Swedish IPOs. When these positive capital flows dried up,
the market began focusing again on the Riksbank being
late in the hiking cycle, after which the SEK lost ground.
We believe it will keep weakening in the near future, with
a EUR/SEK rate of 10.50 this spring. Weak risk appetite
and large share dividends will contribute to a short-term
favourable EUR/SEK bias over the next 2-3 months. After
that, positive arguments for the krona including future
Riksbank rate hikes and low valuations will prevail. We
believe the EUR/SEK rate will be close to 10 at the end of
2022 and continue to 9.70 by late 2023.
NOK has more potential, but valuations are weighing it
down. Norwegian rate hikes and improved terms-of-trade
due to rising oil prices will provide support for the krone,
but the ongoing energy transition represents structural
challenges, while internal cost pressures have risen
markedly in the past 10 years. Because of counteracting
forces, movements will be small. At the end of 2023, we
expect the EUR/NOK exchange rate to stand at 9.70.
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The stock market
Greater volatility and
unclear market direction
Increasing headwinds dominate stock markets early in
2022. Growth forecasts and interest rates still provide
support, but equities are squeezed when both factors
are under pressure. High inflation will push up interest
rate expectations, threatening demand and eventually
high corporate margins. How the Fed can handle the
inflation threat and how long-term yields will react to
rate hikes and reduced bond purchases will be vital
to stock markets. We expect higher volatility, but TINA
and corporate adaptability still offer hope.

After concerns had gradually built up, 2022 began with
uncertainty and weak stock markets. A correction after
last year's robust rally is not surprising, but today’s
tumultuous situation calls for caution. In the last Nordic
Outlook, we said that stock markets were benefiting from
good growth and continued low rates/yields (the TINA
argument: There is No Alternative) but incipient concerns
created volatility risks, justifying lower expectations.
Equities ended 2021 strongly, but now our fundamentally
positive scenario is squeezed from two directions, with
both growth and interest rates/bond yields in question.
Less support from the Fed. It is easy to list other
uncertainty factors. Rising energy and commodity prices,
supply disruptions and component shortages, the effects
of virus transmission, geopolitical worries, high corporate
margins and historically high valuations are some. But the
biggest concern is the inflation trend and its effects. US
quantitative easing will be phased out faster, and we will
see earlier and more key rate hikes than expected earlier,
weakening support from positive liquidity flows and ultralow short-term interest rates. But China may move in the
opposite direction. After a tough year of tighter regulation
and falling equity prices, we are seeing interest rate cuts
there, aimed at stabilising the economy and stock market
ahead of next autumn’s Communist party elections.
Inflation will create more threats. Inflation will also put
pressure on growth and earnings. Although companies
have so far shown great skill in handling increased costs,
corporate surveys indicate that cost upturns are both
large and broad-based and thus risk squeezing margins.
High CPI inflation will also limit room for consumption and
lead to lower demand and growth.

Last year’s earnings explosion moderated valuations. If
the negative trend continues, equities will come under
strong pressure, but so far there are balancing forces. In
our main scenario, we still expect above-trend economic
growth in 2022. Bond yields will rise but remain low. Last
year's stock market rallies were more than justified by the
earnings explosion we saw. From expectations of around
25 per cent early in 2021, we ended up with twice that
much − earnings revisions were largely on a par with
share price increases. Valuations (price/earnings ratios)
actually fell slightly during 2021. We now expect
earnings to increase by 5-10 per cent in both 2022 and
2023. Given the growth picture, these levels should be
reachable despite some pressure on margins. The skill
that companies have demonstrated so far in generating
good earnings under tough conditions also inspires hope.

Potential for cyclical companies. Given our forecast
scenario, there is continued potential for cyclical value
companies, which are still priced at a big discounts
compared to growth companies, with their historically
high valuations. As the chart shows, value stocks also
perform best when bond yields rise. Last year this
benefited the Stockholm exchange, with its relatively
large proportion of value companies. But the proportion of
highly valued growth companies increased when some of
the leading stocks also rose sharply. Last year's rally and
headwinds for highly valued companies explain the weak
start to this year for Swedish equities.
Decent outlook but limited upside potential. If our basic
forecast scenario holds, the risk of major stock market
declines is limited. Today’s turbulence may persist for
another while, but if this spring sees a clear downturn in
COVID-19 transmission, less geopolitical unrest and a
reversal in the inflation trend, the stock market year
should end a little bit on the plus side. However, increased
uncertainty and limited upside potential suggest more
volatility and an unclear stock market direction.
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Theme:

Green fear

Fossil fuel prices still elevated as producers fear the future

Price volatility for coal and gas was extremely high in
2021, with prices for both reaching record-high levels.
Prices are still high at the start of 2022, with global
coal and gas prices at 2x and 3x their normal levels
respectively. The EU gas price (= global LNG prices)
will likely average EUR 40–60/MWh over the coming
12 months, or 2-3 times the normal level. That is the
favourable scenario where the Russian/Ukrainian
situation is defused. But if Russia invades Ukraine, we
will likely have much higher prices. Demand
destruction is already at work in the EU but will then
rise significantly. Oil prices are rallying into the new
year. Fear of Omicron is fading, demand is recovering
and supply from OPEC+ is lagging. High gas prices and
a stronger dollar will push up oil prices further.

Green-flation and green fear
The European Union and the United Kingdom are set to
transform their total energy system to net-zero emissions by
2050. This transition is a tremendous task and will not come
for free. It will require capital expenditures (capex) of some
EUR 250 bn/year to 2050 or 1.5-2.0 per cent of GDP to build
the new system. Carbon-intensive materials like steel and
aluminium will be 20-30 per cent dearer. Copper is also likely
to be expensive, since a lot is needed to electrify the world’s
energy system.
A doubling of European power prices to EUR 80/MWh is part
of the added cost picture. That increase is already assured by
the now much higher CO2 price. But there will also be
significant savings, since the EU+UK have historically spent
EUR 300-400 bn/year on fossil fuels. That spending will
gradually fade away.
The global energy transition is all about ramping down fossil
fuel production at the same pace as non-fossil energy
production is ramped up. A tricky balance.
Fossil fuel producers are now gripped by deep, green fear for
the future. Spending on new supply is much more cautious
than normal and supply is tight as a result. The world needs to
accelerate spending and deployment of non-fossil energy to
close the gap.
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Still high fossil fuel prices in 2022. Coal and gas prices
reached historic levels in 2021 for a range of reasons.
COVID-19 cyclicalities induced by central banks and
government stimuli, together with a shift in consumer
spending from services to goods, were key ingredients.

Gulf. But the list of possible disruptions from other
countries is long.

We expect fossil fuel prices to remain fairly high this
year compared to historical averages, but for different
reasons. Fossil fuel supply will likely experience strains
due to geopolitics and capex cycles. Producers’ fear of a
green future, together with reduced access to capital, is
also making the industry much more careful with new
investments, given the risk that supply will lag demand
for a longer period than normal cyclicalities imply.
Oil above USD 90/barrel in Q2 before softening in H2.
We expet Brent crude to trade above USD 90/bl at
times in Q2, averaging USD 80/bl for the quarter. In the
second half of 2022 we expect the price to soften
towards USD 65-70/bl as non-OPEC+ supply
accelerates. The price will average USD 77,5/bl in
2022.
There is, however, an increasing fear that capex has
been too sparse for a long period, with further spending
cuts in 2020 and 2021. This has created an increasing
concern about elevated oil prices for quite a few years.
While there are a lot of bullish outlooks for oil in the next
few years, such views are not unanimous. For example,
the bottom-up fundamental research house Rystad
Energy is outright bearish in its outlook, predicting oil
prices rapidly falling towards their normal USD 60/bl
and then to USD 50/bl.
US shale oil producers change their behaviour. Since
2014, US shale oil producers have kept a lid on prices.
Whenever oil prices moved above USD 45/bl, their
capex and production accelerated, which then made
sure that any price rally had a limited lifespan.
However, the shale oil industry has lost money for a
decade, leading to heavy consolidation over the past 23 years. Its behaviour has now changed. Producers and
their investors are no longer rushing to spend money on
new production. Profits not volume is their new mantra.
The shale oil rig count is rising and production is moving
higher, but much more gradually than in previous cycles.
This change is now handing a lot of market power back
to OPEC+. Notable, however, is that the US is set to
reach new all-time-high production by 2023.
As always, oil production involves geopolitical risks.
For example, if Iranian nuclear negotiations fail, this
could lead to serious supply disruptions in the Persian

Natural gas Russia/Ukraine now centre stage
Natural gas prices in Asia and Europe were occasionally
4-5 times higher than normal last year. A mix of
different factors contributed to that. Booming natural
gas imports in Asia were one important factor. A sharp
reduction in natural gas exports from Russia to the EU in
H2 2021 and fears of a Russian invasion of Ukraine
have increasingly taken centre stage.
Few are arguing that they really understand what
Putin is trying to do by amassing more than 100,000
soldiers north, east and south of Ukraine as by making
more or less totally unacceptable demands of the EU
and NATO. It is hard to assign a probability of a Russian
invasion of Ukraine.
Even a favourable scenario means high prices in
2022. If there is no Russian invasion, then the North
Stream 2 pipeline will likely get the go-head to operate
by around mid-year, while flows of gas through other
pipelines from Russia are also likely to normalise.
Such a defusion of the situation would probably still be
too late to ensure normal natural gas inventories in the
EU ahead of winter 2022/23. Thus even in a favourable
scenario, we are likely to see continued high to very high
natural gas prices all through 2022 and Q1 2023.
The market is currently pricing natural gas for the
coming year at about EUR 65/MWh, which is three times
higher than normal. The market is not pricing in a major
risk of a Russian invasion of Ukraine, in our view. In a
favourable scenario, we are likely to have a price in the
range of EUR 40-60/MWh for the coming year. In
comparison the average price in 2021 was EUR
45/MWh, since the year started out low.
An invasion of Ukraine is a very bad scenario. If Russia
invades the eastern part or possibly all of Ukraine, then
all bets are off. Massive sanctions against Russia by the
23
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EU and the US would then likely be met by countersanctions against the EU, with exports of natural gas
from Russia limited to contractual volumes, or probably
about 70 per cent of normal volumes. The North Stream
2 pipeline would then also likely be dead in the water.
Natural gas prices would shoot up to levels above the
peaks we saw in late 2021 and likely stay there for
quite a long time. For this scenario we don’t even have a
price tag. It would set off a chain of events across fossil
fuel markets. Europe would import much more LNG,
forcing Asia to import less and burn more coal instead.
Europe would also burn more coal. Oil prices would
remain very strong, since oil would replace natural gas
wherever possible. Demand destruction with closures of
industrial activity would also be a natural consequence.
Faster energy transition in EU needed. The plan was
that natural gas would be a key bridge fuel in the EU’s
energy transition and fill the gap as coal and nuclear
were phased out. Then the build-out of renewable
energy would eventually replace natural gas.
Out of a consumption of 5,200 TWh/year of natural gas
the EU only produces 1,113 TWh domestically, while
1,900 TWh is imported from Russia.
Recent developments in Russia/Ukraine have made it
painfully clear that the EU has an intolerable
dependence on Russian natural gas. Due to the
magnitude of these imports, there is no quick fix but a
lot can and will be done over the coming 10 years.
The obvious solution for the EU and UK is to accelerate
the energy transition. Build much more renewable
energy even faster to replace natural gas. Import much
more LNG from the international market to reduce
dependence on Russian gas. And lastly, accelerate
energy efficiency measures.
What about nuclear power? There is an intensifying
discussion about nuclear power. Both the UK and France
are set to expand it, partly due to recent energy turmoil,
but Germany still intends to close all plants this year.
Nuclear is problematic. It is difficult to get public
backing. Not In My Backyard (NIMBY) is a huge
problem. No one wants it near where they live. Once
that is resolved, it takes another 10 years to build. It is
also rather expensive, with a cost break-even of around
EUR 100/MWh, which is what the UK is paying for its
new Hinkley power plant. Small Modular Reactors
(SMRs) are touted as the fix-all. Cheaper, safer and
more flexible. The UK aims to deploy SMRs produced by
Rolls Royce but the first unit will only be out in 10 years.
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2022 – first year ever with a significant carbon price.
In 2021 the EU carbon price moved from EUR 30/tonne
at the start of the year to EUR 80/t at the end. We
expect it to average EUR 100/t this year, since the
region will be forced to burn far more coal due to ultrahigh gas prices and strained supply. It will be the first
year in history with a significant carbon price. The EU
energy transition will likely speed up greatly as a result.
The cost break-even of new, unsubsidised solar power
in the EU today is only EUR 35/MWh and still falling.
Power prices even after a normalisation of natural gas
prices are, however, likely to average EUR 80/MWh
thus making solar investments incredibly profitable. A
booming supply of solar power should be expected.
“Green-flation” and “green fear”. The green transition
will obviously cost money. The EU+UK will likely have to
spend some EUR 250 bn per year to get to net-zero
emissions by 2050, or 1.5–2.0 per cent of GDP. High
carbon intensity products like aluminium and steel will
cost 20-30 per cent more than before. But there will
also be a lot of savings. The EU+UK have historically
spent some EUR 350-400 bn on fossil fuels each year.
The current rally in energy costs is, first and foremost, a
result of limited fossil fuel supplies and not so much a
failure of supply from existing renewable energy.
The green transition is a balancing act of phasing out
fossil fuels and phasing in renewable energy at the
same speed or faster. If the build-out of renewable
energy is too slow while the ramp-down of fossil energy
supply is too fast, then energy prices will explode.
This is essentially what is happening now. Renewable
energy costs are plummeting. Electric cars are selling
like hot-cakes. Politicians are stimulating the transition
with regulations while banks are slashing credit to fossil
fuel producers. These producers and their investors are
today deeply fearful about the green transition.
Fossil fuel producers often have lead-times for new
supply of 7 years and then another 7 years before
profits kicks in. What will demand be in 2035? They
have no clue and they fear they might be wrong-footed
by the green revolution. As a result their investments
are very cautious, even after current price rises. Fossil
fuel producers today require higher prices and faster
pay-back times before they dare to invest.
What the world can and must do is to accelerate the
building of non-fossil fuel production in order to
overcome shortages in fossil fuel supply. And higher
fossil fuel prices will naturally help this acceleration.
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The United States
Omicron, Fed and fiscal
policy will hamper growth
The US economy is facing challenges due to rapid
COVID-19 transmission and high inflation. The labour
market is showing short-term overheating tendencies,
and the Fed will speed up key interest rate hikes on
precautionary grounds while letting its balance sheet
shrink as early as this year. Fiscal policy headwinds
will grow larger after the failure to push through
Biden's climate and social welfare bill. This will be
another year of rapid growth, but will be followed by a
gradual slowdown towards trend growth in 2023.

Growth will gradually slow towards trend
The US economy will face new obstacles early in 2022,
due to renewed COVID-19 transmission, high inflation and
growing fiscal and monetary policy headwinds. We are
lowering our GDP growth forecast for this year from 3.9
to 3.5 per cent, while reducing our 2023 forecast
marginally from 2.2 to 2.1 per cent. Future GDP growth is
expected to be close to the underlying annual trend of just
below 2 per cent. The full-year 2022 average remains
well above trend due to a significant “overhang” from the
rapid recovery of the first half of 2021. Also supporting
growth this year are positive inventory contributions after
earlier large reductions. A slowdown in consumer demand
is partly offset by more balanced foreign trade, as import
growth slows and international demand strengthens.

consequences will be clear in Q1 but then fade relatively
fast, since high virus transmission may shorten the
Omicron spike. Political support for restrictions has
gradually weakened during the pandemic, but high
absenteeism due to illness and closed schools will still
have an impact similar to severe weather. The shift from
goods towards service consumption will probably also
slow again, while disruptions in global value chains and in
the labour market are likely to worsen once more.
2020 2021 2022 2023
GDP

-3.4

5.6

3.5

2.1

Unemployment*

8.1

5.4

3.6

3.4

Wages and salaries

4.8

4.0

5.3

3.8

Core PCE (Fed target metric)

1.4

3.3

4.6

3.0

-14.9 -11.0

-7.3

-5.2

133

133

Public sector balance**
Public sector debt**

134

135

Fed funds rate, %

0.25 0.25 1.25 2.00

*% of labour force **% of GDP. Source: Macrobond, SEB

The ISM corporate sentiment index fell in December
2021. This decline is partly explained by shorter delivery
times, which can be interpreted as meaning that supply
chain disturbances were about to ease. We see a risk of
new value chain setbacks in the near future, especially
due to China's still strict COVID-19-policies. We are
sticking to our forecast that production problems will
culminate during Q1 and that more normal conditions will
return during the second half of 2022. The outlook for the
business sector thus remains relatively bright a bit further
ahead. Despite some decline, new orders remain
historically high in both manufacturing and services.
Sizeable order books and the need to restore depressed
inventory levels should also support economic activity.
New orders for capital goods, excluding defence and
aviation, are at levels that have historically indicated good
capital spending growth. Competition to secure supplies
of components and finished goods may, however, lead to
an exaggerated demand picture and thereby create a risk
of oversupply when production disruptions ease.
Residential investments seemingly recovered by the end
of 2021. Fed rate hikes can be expected to dampen
activity in the housing market, but the effects on
construction are partly mitigated by a low inventory.

Downside of crisis responses becoming clear
Omicron is causing a temporary growth shock and new
inflation risks. The number of COVID-19 cases and
hospitalisations has broken new records in early 2022.
Deaths are below earlier peaks, but due to a lower
vaccination rate the risks in the US are greater than in
Western Europe. Our main scenario is that the economic

Economic policymakers have provided strong support for
demand, thereby helping to avert a long-lasting recession.
However, these crisis responses have left their mark in
the form of increasing tendencies towards overheating.
Low interest rates and bond yields have pushed up asset
prices and widened the wealth gap. The consumption

25

Nordic Outlook February 2022

boom after the last round of pandemic payments in early
2021 helped fuel imbalances in goods production and
drive up inflation. The focus on protecting household
incomes rather than jobs has driven more people from the
labour market than in the EU, where businesses have
been paid to retain staff. Fears by leading US economists
that inflation pressure from pandemic stimulus would hurt
Biden's long-term policy aims also appear to be correct.

spent down much of the buffer of about USD 2 trillion, or
nearly 10 per cent of GDP, that they built up during the
pandemic (see chart). Overall household consumption is
expected to grow by more than 2.5 per cent this year and
by 2.0 per cent in 2023. This means that the level at the
end of 2023 will be slightly below the pre-pandemic
trend.

Fiscal stimulus will fade faster than expected. Last year
Congress enacted an infrastructure package totalling
around USD 1.2 trillion, including about USD 550 billion in
new spending. Infrastructure investments normally have
long lead times, and we thus expect only minor
contributions to growth and productivity during our
forecast period. However, climate and social welfare
investments totalling around USD 1.8 trillion in President
Biden's "Build Back Better” bill have been stopped by
internal discord among Democrats. The party may still
agree on a smaller, more focused package, but we no
longer expect frontloaded reforms in line with the
previous bill that could potentially contribute as much as
1 per cent of GDP to 2022 growth.

Non-farm payrolls are still 3.6 million below where they
were before the pandemic. Unemployment has
nevertheless continued to fall. In December it fell below
the Fed's estimated long-term equilibrium unemployment
of 4 per cent. Such indicators as the ratio of vacancies to
unemployed people and voluntary resignations (quits) are
signalling that the labour market is starting to overheat.
Wages and salaries are rising rapidly, according to various
metrics. We have become less optimistic about the
prospects of quickly regaining lost jobs and closing the
gap compared to the earlier trend. We expect
unemployment to level off just below its pre-pandemic
50-year low of 3.5 percent.

Mixed outlook for consumption. Last autumn, real
household disposable incomes were squeezed by the
expiration of federal jobless benefits and by rapid price
increases. But since July, last spring's rescue package has
given families with children additional monthly tax
credits/child allowances equivalent to just above 0.5 per
cent of annual private consumption. This benefit would
have been extended for another year under Build Back
Better, but this is now less likely to happen. However, half
of the benefits approved last year will not be disbursed
until this year’s income tax refund starting in April at the
latest. Families with children will then receive a one-off
payment of about the same size as last autumn. This could
lead to a new rebound in consumption after a weak Q1.
The risks of declining consumption due to a “fiscal cliff”
are also being softened by a stronger labour market and
by a large savings buffer. The household savings ratio has
fallen to more normal levels, but households have not yet
26

Tight labour market despite job losses

The labour supply remains depressed. Labour force
participation as a percentage of the population rose last
year by about half a percentage point to 61.9 per cent but
is still 1.5 points below pre-pandemic levels. Hopes that
lower unemployment benefits and school re-openings
would trigger a fast return to the labour market have not
yet been fulfilled. After the initial return of temporarily
unemployed people following the most severe lockdowns,
the improvement has been slow.
There are several reasons for low participation, which
should ease over time. Positive wealth effects from
pandemic relief measures and stock market/home price
increases have apparently led to earlier retirements. Fear
of COVID-19 has probably been a contributing factor.
These people will probably not return to work, but this
does not rule out the possibility that older workers will
again become an important driver in the labour supply.
Rapidly rising wages for low-paid jobs indicate a generally
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strong labour market for such positions. The tendency
towards holding multiple jobs has also fallen during the
pandemic, which together with an increased number of
self-employed people, has contributed to a lower number
of positions. A large share of job losses has been in
pandemic-sensitive sectors such as entertainment,
tourism and education. Job losses have been unevenly
distributed geographically, creating risks of matching
problems. Meanwhile it will take time for service
consumption to fully recover. Accelerating pay increases
at lower participation levels than during previous cycles
may be a signal of matching problems.

Pandemic relief measures may have strengthened the
negotiating power of labour. Union membership levels
are low in the US, but organised labour was successful in a
number of high-profile negotiations this past autumn. Low
US unemployment benefits still suggest that this newfound position of strength is temporary.

Inflation has become higher and more broad-based. In
the short term, the inflation upturn is being driven by
goods with used car prices continuing to play an
oversized role. Faster rent increases, which weigh heavily
in the CPI basket, may become important and more longlasting drivers in the future. Increased COVID-19
transmission may create a risk of new supply disruptions
but also lead to new declines in tourist service prices. Our

main scenario is that inflation will gradually slow during
2022, partly as a result of base effects from high
comparative figures in spring 2021. A slowdown in
demand will help ease inflation pressures, and a more
gradual recovery in the service sector will reduce the risk
of overheating trends similar to those on the goods side.
Historically, price/wage spirals have occurred during
periods with a larger element of collective bargaining
agreements, but demands to be compensated for price
increases have been raised in some contract negotiations.
This implies a certain upside risk to our wage and salary
forecast. Wages are expected to increase by more than 5
per cent and close to 4 per cent respectively in 2022 and
2023. Rising labour costs should also increase incentives
for productivity-enhancing investments. We believe that
core inflation, excluding food and energy, will peak above
6.0 per cent in the first quarter. Core inflation is expected
to decline to 4 per cent by the end of 2022 and remain a
bit above the 2 per cent target throughout 2023.
The Fed will tighten policy using both its key rate and
balance sheet. Omicron is a new uncertainty factor in the
central bank’s forecasts. Despite short-term risks of
weaker demand, the Fed is now focusing more on upside
risks to inflation due to COVID-19, after a period of both
higher and more lasting inflation than expected. Another
argument behind the Fed's shift towards normalisation is
its changed view of the labour market. Accelerating pay
increases, falling unemployment and signals of labour
market tightening based on job vacancies and quits are
leading the Fed to believe that the US is now close to its
full employment target. Although Fed forecasts signal
continued optimism that high inflation will not persist and
that market inflation expectations are broadly in line with
its own long-term goals, in the current situation the
central bank’s actions are also being governed by
precautionary and credibility principles. In keeping with
earlier decisions, the Fed will end its bond purchases in
mid-March. We believe it will soon thereafter hike its key
interest rate in the first of four steps during 2022. The
Fed has also signalled a willingness to let its balance sheet
shrink by not reinvesting some of its maturing bond
holdings. We believe it will begin this process late in
2022, which will contribute to policy tightening. In 2023,
it will hike the key rate further in three steps to a level of
1.75-2.00 per cent, parallel with a continued reduction in
its security holdings (see theme article, page 16).
Tough balancing act. In the near term, the Fed needs to
balance stock market and fixed income market reactions.
Its task after 2023 will be to slow down demand enough
for the supply side to catch up, but not so much as to kill
the recovery. Such soft landings have historically been
difficult to achieve.
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Theme:

One year with Biden
The policy revolution that derailed

US President Joe Biden's approval rating is being
pushed down by high inflation and intra-party political
conflicts. His chances of enacting the ambitious
agenda in the Democratic Party’s 2020 election
platform are small, and the COVID-19 pandemic has
retained its grip on society. The 2022 midterm
elections will probably lead to a shift in congressional
majorities, further curtailing his party’s ability to
manage the economy. Just over a year after the
storming of the Capitol, the US political landscape is
more polarised than ever − a source of concern ahead
of the 2024 election. The next president may find it
hard to achieve legitimacy, regardless of party.

Joe Biden's White House tenure seems unlikely to
become the progressive, ground-breaking presidency
that his election manifesto envisioned, nor the promised
return to normalcy. The latter is partly due to factors
beyond his control. Despite early vaccination successes,
new COVID-19 waves have swept across the US,
setting records for case numbers (though with lower
mortality). The virus has thus continued to dominate the
US economy and society. The Democrats and Biden
made the pandemic a key element of their battle
against Trump, which meanwhile has contributed to
political polarisation about pandemic responses and
vaccines, with the US now lagging the rest of the
Western world.
Biden's popularity has fallen from 53 per cent one
year ago to 42 per cent of voters today. Of his
predecessors, only Donald Trump had even lower
numbers at this point. The biggest decline coincided
with America’s chaotic exit from Afghanistan and −
probably of even greater importance − the spread of
the more serious Delta variant of COVID-19. Historically
high inflation and Biden’s inability to unite his party
behind key reforms have intensified this downturn.
Much of his agenda appears to have been blocked, as
the window for Biden to push through his economic
policies is about to close.
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How have Biden’s reform promises turned out? When
Democrats won both of Georgia’s Senate seats on
January 5, 2021, the party gained a bare majority in
both houses of Congress. This opened the way for Biden
to deliver the most important parts of his economic
agenda: 1) another rescue package to combat the
effects of the pandemic, 2) infrastructure investments
and 3) climate, social welfare and education spending
funded by tax hikes on companies, large fortunes and
high incomes. These plans promised to kick-start the
economy in 2021, but also to initiate a transformation
towards a more productive, fair, green economy.
The American Rescue Plan enacted in March 2021
included spending of USD 1.9 trillion or 9.5 percent of
GDP, with a focus on new stimulus payments to
households, grants to state governments, increased
unemployment benefits and tax cuts for low earners
and families with children, including a new monthly child
allowance. Most spending took place in 2021, but part
of its child tax credits will not be paid until 2022.
The Infrastructure Investment & Jobs Act was
enacted in November with the support from some
Republicans. It includes investments of around USD 1.2
trillion, including more than USD 550 billion in "new
money" beyond spending that Congress was already
expected to approve. The Act includes investments in
the transport network, charging stations for electric
cars, broadband, power generation, clean environment
and climate adaptation of infrastructure. It is smaller
than Biden's original proposal, which also included
money for research and development, housing and
public buildings, and care for the elderly and disabled.
The package is funded, among other things, by unused
money from previous packages. According to the
Congressional Budget Office (CBO), the net fiscal
burden will be USD 256 billion, or 1.2 per cent of GDP,
over a 10-year period.
Build Back Better (BBB) was approved by the House of
Representatives in November but is currently on ice
after a clear no from Democratic Senator Joe Manchin.
BBB totals around USD 1.8 trillion over 10 years (far
smaller than Biden's original proposal last spring). It
includes child care funding, universal pre-school from
age 3, subsidised parental and sick leave, two free
years of college education and a one-year extension of
expanded aid to families with children in the American
Rescue Plan. BBB also formed the cornerstone of
Biden's promise to halve greenhouse gas emissions by
2030, among other things by subsidising renewable
energy and energy savings by power producers and
property owners as well as purchases of electric cars.

BBB would be funded by tax increases. The net cost for
the entire 10-year period was estimated by the CBO at
USD 367 billion or 1.8 percent of GDP, but with clearly
front-loaded investments and back-loaded financing. In
2022, the CBO expected a fiscal effect of just over 0.7
per cent of GDP.

Mixed success after one year. The Rescue Plan’s largescale demand stimulus was one of the factors behind
America’s rapid recovery. But it also contributed to an
overheated economy, in a situation where the pandemic
continues to steer consumption towards goods rather
than services, and where production chains are still
struggling. It is also hard to believe that stimulus
payments to households have played no part in
America’s still-depressed labour force participation.
Biden’s success in forging an agreement across party
lines on infrastructure spending was an impressive
political feat in an important and neglected field. But his
failure to win enough support for the BBB reforms even
within his own party is a real setback for the president’s
authority and reflects the wide gaps within his party.
The recent focus on high US public sector debt and
inflation has probably helped to reduce voter support
for these reforms. This is partly misdirected. BBB cannot
be compared to the effects of the earlier COVID-19
relief packages, which were completely un-funded and
were disbursed over very short time periods. The BBB
poses a moderate long-term fiscal burden and would not
radically change the forecast situation for the federal
budget deficit (see chart below). However, Manchin has
accused his fellow Democrats of trying surreptitiously
to use a front-loaded model to launch reforms that, if
enacted, would lead to a sharp deterioration in the
budget over time. In the short term, the extended family
subsidies in the BBB would soften the fiscal transition
from the huge deficits of 2020 and 2021. But in a
situation where the Federal Reserve is already about to
hike key interest rates, it is not obvious that the
economy needs new demand stimulus. Investments in
child care and education may, however, help boost the
labour supply, thereby reducing inflation risks. The news
that the BBB package has been stopped in Congress led
most forecasters to lower their 2022 growth forecasts.
We still see potential for a smaller, more focused
package, but much of Biden’s policy agenda is unlikely
29
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to become a reality. One consequence is that the US
may now find it difficult to live up to its climate
promises. Plans to reverse some of Trump's corporate
tax cuts also appear to have been scrapped. The latest
version of BBB included a minimum tax on highly
profitable companies and increased taxation of global
profits, while income tax hikes would have been
concentrated to the top 0.1 per cent.

Things will not be easier after 2022. The November 8
mid-term elections will include all 435 seats in the
House of Representatives and 34 of the Senate's 100
seats. The normal pattern is for an incumbent president
to lose congressional seats in his first mid-term election.
This puts House Democrats in a tough situation, since
the party only has a 9-seat majority. And Republicans
only need to win one more seat to gain a majority in the
Senate. Betting odds now indicate an around 70 per
cent probability that Republicans will take over both
houses of Congress.

Limited economic effects in spite of everything. A
Republican majority would severely limit Biden's
chances of pushing through his policies in the economic
field, while also blocking his nominations for various
positions in the administration, including any new
Supreme Court justices. The president can veto bills
passed by Congress, but Republicans can use the
federal budget and debt ceiling as bargaining chips. The
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debt ceiling was raised by members of both parties late
last year but will have to be raised again in early 2023.
In 2011, the Republican Tea Party movement forced
President Barack Obama to make budget cuts in
exchange for an increase in the debt ceiling. This
contributed to the sluggish recovery after the global
financial crisis of 2008/09. Concerns about a repeat of
2011 were probably one reason behind the size of last
spring’s Rescue Plan; The Democrats were making
allowances for the risk of having to face a hostile
Congress in the future. Today’s threats to US economic
recovery are instead on the supply side. We see
potential for the Democrats to gain budget concessions
in exchange for increased defence spending, which is
another reason not to expect dramatic differences in
fiscal policy regardless of which party controls Congress
in the future. But if the economy should move towards
recession, limited fiscal policy manoeuvring room could
become a big problem. Finally, changes in congressional
majorities open the way for new impeachment
proceedings, this time against Biden. This tool is
becoming a recurring element of the political game, but
like Trump Biden would run little risk that enough
Senators would vote against him to overthrow him.
Is democracy in danger? Many observers are focusing
on the important role of the 2022 mid-terms for the
2024 presidential election, but there is also a deeper
discussion about the decline of American democracy.
This applies to the election of governors and others who
may influence what electoral votes are delivered to
Washington after the election. In some states,
Republicans are actively working to replace key
individuals in the election process with more Trumpfriendly people. A majority of Republican voters believe
Biden's victory was illegitimate and may find it hard to
accept a possible Democratic victory in 2024. There is
also a risk that Democratic voters will not regard a
Republican presidential victory as legitimate, even if
everything has gone right. Many Republican-controlled
state agencies have also amended election laws since
pandemic restrictions were eased in 2020. These are
changes in a restrictive direction according to
Republicans aimed at improving security, but according
to Democrats aimed at limiting turnout among
traditionally Democratic voters. Polarisation in the US
has reached the point where some opinion polls show
that more Americans believe the country is heading
towards civil war than not. Even if things do not go that
far, it is clear that American democracy is facing
challenges, and that future elections may be
problematic in more ways than traditional political ones.
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Japan
Above-trend GDP growth,
but below-trend inflation
The government's big new stimulus package and continued highly expansionary monetary policy will help sustain growth in 2022-2023 after last year's disappointing GDP. Fewer restrictions boost the service sector.
The domestic economy and exports will both contribute
to a broad-based GDP upturn, but downside risks
continue to dominate. Japan stands out internationally
in terms of inflation. Stubborn disinflationary forces
control expectations, and the Bank of Japan will not
achieve its 2 per cent inflation target in 2022-2023.

It remains unclear how the impact of COVID-19 and
production restrictions will affect Q1 2022 performance.
Last year’s economic activity was more lethargic than
expected, due to weak total consumption of services;
private consumption accounts for 50 per cent of GDP in
Japan. Households have a large savings surplus due to
restrictions, which have hampered consumption. A combination of fewer restrictions and a fiscal stimulus
package totalling 7.5 per cent of GDP including cash
benefits for both households and businesses will result
in GDP growth of 3.2 per cent this year and 1.2 per cent in
2023: well above trend growth, which the Bank of Japan
(BoJ) now estimates at 0-0.5 per cent. This policy mix will
have a bigger impact on growth, since fiscal stimulus can
be implemented without higher interest rates. Japan's
expansionary policy in 2022 is thus at odds with other
countries, which are expected to reduce overall stimulus.
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in the world. First, Japan's economy has shown a slower
recovery than, for example, the US and the euro area. In
the autumn of 2021, GDP was still below pre-pandemic
level. Second, businesses have chosen to retain a large
share of their workforce during the COVID-19 crisis with
the help of various support programmes. This enabled
them to quickly ramp up their production capacity when
demand rebounded. Third, it is clear that deflationary
expectations are still deeply rooted among households
and businesses, which simply believe that prices will fall
again. But it is notable that the BoJ's quarterly Tankan
report on the Japanese economy has shown tendencies
towards businesses wanting to try to pass on increased
costs to consumers. Higher energy and commodity prices
and the 7 per cent depreciation of the yen in 2021 is
pushing up import prices, but a weaker yen also makes it
easier for Japanese exporters to sell their products.

According to the BoJ, monetary policy may become
even more expansionary. Assuming core inflation below
its 2 per cent target in 2022-2023, our conclusion is that
the BoJ will keep the key interest rate at -0.10 per cent.
During the second half of 2022, however, the BoJ will
decrease its asset purchases as downside inflation risks
fade. The Kishida government's record budget, JPY 108
trillion (USD 940 billion), confirms that the administration
is postponing any plans to achieve a more sustainable
long-term fiscal trend. Public sector debt will remain
above 250 per cent of GDP during our forecast period. To
strengthen the impact of fiscal policy on growth and
recovery, the central bank will stick to its goal of buying
government bonds in such a way that 10-year yields will
remain at “around 0 per cent" during 2022. The widening
short-term interest rate spread between the US and Japan
will affect the USD/JPY exchange rate. At the end of this
year it will be 115, reaching 116 by the end of 2023.

Continued low CPI inflation, despite producer price
inflation of nearly 10 per cent, is attributable to a few
structural factors that differ from price trends elsewhere
31
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The euro area
ECB key rate hike in 2023

After a decent recovery, the economy is again losing
momentum. Manufacturers are being hampered by
transport disruptions and component shortages, while
high energy prices undermine household purchasing
power and an Omicron wave is slowing service sector
recovery. But this deceleration is temporary. GDP will
climb by 4.0 per cent in 2022 and 2.9 per cent in 2023.
Inflation will move close to target and the ECB will
raise its deposit rate by 25 basis points late in 2023.
Bond purchases will continue, though at a slower pace.

moderate increase in production. Notably, the mood
among manufacturers in Italy has improved since last
spring while it has fallen in other countries. German
industry has lagged behind, for example with new car
registrations in the euro area at their lowest in decades.
But quick statistics such as truck tolls indicate a slight
recent uptick. We expect overall industrial production to
expand by 3.5-4 per cent yearly in 2022 and 2023.

Brief slowdown due to Omicron and energy
After quarter-on-quarter growth of over 2 per cent in mid2021, year-end performance was more modest.
Manufacturers were unable to step up production, and
household purchasing power was squeezed. Negative
effects are softened by fiscal stimulus, but also because
the pandemic and lockdowns have less economic impact
as the public sector become more used to managing them.
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Manufacturers find it hard to speed up production.
Sentiment indicators have fallen a bit since last spring but
still point towards expansion. Partly due to renewed
restrictions during the Omicron wave, indicators have
become more divergent, accentuating the risk that
composite indices will show an overly positive image.
Manufacturing remains hampered by supplier problems,
high input prices and labour shortages. Industrial
production is largely the same as before the pandemic.
Order bookings are good, but new orders are coming in
somewhat more slowly, which suggests a continued
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Headwind from high energy prices. High energy prices
undermine purchasing power and dampen consumption.
The impact will be clearest in Q1 2022 despite stimulus
programmes in many euro area countries, but at aggregate level the resilience of households is strong. Their
incomes have been sustained by stimulus measures, and
fewer opportunities to buy services have led to bigger
savings buffers. Meanwhile monetary policy has helped
boost wealth via rising prices for homes and equities.
Combined with higher employment, this will enable
consumption to grow by 4.0 per cent in 2022 and 3.1 per
cent in 2023. The allocation between types of consumption will continue to be determined by the pandemic. Last
autumn’s better service consumption opportunities
contributed to a retail trade slowdown. The Omicron
wave will again benefit goods and hurt services, but as
restrictions gradually ease there is a risk of renewed
decline in retail trade. Yet since Europe has not seen the
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same overheating in goods consumption as the US, the
decline is likely to be mild. Rising service consumption will
made possible by a reduction in savings.
Unemployment is below pre-pandemic level. The labour
market situation has been hard to interpret during the
pandemic. Crisis responses limited the increase in
joblessness to just over 1 percentage point during the first
year of the pandemic, compared to about 5 points during
the global financial crisis and the euro crisis of a decade
ago. Since then, it has declined relatively fast. In October
2021, unemployment fell to 7.3 per cent just below prepandemic level. The decline is partly explained by rising
employment, which exceeded its earlier peak in Q3 2021.
Indicators show businesses want to hire, and the number
of vacancies is high. But to enable employment to keep
rising, those who have left the labour force must return.

Somewhat higher pay, due to tighter labour markets. In
recent economic cycles, unemployment has bottomed out
at around its current 7.3 per cent. Labour force participation is about 2 percentage points lower than before the
pandemic, indicating still idle resources, but there is a risk
that the pandemic will reduce participation in the long
term. For example, the previous trend towards higher
participation among the elderly has been interrupted.
There are now clear signs that service sectors exposed to
the pandemic are finding it hard to lure back employees
who have changed jobs or trained for new ones. Yet we
still believe the situation will improve as the pandemic
relaxes its grip. We predict that unemployment will slowly
edge lower, reaching 7 per cent by the end of 2023. Tight
labour markets will push wages higher. We expect 2.5 per
cent increases in 2022 and 2023. This modest forecast
assumes that inflation will eventually fall below target,
averaging 1.8 per cent in 2020-2023.

Inflation close to ECB target in 2022-2023
Inflation accelerated sharply this past year, reaching 5.0
per cent in December, its highest since the introduction of
the euro. Like at the previous peak in 2008, energy is the

dominant driver. Energy prices as part of the Harmonised
Index of Consumer Prices (HICP) rose in December by 26
per cent year-on-year, contributing 2.5 percentage points
to HICP. The difference between total and core inflation is
thus larger in the euro area than, for example, in the US.
But core inflation has also risen, due to higher goods
prices but also rising service prices. Partly due to supply
problems and rising input prices, goods price inflation is
now record-high while service prices are instead at or
near their peaks from before the global financial crisis.
The pandemic is also a factor, while earlier peaks were
more related to labour markets and strong pay increases.

Has inflation peaked? Despite continued uncertainty
about near-term energy prices, we believe inflation has
now peaked. As energy prices normalise, base effects will
cause inflation to fall sharply in autumn 2022 and spring
2023. Somewhat higher pay increases will boost core CPI,
but base effects will be significant and in the opposite
direction. In 2023, core inflation will remain at relatively
high in historical terms. Our forecast implies core inflation
averaging 1.8 per cent in 2021-2023: its highest level
during a three-year period since the euro was launched.

ECB: Continued purchases as key rate is hiked
The European Central Bank’s new inflation forecast
implied a substantial upward adjustment, but it signalled
that this is primarily energy-driven, with some elements of
other pandemic effects. Yet the ECB adjusted its inflation
outlook somewhat higher in the medium term as well,
with both total and core inflation around 1.7-1.9 per cent
in 2023 as well as 2024 close to its 2 per cent target.
Smaller but continued asset purchases. The ECB’s
December policy announcement confirmed that its
Pandemic Emergency Purchase Programme (PEPP) will
end in March, while the Asset Purchase Programme (APP)
will continue. To avoid an abrupt drop in asset-buying
when PEPP ends, APP will expand by EUR 90 billion in Q2
and Q3, then continue at EUR 20 billion per month. One
major element of PEPP has been that purchases have not
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been weighted using the ECB's capital key (largely GDPweighted) but have been targeted to more vulnerable
countries, maturities and asset classes. APP must utilise
the capital key, but to support vulnerable countries and
counteract wider yield spreads, the ECB is now signalling
that PEPP rates and maturities may be used flexibly and
that the programme may be reactivated if needed.
A rate hike will finally come. Medium-term inflation close
to target means that a rate hike is closer. We believe the
ECB will raise its deposit rate by 25 basis points in the
second half of 2023 but might continue bond purchases
for another while. Ensuring continued loose financial
conditions and limiting yield spreads between countries is
probably more important to the ECB than the interest rate
itself. Our forecast might end in an ECB exit policy
sequence different from the US, where the central bank
will first stop buying bonds and then hike its key interest
rate.

More support as pandemic problems persist

Due to recurring COVID-19 waves, there is a continued
need for fiscal stimulus, though gradually decreasing. High
electricity prices have also led to extra household
subsidies in various countries. A desire not to repeat the
mistakes of the euro crisis is another reason why public
finances will improve at a relatively slow pace. The EU
plans to restore its suspended fiscal policy rules in 2023.
Discussions on reform have begun. Germany especially
the pro-business FDP will resist, but most indications are
that some softening of rules will occur. Higher acceptable
public debt levels are likely, but the rules on how quickly
deficits must be cut will probably also ease. Hawks may
be appeased by keeping the deficit ceiling at 3 per cent of
GDP. The euro area deficit will shrink from 6.5 per cent of
GDP in 2021 to just over 3 per cent in 2023, and the debt
ratio will drop below 100 per cent of GDP in 2023.
Political changes in the big three. Aside from future
internal challenges, growing geopolitical tensions will
require great decisiveness by EU policymakers. In such an
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environment, interaction among major EU countries will
be especially important, so it is interesting to note that the
political landscape is quickly changing in the three largest
EU economies. We expect no dramatic disruptions, but
there is reason to hope for positive changes. A re-elected,
more experienced French President Emmanuel Macron
could create a constructive dynamic together with
Germany’s new Social Democratic-led government. There
may be parallels to the constructive cooperation between
German Christian Democrats and French Socialists under
Helmut Kohl and François Mitterrand. Italy’s Mario Draghi
can contribute to stability and a focus on reform.
Germany’s government will pursue looser policies. Last
autumn’s election led to an untested governing coalition
of Social Democrats, Greens and Liberals (FDP). Greater
investments, especially in green areas, are on the way.
Despite FDP resistance, fiscal policy will become a bit
more expansionary, for example by shifting some
investments outside the budget. There are many
fundamental differences between the three parties that
might lead to future tensions on the environment,
relations with Russia and changes in the EU Stability Pact.
Renewed mandate for Macron this spring? In April,
France will hold a presidential election. Macron appears
to be a clear favourite in opinion polls, even though he has
not formally announced his candidacy. As in 2017, the left
seems likely to find it hard to launch any candidate with a
real chance of winning. Marine Le Pen, who reached the
second round in 2017, is now being challenged on the
populist right by Eric Zemmour. This improves the chances
of the traditional conservative candidate, Valérie
Pécresse, who has gained ground in opinion polls. A
second round between Macron and Pécresse would allow
for a greater focus on political issues, compared to the
polarising clash between Macron and Le Pen in 2017.
Will Draghi stay in Italian politics for another seven
years? Recently there have been heated discussions on
whether Mario Draghi will remain prime minister or take
over the presidency. As PM, Draghi has more political
power, but the weakness of his governing base means he
will probably be forced to resign after the 2023 election.
As president he would have less direct power but would
remain part of the political system for another seven
years. Although the position has not always been so
important, the president’s role as a mediator and as the
one who nominates candidates for PM is more important
the more fragmented and chaotic the political situation is.
President Sergio Mattarella, for example, stepped in and
achieved a ceasefire between parties which then paved
the way for Draghi to become prime minister. Voting is
due to start January 24.
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The United Kingdom
Political issues distract
attention from pandemic

exporters find these regulations too burdensome, the
import-dependent UK economy may have problems.

High inflation is one focus of attention early in 2022,
but another is new rules for imports from the EU. The
beginning of the year is dominated by headwinds, but
the British economic recovery continues. GDP will
grow by 4.5 per cent in 2022 and 2.9 per cent in 2023.
Unemployment will drop below 4 per cent during our
forecast period. The Bank of England will hike its key
rate three times in 2022 and take further steps in
2023. Public opinion has shifted; local elections in May
could further weaken the prime minister’s position.

Resilient autumn performance. Last autumn the British
economy was subjected to rapidly rising inflation and
supply side problems related to goods, services and
transport, yet the retail sector and GDP ended up better
than expected. But an increase in COVID-19 transmission
combined with high energy prices will probably hold back
household consumption, especially in the early months of
2022. England with just over 80 per cent of UK
population has mainly relied on personal responsibility
instead of imposing new restrictions to curb the spread of
the coronavirus. This is one reason why the economy is
less affected than during previous COVID-19 waves.
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Brexit rules on EU goods pose new challenges. Early in
2021 British exporters struggled with new regulations
that hurt trade with the EU, but since this coincided with
the pandemic it was hard to determine how serious the
consequences of Brexit actually were. From the beginning
of 2022 after repeated delays corresponding
regulations also apply to EU exports to the UK. If EU goods

Tight labour market as Brexit hampers supply. After
peaking late in 2020, unemployment gradually fell to only
half a percentage point higher in September than at its
low point in 2019. But because of pandemic, many people
left the labour force. Since a number of sectors have been
dependent on labour from the EU for many years, the
labour supply is unlikely to fully recover. We thus believe
that unemployment will continue to fall, ending up at
below 4 per cent during most of our forecast period.
More broad-based inflation. The number of unfilled job
vacancies rose significantly in 2021, contributing to rising
wages in many sectors. Aside from high energy prices, the
inflation surge has broadened and has boosted CPI to
record levels. While service prices are at or near earlier
peaks in the 2000s, we believe goods prices will remain
high for another year or so. We expect inflation to
culminate in April, with CPI at 7 per cent and core inflation
at 5 per cent in February. The pandemic and Brexit are
pulling in the same direction. Inflation will stay well above
the central bank’s target throughout our forecast period.
The Bank of England (BoE) will keep hiking its key rate.
In recent months the BoE has surprised the market on
several occasions. But after a cautious 15 basis point hike
in December, we are likely to enter a period of more
regular rate hikes. We expect three 25 basis point hikes in
2022 and two more in 2023, reaching 1.50 per cent.
Exciting domestic politics. After a number of crises, the
UK government is struggling with declining support. Local
elections in May could thus bring major changes, with
possible repercussions at national level. The outcome of
the Northern Ireland Assembly election could also change
the dynamics of Brexit issues. In addition, criticism within
the ruling Tory party is growing. Pressure will increase on
Prime Minister Boris Johnson, and a government reshuffle
or early elections cannot be ruled out.
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China
Beijing prioritises stability

Beijing has made “stability” a top priority for 2022.
Although China’s economic policies clearly aim at
supporting growth, the spread of Omicron has added
to downside risks. Even if the ”dynamic clearing”
strategy is successful in suppressing COVID-19,
targeted lockdowns will probably be needed during
2022. This will require more stimulus measures in the
near term to stabilise the economy. Despite China’s
divergence from the Fed’s monetary tightening policy,
favourable external balances will buttress the yuan.

Broadening downside risks to growth have prompted
China’s policymakers to raise “stability” as a top priority in
2022. Ahead of next autumn’s 20th Communist Party
National Congress, we expect President Xi Jingping to
pursue policies aimed at stabilising economic growth and
the social environment. While “common prosperity” will
remain an overriding theme, Beijing will likely calibrate
the speed and depth of introduction of reforms to lower
the risks of unintended consequences to the economy.
Given the party’s clear appetite for providing policy
support, we still expect GDP to grow by 5.2 per cent in
2022, with a modest increase to 5.4 per cent in 2023.
Key data
Year-on-year percentage change
2020 2021 2022 2023
GDP

2.2

8.1

5.2

5.4

CPI

2.5

0.9

2.3

2.1

Public sector fiscal balance*

-11.2

-7.5

-6.8

-6.2

Bank reserve req, %**

12.5 11.5 11.0 11.0

1-year Loan Prime Rate, %**

3.85 3.80 3.60 3.60

7d Reverse Repo rate, %**

2.20 2.20 2.10 2.10

USD/CNY**

6.53 6.36 6.30 6.15

*Per cent of GDP **At year-end. Source: IMF, SEB

The Omicron variant will likely have a deeper impact on
private consumption than Delta. The lockdown of 13
million residents in Xi’an city which began on December
23 lasted longer than expected. The stringency of the
local government’s response reveals the challenges of the
decentralized “dynamic clearing” strategy. The infection
wave has now spread to several cities in Henan province
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and Tian’jin on the northern coast. Tian’jin, with around 14
million residents, tightened transport links and imposed
lockdowns in 2 districts after detecting local Omicron
infections. The city is home to the largest port in northern
China and is the gateway to Beijing. Although targeted
restrictions have so far had a limited impact on
production, the risks of disruptions increase as the
infection surge spreads further. Even if restrictions
successfully suppress the current wave of infections,
these practices will likely be repeated time and again
throughout 2022.

Policy support will step up if the Omicron wave
intensifies. Although national economic growth targets
will only be released in March, some local governments
are already releasing drafts targets indicating that Beijing
may set a minimum growth target of around 5 per cent.
Fiscal support from lower taxes and fees is in the offing.
Infrastructure spending will accelerate in Q1 on the back
of the rise in government bond issuance in the past few
months. While bond financing has led to some
improvement in overall financial conditions, bank lending
has yet to reflect the impact of monetary easing in the last
year. As Omicron exacerbates downside risks, we expect
the People’s Bank of China (PBoC) to front-load further
easing. For example, we expect the central bank to cut
the reserve requirement ratio yet again.
We expect the yuan to remain strong, trading at around
6.30 per US dollar by end-2022, even with China’s
monetary policy divergence from the Fed. Narrowing rate
differentials will be welcomed by the PBoC, since they
ease appreciation pressures on the yuan. However, a
wide goods trade surplus along with a favourable balance
in services due to limited outbound Chinese tourism will
provide a buffer for the yuan. Broad USD strength may
temporarily pull up the USD/CNY rate, but upside moves
may trigger profit-taking in the form of yuan purchases by
Chinese companies that have recently been adding to long
USD positions.
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India
Increased virus transmission
slows economy temporarily
Global production disruptions, an energy crisis and an
increase in COVID-19 transmission have recently
hampered India's recovery. Rising vaccination rates
and a gradual normalisation of production and
consumption look set to keep the economy moving
ahead in 2022 and 2023, but due to a slow reform
process the government is likely to miss its GDP target
of USD 5 trillion by 2025. Increased inflationary
pressure and rapidly rising global interest rates pose
downside risks to our forecast.

The world’s fastest-growing large economy. Growth
decelerated late in 2021 and is expected to fall below the
Reserve Bank of India (RBI) target of 9.5 per cent for the
financial year ending March 31. India will be among the
fastest-growing economies in the next few years but will
not revert to its pre-pandemic trend. The energy crisis
that flared up last autumn has now eased, among other
things due to imports from Australia, but growth is being
hurt by increased virus spread, low household confidence
and disruptions in global and domestic production chains.

Rising vaccination rate. One positive sign is that the
vaccination rate has climbed. Today about 45 per cent of
the population has received two doses, but this figure is
expected to rise rapidly, since most people who have only
received one dose can receive a second dose in early
2022. The government has also begun to roll out a
programme for a third dose and vaccinations for young
people aged 15-18.
Increased inflation pressure. Inflation appears likely to
remain within the RBI target range of 2-6 per cent, mainly
thanks to moderate food price increases (food accounts
for half of India's CPI basket), but wholesale prices rose
by 13.6 per cent in December 2021. So far, higher input
prices have largely been absorbed by retailers, but the
risk that they will be passed on to consumers will grow
the longer producer price increases persist. The RBI
refrained from interest rate hikes in 2021 to provide
support for growth but probably cannot maintain that
priority in 2022. Rising inflationary pressures are
expected to force the RBI to start raising its key rate
during Q2. We expect the key rate, now 4.00 percent, to
end this year at 4.50 and to reach 5.00 per cent in 2023.
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The government looks set to abstain from new large-scale
national restrictions to curb COVID-19 transmission, but
most local and regional authorities have acted instead.
Statistics show weaker demand for energy, services and
consumer goods. There was also less road traffic and
lower employment in cities around year-end 2021. The
situation should ease gradually in 2022 as the spread of
the virus fades. We believe GDP will rise by 8.6 per cent in
calendar 2021 and that growth will then slow to 6.1 per
cent this year and 6.2 per cent in 2023.

Stabilisation of public finances. Government debt
soared after the pandemic broke out, but the recovery
has helped stabilise it at around 90 per cent of GDP. Due
to higher-than-expected tax revenues, the central
government looks set to meet its deficit target this year.
Next year, too, it will probably meet the target despite
fuel tax cuts. The government has announced large-scale
infrastructure spending but is unlikely to implement the
full programme. The pace of reforms is also troublingly
slow in other fields.
The Indian rupee is vulnerable to rising global interest
rates. The rupee remained relatively stable in 2021. We
expect only a slight weakening in 2022, but there is a risk
of a sharper depreciation if global interest rates rise
faster than expected and the RBI holds off on monetary
tightening.
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Russia
Geopolitics a major risk to
the economy

tight restrictions in case of virus surges, new transmission
waves are expected to dampen consumer confidence.
There is also a risk that production will be impeded during
periods when many people are absent due to illness.

Rising commodity (mainly oil) production and high
commodity prices are lifting Russia’s economy. But
higher food and energy prices combined with global
supply side disruptions have driven up inflation,
forcing the central bank to tighten policy. This will curb
domestic demand in 2022. In our main scenario,
tensions between Russia and NATO, especially the US,
will rise without leading to an expansion of the war in
Ukraine. But the risk is very high. Such escalation
would have a severe impact on the Russian economy.

Mineral extraction will remain the engine of the economy
in 2022 and 2023. The OPEC+ countries have adhered to
their agreed oil production level, giving Russia room to
increase output each month by 100,000 barrels per day.
Although Russian producers are unlikely to reach that
pace of increases during the first half of 2022, high prices
and rising investments in extractive industries will help
sustain growth. Private consumption was strong in 2021,
partly due to government payments to households ahead
of September’s State Duma election, but we expect rising
inflation and tighter monetary policy to dampen domestic
purchasing power in 2022. Our forecast is that GDP will
grow by 2.8 per cent this year and at a more sustainable
long-term pace of around 2.0 per cent in 2023.

Limited fiscal stimulus measures. The Kremlin's strategy
since the 1998 financial crisis has been to minimise
dependence on private foreign lenders in particular. This
overall goal remains in place, limiting the ability of Russian
authorities to stimulate the economy. Planned
infrastructure investments, as well as increases in
pensions and the minimum wage in 2022, will not change
the overall picture. Low government debt and sizeable
reserves, both in the central bank and the government
investment fund, make Russia less vulnerable to
international sanctions. This is regarded as necessary in
order to achieve foreign policy goals, such as a security
zone against NATO in Russia's “near abroad”.
Central bank taking decisive action to combat inflation.
Russia’s central bank was among the first to start hiking
its key rate in response to signs of rising inflation in 2021.
A final 50 bp hike to 9.00 per cent to ensure a positive
real interest rate is also likely in February 2022. Inflation
was 8.4 per cent in December 2021. We expect it to
remain there during the first half of 2022, then gradually
fall due to monetary tightening and base effects.

Key data
Year-on-year percentage change
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GDP
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Government debt**
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Key interest rate, %***
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USD/RUB
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*% of labour force **% of GDP ***At year-end. Source: SEB, IMF.

The low vaccination level is a risk factor. Only 47 per
cent of the population has received at least two COVID-19
vaccine doses. There is widespread suspicion of vaccines,
and despite attempts by the authorities to increase
acceptance, the vaccination level does not appear to be
rising. Although the authorities will probably refrain from
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Geopolitical risk is pushing down the rouble. The rouble
normally shows a strong correlation with oil prices, but
not now. We expect NATO led by the US and Russia to
avert an expansion of the already ongoing war in Ukraine,
but the rouble will be weakened by the threat of new
sanctions against Russia in the event of war. Since the
parties are far apart, the threat is likely to be acute for at
least the next six months. The Russian currency will be
under pressure during the first half of 2022 (very strong
in the event of war), then stabilise towards year-end.
After that, we expect relatively high inflation in Russia to
result in further weakening, with the USD/RUB exchange
rate rising above 80 by late 2023.

The Nordics

Sweden | page 40

Norway | page 44

Manufacturing will slow in the first half,
before recovery resumes. Consumption
will increase despite inflation headwinds,
and the labour market will heat up. The
Riksbank will trim its balance sheet in
2022 and hike its key rate twice in 2023.

After a weak start to 2022, activity will
rebound this spring. But the resource
situation is already tight, while domestic
price and wage pressures are increasing.
After two key rate hikes in 2021, Norges
Bank will carry out four more in 2022.

Denmark | page 46

Finland | page 47

Consumption remains the key growth
driver, supported by stable credit
conditions, high savings and continued
labour market improvement. Short-term
pressure on the krone may force the
central bank into further interventions.

Households have been cautious so far, but
consumption is now about to speed up.
Pay hikes are the fastest in many years,
and inflation will have only a moderate
restraining effect. Capital spending will
climb, and the export outlook is promising.
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Sweden
Temporary slowdown due to
high inflation
Because of production disruptions and rising
commodity prices, the recovery will lose strength in
the coming quarters. When these disruptions ease and
energy prices fall back, growth will speed up again
with GDP surpassing its pre-pandemic trend early next
year. Inflation will climb more sharply and persistently
than expected, but towards the end of 2022 it will
decelerate. The Riksbank will trim its balance sheet
starting this year and then begin hiking its key interest
rate during 2023.

supply problems for input goods, but now there are signs
of a broader slowdown in international demand.
According to the National Institute of Economic
Research’s Economic Tendency Survey, manufacturing
sector optimism is close to historical peaks, but this is
mainly due to record-sized order books and low inventory
levels. New orders and production have clearly fallen, and
December levels were only marginally above historical
averages. We expect production problems to ease by mid2022, but we have adjusted the projected level of
exports at the end of our forecast period about 2-3 per
cent lower than in our earlier forecast.

A clear slowdown in the first half of 2022

Because last year ended strongly, we have adjusted our
full-year 2021 GDP growth forecast upward from 4.6 per
cent to 4.9 per cent. Meanwhile various sources of
uncertainty have emerged, contributing to a clear
slowdown in the first half of 2022. The international
economy will lose momentum, while Swedish businesses
and households will face headwinds due to rising energy
prices and supply disruptions that will dampen
consumption and capital spending. The Omicron wave is
also a factor, although Swedish restrictions continue to be
milder than in most European countries. We have lowered
our GDP growth forecast for 2022 from 3.6 to 3.0 per
cent. We expect the slowdown to be temporary. Growth
will pick up again next autumn and reach its pre-pandemic
trend by early 2023. We have adjusted our 2023 GDP
growth forecast upward by three tenths of a per cent.

Service exports rebounded strongly from a depressed
level during Q3 2021, mainly driven by a recovery for
travel. But because of new restrictions, a new dip is likely,
and a structural decline in business travel suggests that
service exports will not return to pre-pandemic levels
further ahead either. Despite near-term weakness, total
exports will increase at a relatively good pace by 7.0
per cent in 2022 and 5.0 per cent in 2023.

2020 2021 2022 2023
GDP

2.8

4.9

3.0

2.7

Unemployment*

8.8

8.8

7.6

7.2

Wages and salaries

1.9

2.9

2.5

3.5

CPIF

0.5

2.4

3.3

1.5

-2.8

-0.6

0.7

0.7

Net lending**
General gov’t debt**

39.7 35.2 31.3 28.4

Repo rate, %***

0.00 0.00 0.00 0.50

*% of labour force **% of GDP, ***At year-end. Source: SEB, Statistics
Sweden

Manufacturing is decelerating from a high level. The
manufacturing sector has led the recovery since summer
2020, but exports and industrial production lost
momentum late in 2021. Initially, this was mainly due to
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Continued upturn in capital spending. After falling by
almost 25 per cent in the first half of 2020, machinery
investments were almost back at pre-pandemic level in
Q3 2021. High capacity utilisation and full order books
suggest that manufacturers will continue to increase their
investments. However, high energy prices, uncertainty
about long-term power supplies and weaker production in
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the near future are among reasons why we have slightly
lowered our forecast. The recovery in housing
construction is continuing, and housing starts are on a par
with 2017 peaks. As annual averages, residential
investments will increase by more than 10 per cent both
in 2021 and 2022. Total capital spending will increase by
4.0 per cent in 2022 and by 6.0 per cent in 2023.
Calmer home price trend. After sharp price increases
earlier, as expected we are now entering a calmer phase.
The special conditions that prevailed during the pandemic
with a strong focus on living space due to remote work
and staycations are now beginning to fade, while the
interest rate outlook is a bit more uncertain than before.
Yet we still believe that home prices will continue rising
during our forecast period, as evidenced by a recovery in
the SEB Housing Price Indicator in recent months. We
expect home prices to increase by about 5 per cent this
year, with the upturn slowing to 2-3 per cent in 2023.
Household incomes and savings ratio
Year-on-year percentage change
2020 2021 2022 2023
Real disposable income

-0.8

3.7

1.8

2.2

Private consumption

-4.7

4.9

3.7

2.2

Savings ratio, % of income

17.1 16.4 15.1 14.4

Source: Statistics Sweden, SEB

More consumption despite high inflation
Household consumption lagged behind the manufacturing
sector for a long time, but after rising sharply in Q3 2021
it surpassed pre-pandemic levels. Goods consumption is
above its historical trend, while service consumption is
still a few per cent below pre-pandemic levels despite a
rapid rise in mid-2021. New restrictions suggest that
cultural and tourist services will again lose momentum in
early 2022. When restrictions are eased, the recovery
will resume during the second half of 2022. High inflation
is now having a clear impact. We have now lowered our
November forecast of real 2022 household incomes by
one percentage point. Yet we expect further fiscal
stimulus, including compensation for high energy prices,
to increase overall household incomes by SEK 12-15
billion in 2022. We have also lowered our household
consumption forecast by one percentage point. Large
savings buffers and gradually falling inflation will help
consumption to climb at a relatively healthy pace
throughout our forecast period, reverting to its historical
trend in 2023.

The labour market is heating up

The recovery is also evident in the labour market, but a
restructuring of the Labour Force Survey (LFS) since
January 2021 makes the statistics hard to interpret. The
LFS indicates that unemployment has remained relatively
high, but we believe that Swedish Public Employment
Service statistics now provide a more accurate picture.
They show that unemployment has fallen significantly this
past year and is beginning to approach pre-pandemic
lows. We expect the LFS to show lower unemployment as
well when new chained time series are unveiled soon. Our
estimates indicate that employment is now above its prepandemic level. Short-term indicators, such as business
sector hiring plans, point to a continued upturn.
Continued downturn in unemployment. Because of
decelerating GDP growth and reduced activity in certain
sectors due to Omicron, labour market improvement will
stop in the near future. But further ahead, unemployment
is likely to keep falling. Labour force participation has
remained steady during the pandemic, unlike the situation
in many countries, though the previous long-term trend of
rising employment rates has probably ended. Meanwhile
population growth is slowing. This means that the labour
force will grow much more sedately than before, which
will also contribute to a tighter future labour market.
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Accelerating pay hikes due to the tight labour market.
Indicators of resource utilisation in the Swedish economy
have recovered rapidly. The Riksbank’s RU indicator is
now close to its 2018-2019 peaks, while shortage figures
in the NIER economic tendency survey are not yet back at
these levels. Although the upturn will probably slow in the
near term, resource utilisation will probably surpass
earlier historical peaks by late 2022.
Long-term agreements will slow pay hikes. The longterm collective agreements concluded in the autumn of
2020 will hold back the rate of wage and salary increases
during most of our forecast period. The agreements
specify annual pay hikes averaging around 2.2 per cent,
and most of them do not expire until spring 2023. The
agreements are front-loaded, with higher pay rises in
2021 and lower ones this year. Looking ahead, a
generally tighter labour market and more restrictive rules
on immigration of workers in low-paid occupations will
put upward pressure on wages, but wage increases
above agreements have been very low since 2015.
Before we see clear signs that this trend has ended, we
are choosing to make a cautious estimate of “wage drift”.

New conditions for the 2022 wage round. The next
centralised wage round will begin this spring but will not
reach a decisive stage until year-end. It looks set to occur
in an environment of declining unemployment and high
resource utilisation. One major difference compared to
the past 10 years is that it will be preceded by a period of
inflation well above the Riksbank’s 2 per cent target,
which means that real wages will be falling. This
resembles the situation prior to the 2007 wage round,
when collective agreements ended up with 3.3 per cent
pay hikes annually for a three-year period. Demands for
compensation because wage agreements were frozen
during 2020 is another reason to expect higher
contractual pay increases in 2023. Overall, we have
raised our wage growth forecast to 2.5 per cent in 2022
and 3.5 per cent in 2023, but the risks are on the upside.
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CPIF above 4 per cent during most of 2022
High energy prices, especially for electricity, helped boost
year-on-year CPIF inflation (CPI less interest rate
changes) to 4.1 per cent in December. Although
electricity prices now appear to have culminated, we
expect CPIF to remain above four per cent during the first
half of this year. Our forecast is based on current forward
pricing, which indicates that much of the 2021 upturn will
be reversed in the second half of 2022. We then expect
inflation to fall below target towards year-end and remain
below 2 per cent in 2023, but given the major shifts in
market expectations recently, there is continued great
uncertainty about energy prices.

Core inflation is also on its way up. CPIF excluding
energy prices rose in December by a modest 1.7 per cent,
but in recent months there have been increasingly clear
signs that core inflation is also climbing. This is one reason
why we have adjusted our forecast upward. We expect
CPIF excluding energy to climb well above target in the
next six months. Rising international prices are the most
important driver, but indirect effects due to high energy
prices have become an increasingly important factor. The
percentage of businesses in the NIER economic tendency
survey that are planning to raise their prices has climbed
to the highest level since such surveys began in 1996.
Modestly higher inflation expectations. Once
international bottlenecks and high shipping prices ease,
inflation is likely to fall significantly. What will be crucial is
to what extent today's high inflation will affect future
inflation expectations and pay hikes. Inflation
expectations have risen, as measured both by surveys
and the pricing of inflation-linked bonds, but the increases
are quite modest. In recent decades, there have also been
various examples of how these expectations have been
shown to overestimate inflation outcomes. The upturn in
Swedish core inflation appears moderate compared to
most other countries, but our forecast implies that 2022
CPIF excluding energy will be higher than at any time
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since the Riksbank introduced its inflation target in the
mid-1990s except for a few brief periods when the
krona weakened and international food prices soared.

Treacherous terrain for the Riksbank
At its November policy meeting, the Riksbank continued
its cautious move towards less expansionary monetary
policy by adding a 25 basis point hike in late 2024 to its
repo rate path. Although inflation was significantly higher
than the Riksbank's forecast at the end of 2021, this is
entirely explained by the energy component. The
Executive Board has also so far signalled that it is
acceptable for inflation to exceed the central bank’s
target for a period without triggering a rate hike.

The Riksbank will finally raise its key interest rate.
Higher international inflation and plans for larger rate
hikes by various other central banks have increasingly led
markets to question the Riksbank's interest rate path. In
light of Sweden’s increasingly tight labour market and
accelerating pay increases, it is doubtful that the Riksbank
will actually choose a completely different path than most
of its peers. Although historical experience shows that the
Riksbank has not been afraid to stand out, our main
forecast is that to some extent its policies will be affected
by these new conditions. We thus expect the Riksbank to
gradually bring forward its first rate hike. We are sticking
to our forecast that the repo rate will be raised in 2023.
This forecast implies two hikes during the second half.
Trimming of the balance sheet will start this year. In the
last two issues of Nordic Outlook, we predicted that in
2022 the Riksbank will reduce bond purchases below its
volume of maturing bonds. Rising inflation and inflation
expectations are making it more likely that this will
happen. According to the latest Riksbank minutes, three
Executive Board members called for bond purchases to
be reduced this year. We believe the current level of
planned purchases, SEK 37 billion/quarter, will be
lowered to SEK 20 billion/quarter in the second half. The
Riksbank may also withdraw some surplus liquidity from

the payments system by increasing the allocation of
certificates in its weekly auctions. This would push up the
Stockholm Interbank Offered Rate (Stibor) from its
current -0.1 per cent or so to slightly above zero which
is the repo rate thus carrying out a “soft rate hike”.

Budget surplus despite pandemic stimulus

In an international perspective, Swedish public finances
have long stood out as strong. The budget deficit peaked
at 3 per cent of GDP in 2020 despite stimulus measures
a figure that some countries in Europe are struggling to
reach in good times. Government debt never reached 40
per cent of GDP, less than half the EU average. Since the
initial economic shock, the recovery has been surprisingly
vigorous. The central government showed a 2021 surplus
of SEK 78 billion (1.5 per cent of GDP), or SEK 55 billion
better than the Debt Office forecast only three months
ago. Stronger tax revenues, lower expenditures and large
revenues from high energy prices (both via taxes and
ownership of electricity producers) added to the surplus.
Although economic growth will slow early in 2022 and
policymakers are expected to add more stimulus, most of
the positive fiscal forces remain. The scope for upside
surprises is more limited in the future, but net lending will
move out of the red this year and reach a surplus of about
1 per cent of GDP in 2023. Central government debt will
drop below 20 per cent of GDP this year and general
government debt below 30 per cent of GDP in 2023.
Fragmented Parliament, pandemic relief and election
goodies. Last year was politically turbulent, with
parliamentary votes of confidence, a new Social
Democratic government without the Green Party and a
victory for the opposition's budget bill. The political
temperature is clearly rising ahead of the September
elections including criticism of the government's COVID19 management and its latest restrictions and whether to
renew the current pandemic emergency act. Most people
agree with the idea of reimbursing households for part of
the surge in electricity costs, but the opposition does not
miss an opportunity to point out that they would have
handled things better and the government’s bill may be
hard to get through Parliament. Further pandemic and
energy-related measures are possible. Given Sweden’s
strong public finances, new proposals may be included in
the spring budget, but the fragmented political situation
could make it hard for the government to win support for
its proposals. This also applies to the promise made to the
Left Party of new pension benefits in exchange for its
support of the new Social Democratic prime minister.
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Norway
Rising domestic price and
wage pressures
Higher COVID-19 infections and new national
restrictions will lower mainland GDP growth early in
2022, but economic activity is expected to rebound
this spring. High resource utilisation, a tight labour
market with increasing mismatch problems and
external price impulses are putting upside pressure on
prices and wages. Norges Bank will push forward with
rate hikes to stabilise inflation near its target over time.
Combined with tighter fiscal policy, this will slow
mainland GDP growth to a trend-like pace in 2023.

New wave of COVID-19 will weigh on GDP

The mainland economy has recovered fully from the
pandemic. Sequential growth in mainland GDP was 2.6
per cent in Q3, and activity was 1.8 per cent above prepandemic level. Growth was supported by the reopening
of society which was finalised in September. In response
to a new surge in infection rates in November, followed by
an outburst of the Omicron variant in December, the
government reinstated national control measures in midDecember. This implied a lockdown in parts of the service
sector, which will lower mainland GDP in December and
January. We forecast a decline in sequential growth
towards the end of last year and in Q1 2022 by 1.3 and 0.3 per cent, respectively.

With Omicron now being dominant in Norway, the number
of hospitalisations is trending lower. This allowed the
government to ease some of the national restrictions in
mid-January, while measures involving social contact will
remain in place for longer. This should facilitate a rebound
in activity during spring, and the broad contours from
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November’s Nordic Outlook forecast remain unchanged.
Mainland GDP will grow by 3.7 per cent in 2022 (previous
forecast 3.9 per cent), while higher interest rates and a
normalised consumption pattern will decelerate growth
to 1.6 per cent in 2023. Total GDP growth will rise from
3.9 per cent in 2021 to 4.0 per cent in 2022 before
moderating to 2.5 per cent in 2023.
Fiscal tightening delayed. The reintroduction of
containment measures led the government to reinstate
various fiscal relief measures and implement a wage
support scheme for business as an alternative to
redundances. Moreover, a scheme to help households
alleviate part of increased electricity costs started in
December and will end in March. As a percentage of the
Government Pension Fund Global, petroleum revenue
spending is expected to increase to 2.9 from 2.6 per cent
in the new government’s amended budget. Fiscal relief
measures should be phased out later this year, making
fiscal policy contractionary in 2023.
Key data
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A temporary fall in private consumption
The recovery in mainland GDP in 2021 has been driven by
a sharp increase in private consumption, which up until
November had increased by 9.9 per cent. A hefty rebound
in spending on services has led the upturn, while goods
consumption was dented by a large fall in purchases of
vehicles. Continued normalisation of the consumption
pattern is likely, though the partial shutdown of the
service sector will temporarily halt the process in early
2022. Private consumption will also be lowered in the
near term by a squeeze in household disposable income
because of historically high electricity prices. Fiscal relief
and rising wage growth should sustain household income
and combined with ample financial buffers support a
rebound in consumption starting this spring. Although we
have lowered our forecast for 2022 to an increase of 6.6
per cent, private consumption will remain the main
growth engine. Higher interest rates will moderate
consumption growth to 3.6 per cent in 2023.
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Business activity hurt by supply constraints

Manufacturing sentiment has moderated from high levels
as input goods shortages, delivery problems and
shortages of qualified labour have intensified. Order
bookings remain healthy, but production is lagging and is
below its pre-pandemic level. Capacity utilisation is
nonetheless running at a high level and will drive business
capital spending higher in the next couple of years.
Residential investment growth will also rebound, though
markedly higher construction costs and slower home
price increases will slow the upturn. We forecast that
mainland private investments will boost growth by nearly
0.5 per cent in 2022 and 2023. The contribution to total
GDP from gross fixed investment will be dampened by
falling petroleum investments in 2022. The lack of new
large development projects offsets the support from tax
subsidies and high oil and gas prices. Following a
cumulative decline of 6.0 per cent in 2021-2022, a
cyclical turnaround is expected in 2023 with petroleum
investments projected to rise 10.0 per cent.

2021. This is an important driver behind the expected rise
in underlying inflation. Higher international prices are also
expected to exert some upward pressure on goods prices,
while a slightly stronger krone exchange rate will work in
the opposite direction. Strong domestic demand and rising
wages suggest that core inflation will trend higher. We
expect CPI-ATE inflation slightly above 2 per cent by the
end-2022 and to stabilise near the central bank target of
“close to 2 per cent” in 2023.

Domestic price and wage pressures are rising

The labour market improved sharply during 2021, but
new national restrictions led to an upturn in the weekly
registered unemployment rate in the final weeks of 2021.
The 0.5 percentage point upturn to 2.7 per cent is smaller
than feared and signals that the wage support scheme
has helped curb the rise in joblessness. Registered
unemployment should revert to pre-pandemic levels in
late 2022 and remain near 2 per cent in 2023. Both a
historically high number of job vacancies and business
hiring plans point to continued strong employment growth
ahead. However, there are divergences between sectors
and employers that are dependent on foreign labour and
technical or digital skills are struggling with labour supply.
Increasing mismatches and high resource utilisation are
putting upside pressure on wages and salaries.
Pay increases in 2021 were around 3.1 per cent,
resulting in negative real wage growth. Labour unions will
seek compensation in this year’s negotiations. CPI
inflation is expected to remain high, and business
profitability has increased, putting labour unions in a
strong position., Wage and salary demands in the public
sector and especially health care will be strong. Overall,
we forecast an acceleration in annual pay increases to 3.5
and 3.6 per cent in 2022 and 2023, respectively.
CPI-ATE (CPI excluding taxes and energy) accelerated
to 1.8 per cent in December, whereas Norges Bank had
projected an unchanged rate of 1.3 per cent. An unusually
small seasonal decline in food prices was the most
important explanation. Although food prices can be
volatile, such prices will normalise after large declines in

Sharply higher electricity prices pushed CPI inflation to
5.3 per cent in December. Inflation would have been 1.5
percentage points higher absent the government’s
support scheme for households. The subsidy will be
further increased in Q1. Combined with lower electricity
prices in late spring and summer, this will lower inflation
significantly. CPI inflation will be markedly lower than CPIATE during the second half of 2022 and 2023.

Norges Bank pushes forward with rate hikes
Norges Bank is not regarded as behind the curve, since
core inflation just recently started rising and rate hikes
were already initiated in September last year. The upturn
in inflation is nonetheless materialising faster than
envisaged and concerns about persistently high inflation
cannot be dismissed. Having hiked the key interest rate in
both September and December 2021 to 0.50 per cent,
Norges Bank believes further rate increases are
necessary to stabilise inflation near its target over time.
The near-term decline in economic activity is expected to
be temporary, and the central bank projects that the
output gap will widen starting this spring and remain
positive in the next couple of years. Further rate hikes to
reach a neutral monetary policy stance are thus
warranted. Norges Bank has signalled another rate hike in
March followed by two more this year, with the key rate
reaching 1.75 per cent by end-2024. We are maintaining
our forecast of four hikes this year followed by a final hike
to 1.75 per cent in 2023. The policy outlook should not
change substantially, regardless of who succeeds Øystein
Olsen as Governor in March.
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Denmark
Winter pause

tighter due to the expiration of temporary pandemic
measures, but active tightening in 2022 will be minimal.

A modest decline in GDP during the winter will have
little impact on the overall growth trend in the Danish
economy. Consumption remains the key growth driver,
supported by stable credit conditions and a high
household savings ratio. After a short pause, we
expect the labour market to start improving again
hitting full employment in 2023. Looking at the krone,
our base case is further interventions by Danmarks
Nationalbank but no interest rate cut in 2022.

Short bump in the road. Quarter-on-quarter GDP growth
in Q3 2021 came in at 1.1 per cent, or 0.9 per cent lower
than the GDP indicator had suggested, reaffirming the
high uncertainty associated with quarterly releases. The
re-implementation of some restrictions on activity in
December is likely to lead to a modest decline in GDP
during the winter. The overall trend is the same, but we
now expect a brief GDP setback in Q4 and Q1 followed by
a Q2 rebound. We are thus lowering our 2021 GDP
growth forecast from 5.0 to 4.0 percent and our 2022
forecast from 3.5 per cent to 3.3 per cent, while keeping
2023 unchanged at 3.0 per cent.

Broad conditions support increased consumption.
Overall, we expect consumer spending to continue
growing strongly. Consumer confidence stabilised in
December following a 3-month decline, but we expect it
to rebound as restrictions are removed. Real disposable
incomes have been hurt by rising inflation, and the impact
of higher energy prices is a risk, but a broad majority in
Parliament is planning to provide income compensation to
those hit the hardest. We also expect inflation to ease in
2022, so real wages will start rising again. The savings
ratio still remains above 10 per cent, close to historical
highs. Household balance sheets continue to receive
support from double-digit increases in home prices.
Unemployment pauses in winter. Unemployment has
edged higher in recent months, most likely due to the
implementation of restrictions mainly affecting the
service sector, but we expect the labour market to start
improving again as restrictions ease. Denmark will
achieve full employment in 2023, with unemployment
reaching its lowest level since 2008. Consumer price
inflation has increased a lot less than in the euro area,
opening a gap of almost 2 per cent. This will limit upside
pressure on wages. Our wage inflation forecast is
unchanged from the last Nordic Outlook, reaching 3.7 per
cent in 2023.

Key data
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Supportive credit conditions, restrictions to ease. We
are making several underlying assumptions when looking
at growth drivers in 2022. We expect pandemic-related
restrictions to be removed fairly quickly in Q1. Meanwhile,
financial conditions are more conducive to growth.
Businesses are seeing both easing credit conditions and
rising demand for loans, while household credit demand
has turned positive, rising again after a two-year break
with stable credit conditions. Fiscal policy will be implicitly
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Further currency interventions expected. In Q4 2021,
Danmarks Nationalbank intervened by selling
approximately DKK 50 billion in order to offset continued
appreciation pressure following its 10 basis point interest
rate cut. Our base case is that there will be no further rate
cut in 2022. By summer when TLTRO borrowing starts to
be wound down in the euro area, pressure on the DKK will
ease assuming that money markets rates drift higher in
the euro area, but there is a risk that short-term pressure
on the DKK may force the Danish central bank’s hand.

Nordic Outlook February 2022

Finland
Untapped potential

Despite the strong headline figures, in some areas the
economy seems to be holding itself back. Large gains
in household income translated into a rather modest
upturn in consumption during the third quarter of
2021, while capital spending has dwindled. However,
there are signs of at least a partial turnaround. We
expect GDP to grow by 3.0 per cent in 2022, followed
by a moderate 1.6 per cent increase in 2023.

Households are playing it safe. Although retail sales
have been growing at a 4-5 per cent annual pace, there
still seems to be some untapped potential for household
spending to grow. In Q3 2021, private consumption rose
by a mediocre 3 per cent year-on-year, still below its level
in 2019. At the same time Finns have been enjoying the
fastest nominal pay increases in almost a decade.
Registered unemployment has dropped, and employment
has risen nearly to its 2019 peak. The labour market will
continue to improve. By 2023, we expect unemployment
to reach 6.5 per cent, while wages and salaries will rise by
2.5 per cent in 2022 and 2.2 per cent in 2023.
Private consumption will improve. Both consumer
sentiment and retailer confidence took a dive at the end
of 2021 due to the upsurge in COVID-19. However,
service industry has remained upbeat, as the sales are
now closing in on pre-pandemic levels even in
accommodation and food services. Last year Finns took
even fewer holiday trips abroad than in 2020 and at least
partly spent this money domestically instead. We expect
private consumption to strengthen in the coming quarters
and grow by 3.5 per cent in 2022.
Inflation will have only a limited effect on growth. It is
no surprise that we have been forced to adjust our
inflation forecast upward, but less than in many other
countries. Despite being one of the coldest EU member
states in climate terms, due to its high living standards
Finland’s share of energy costs in HICP is similar to that of
Italy or France. The inflation rate may already have
peaked in November and for 2022 we expect it to reach
only 2.4 per cent, far below the euro area average.

Capital spending is on the rise. After a bullish spring and
summer, the number of new building permits has started
to decline. However, there is a long pipeline of homes to
be built and 2022 will see heavy demand for construction
services. The business sector also seems to have regained
its confidence, and a wave of new lending implies that
business investments will start to increase. We expect a
strong 3.8 per cent upturn in capital spending during
2022, followed by 1.5 per cent growth in 2023.
Exports will thrive. In 2021 Finland kept import growth
at bay while managing to significantly increase its
exports. Forward-looking indicators, such as high
industrial sentiment figures and all-time-high order
bookings, signal that the export surge will continue in
2022, averaging a 5.6 per cent increase.
Stuck in debt. Government tax receipts are improving,
but costs continue to exceed revenues. The pandemic is
weighing on the health care budget, while the geopolitical
situation is also forcing the government to spend more on
defence. This means that the budget will remain in deficit
during our forecast period. After a dip in 2022, public
debt will increase to 67.5 per cent of GDP by 2023.
Key data
Year-on-year percentage change
2020 2021 2022 2023
GDP

-2.8

3.5

3.0

1.6

Private consumption

-4.7

2.8

3.5

1.7

Exports

-6.8

4.5

5.6

3.8

Unemployment*

7.8

7.6

6.8

6.5

Wages and salaries

1.8

2.4

2.5

2.2

HICP inflation

0.3

2.1

2.4

1.8

Public sector fiscal balance**

-5.5

-3.3

-2.5

-2.0

*% of labour force **% of GDP. Source: Eurostat, SEB
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The Baltics

Lithuania | page 49

Latvia | page 50

After a quick recovery in 2021, the GDP
upturn is now slowing. Labour market
tightness will support continued rapid
wage and salary growth. High inflation
and rising geopolitical tensions will create
significant challenges.

After a weak start to 2022, growth will
speed up despite high inflation. The labour
market will improve; pay hikes will remain
elevated. EU funds will help drive the
construction sector, and this autumn’s
election ensures sizeable fiscal stimulus.

Estonia | page 51
Double-digit inflation will contribute to
slower economic growth, as the positive
impact of large pension fund withdrawals
is neutralised by a surge in living costs.
Further ahead, labour shortages will
become an increasingly serious problem.
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Lithuania
Economic growth is set to
slow in 2022
2021 was a strong year for the economy despite
unexpected headwinds. GDP growth is projected to
decelerate closer to its potential rate in 2022. Labour
market tightness will support rapid wage growth.
Inflation is already at double-digit level, and the peak
has not yet been reached. The inflation surge will take
its toll on private consumption growth this year. Chinese
pressure on Lithuania may lead to bigger supply chain
problems for industrial companies. Home prices are
expected to rise at a slower pace.

Economic growth will be weaker in 2022. Slower
increases in private consumption and exports suggest
that GDP growth will decelerate from 4.9 per cent in
2021 to 3.5 per cent in 2022 and 3.3 per cent in 2023.
The main downside risks come from political tensions with
China and Belarus and a prolonged period of high inflation.
We assume that the surge in new COVID cases will have
little impact on first quarter economic growth.
Inflation will remain at double-digit levels in the first
quarter. Headline inflation was 10.7 per cent while core
inflation reached 6.4 per cent in December. A jump in
energy and food prices was the main factor. However,
high core inflation reflects solid growth in consumer
demand, which is helping retailers and service providers
rapidly pass through higher costs to their end customers.
Consumer confidence remained stable at the end of 2021
but will inevitably drop during Q1 2022 because of high
inflation. The government capped the increase in
electricity and natural gas prices for households but is
refraining from other measures to reduce inflation. We
are revising our 2022 inflation forecast upward to 7.2 per
cent but are lowering it to 1.8 per cent in 2023 due to an
expected drop in energy prices.
Unemployment is declining to pre-pandemic level. The
share of companies complaining about employee
shortages remains historically high, and job vacancies are
close to 2007 levels. We believe there is potential for the
employment rate to keep increasing even above prepandemic level. A tight labour market, aided by a sharp
increase in minimum wages, will lead to around 9.1 per
cent growth in average wages and salaries in 2022.

Key data
Year-on-year percentage change
2020 2021 2022 2023
GDP
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Private consumption

-2.1

6.7

4.0

3.7

Exports

0.4 12.7

4.4

4.3

Unemployment*

8.5

7.0

6.4

6.1

10.1 10.1

9.1

7.0

Wages and salaries
HICP inflation

1.1

4.6

7.2

1.8

Public sector fiscal balance**

-7.2

-2.3

-2.4

-0.9

*% of labour force **% of GDP. Source: Eurostat, SEB

More cautious outlook for manufacturing after a
surprisingly strong 2021. Capacity utilisation stayed at
record high levels and order books remained very solid at
the beginning of 2022. However, concerns about sharply
rising energy prices and faltering component supplies
from China are growing fast. China is a minor destination
for Lithuanian exports but a vital source of materials.
Relations with Belarus remain strained. Last December
the government was close to collapse due to the
controversial continuing transit of Belarussian potash
fertilisers through Lithuania. The government is willing to
end the traffic on February 1. The response from Belarus
is highly unpredictable and might lead to more economic
tensions. The final provisions of the EU Mobility Package
on drivers’ rights and obligations will also take effect in
February, adding to pressure on the transport sector.
Slower export growth and high commodity prices will
have a negative impact on the current account balance in
2022.

Home price growth is predicted to ease slightly in 2022
after prices gained almost 20 per cent last year. We
assume that the recent rise in inflation, slower growth in
savings and the surge in prices will temporarily dampen
demand from first-time home buyers, but prices will
remain buoyed by historically high expectations and slow
growth in new housing supply.
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Latvia
Solid upturn in GDP, despite
Omicron and high inflation
We expect 2022 to follow a pattern similar to 2021.
After a weak start, growth will broaden and
strengthen but will slow down a bit by year-end. GDP
will increase by 4.6 per cent in 2022 and 3.8 per cent
in 2023. High inflation is undermining the positive
aspects of growth. Although pay hikes will outpace
inflation, inequality is a growing concern. By year-end,
unemployment may fall nearly to pre-pandemic levels.
Parliamentary elections are due this autumn, and the
government will provide generous fiscal stimulus.

Headwinds dominate early in 2022. As expected,
activity slowed late in 2021. The economy will chug along
until spring as the COVID-19 infection risk subsides and
restrictions are lifted. Although pre-emptive measures
were taken to head off an Omicron wave, the virus may
still lead to tighter restrictions. In October and November
2021, retail sales fell by almost 6 per cent in total, but
spending rebounded in December. In the early months of
2022, consumption will be hampered by weak household
sentiment, high energy bills and pandemic-related
restrictions. Manufacturing and export growth will be a
strong pillar, although expansion in these sectors is likely
to moderate. A rapid price surge is keeping export growth
in high gear. In November merchandise exports were up
by 30.7 per cent year-on-year, but as inflation starts to
level off, export growth will follow. Persistent restrictions
will cause tourism and related industries to suffer further.

expect GDP to increase by 4.6 per cent in 2022 and 3.8
per cent in 2023.
Higher prices are straining households. Inflation
reached 7.9 per cent in December. Key drivers are food,
housing-related goods, services and transport, which
accounted for 6 percentage points of total inflation. Price
increases for these categories will be a challenge for most
households in 2022. Also, soaring prices will likely
become a political issue ahead of elections this autumn.
Inflation will average 6.5 per cent this year, the highest
level since 2011, but will slide to 2.4 per cent in 2023.
Improving labour market but increasing shortages. In
November, unemployment rose by 0.4 percentage points
to 7.1 per cent. Improvements will resume in the second
quarter, and we expect the jobless rate to be close to prepandemic levels by year-end 2021. The number of job
vacancies shot up by 12.3 per cent during Q3 2021, but
the shortage of temporary workers may not be quite as
critical as feared. Our CFO survey shows that risks
associated with COVID-19 restrictions are still considered
to be the most relevant, but the second biggest risk is a
shortage of skilled employees. Labour market stability
has been largely maintained by government support.
Tight labour market raising wages. Average monthly
gross salary for full-time work was up by 10.4 per cent
year-on-year in Q3 2021. Latvia’s tightening labour
market will add to wage inflation. Pay structures have
been affected by the pandemic, in the sense that the
number of high-wage earners has increased while the
number of low-wage earners has declined, exacerbating
inequality issues. This wage gap is expected to widen
going forward. Our forecast suggests that pay hikes will
fluctuate around 8-8.5 per cent over the coming years.

Key data
Year-on-year percentage change
2020 2021 2022 2023
GDP
Private consumption
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*% of labour force **% of GDP. Source: Statistics Latvia, SEB

EU funds will serve as a stabiliser. Construction will
emerge as one of the critical sectors driving growth. We
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Parliamentary elections looming. The fiscal deficit
widened in 2021 but will narrow in 2022, although new
pandemic-related restrictions will make this difficult to
achieve. With parliamentary elections ahead, the
government will provide generous support for the
economy in an effort to ward off populists.
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Estonia
Double-digit inflation will
dent growth
COVID-19 is no longer the biggest problem for the
economy as year-on-year price increases reach double
digits. Very high inflation will persist at least during
early 2022, eroding gains in household income. Yet
once the surge in energy prices fades, higher wages
and salaries will be there to stay, enabling private
consumption to increase. We have lowered our 2022
GDP growth forecast from 3.8 per cent to 3.2 per cent.
In 2023, the economy will grow by 3.0 per cent.

even an upturn in incomes of this magnitude cannot offset
the surge in living costs. We have thus reduced our
forecast for the growth of private consumption in 2022
from 3.8 per cent to 3.3 per cent.
High demand, limited supply. The euphoric readings of
the manufacturing sector sentiment index have not fully
translated into high production volume. In Q4 2021,
industrial output probably increased by around 5 per cent,
a strong result but nothing exceptional. The shortage of
input materials is a major concern, but an even bigger
issue constraining higher growth is labour shortages. Due
to strict rules for employing foreign labour, there are no
quick fixes. Despite production constraints, strong
international demand will lift exports by 6.0 per cent this
year. Some help can eventually also be expected from
rising investment appetite. Due to a high base from 2021,
capital spending will increase by only 0.5 per cent in
2022, followed by a 4 per cent rise in 2023.

Soaring prices depress growth. While the euro area
averaged 5 per cent HICP inflation in December, Estonian
households had to put up with a 12 per cent surge in
prices, setting a new record. For many households this
means that their heating costs have roughly doubled and
electricity bills have quadrupled. The outlook for the
coming months is even worse, since high energy prices
will persist, but now prices for many other goods including
food are rising due to secondary effects from high energy
prices. The inflation rate will fall back to single digits this
spring and return to more normal levels during the second
half of 2022, resulting in a 6.5 per cent annual increase.
Inflation will trigger spiralling wages. The question of a
price-wage spiral will not remain theoretical in Estonia.
The labour market is very tight, and bargaining power
clearly belongs to employees. High wage expectations
have not deterred employers, who are more willing than
ever to hire new people. In some sectors such as
manufacturing, employment expectations have climbed
to the highest level ever recorded. Unemployment has
fallen much faster than expected and will average 5.3 per
cent this year. The current high inflation will cast its
shadow over negotiations taking place early this year and
we expect pay to increase by 8.7 per cent in 2022.

Tax receipts have surpassed previous estimates by far.
This means that in 2021, Estonia’s budget deficit was only
3 per cent of GDP. While deficits will persist during our
forecast period, they are now expected to be less than 2
per cent yearly.

Household demand will persist. So far, households have
been surprisingly immune to surging costs. In November
2021 retail sales soared by 14 per cent in constant
prices. Growing wages explain part of this, but an EUR 1
billion contribution from the liquidation of second pension
pillar savings has at least as much to do with this.
Outflows from the pension funds will continue in 2022
and may have a substantial effect on growth. However,

Key data
Year-on-year percentage change
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Key indicators

Global key indicators
Yearly change in per cent

GDP OECD
GDP world (PPP)
CPI OECD
Oil price, Brent (USD/barrel)

2020
-4.6
-3.3
1.4
43

2021
5.2
5.8
3.7
71

2022
3.7
4.1
4.4
77.5

2023
2.4
3.6
2.6
60

2020
-3.4
-3.8
2.0
-2.0
-0.6
-13.6
-8.9

2021
5.6
8.0
1.2
6.2
-0.2
3.7
13.0

2022
3.5
2.6
0.8
3.4
0.8
5.1
3.7

2023
2.1
2.0
1.2
3.3
-0.1
4.8
3.5

8.1
1.3
1.7
16.6
-14.9
134

5.4
4.7
3.6
13.0
-11.0
135

3.6
5.5
5.1
6.0
-7.3
133

3.4
3.2
3.2
5.7
-5.2
133

2020
-6.4
-7.9
1.3
-7.0
-0.5
-9.1
-9.1

2021
5.3
4.2
3.5
5.2
0.2
9.0
7.5

2022
4.0
4.0
1.0
4.3
0.1
6.0
5.0

2023
2.9
3.1
1.0
4.0
0.0
4.0
4.0

7.9
0.3
0.7
19.5
-7.2
97.3

7.7
2.6
1.5
17.8
-6.3
100.6

7.1
3.7
2.2
14.2
-3.6
98.7

7.0
1.3
1.9
13.4
-3.0
98.1

US
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports

2020 level,
USD bn
20,894
14,048
3,078
4,479
-60
2,123
2,775

Unemployment (%)
Consumer prices
Core CPI
Household savings ratio (%)
Public sector financial balance, % of GDP
Public sector debt, % of GDP

Euro area
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports
Unemployment (%)
Consumer prices
Core CPI
Household savings ratio (%)
Public sector financial balance, % of GDP
Public sector debt, % of GDP
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2020 level,
EUR bn
11,400
5,902
2,574
2,495
0
5,173
4,749
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Other large countries
Yearly change in per cent
2020

2021

2022

2023

GDP
United Kingdom
Japan
Germany
France
Italy
China
India
Brazil
Russia
Poland

-9.4
-4.6
-4.6
-7.9
-8.9
2.2
-7.1
-3.9
-2.7
-2.5

7.2
2.0
2.8
6.8
6.4
8.1
8.6
4.8
4.3
5.2

4.5
3.2
4.0
4.1
4.7
5.2
6.1
0.9
2.8
4.7

2.9
1.2
3.4
2.4
2.4
5.4
6.2
2.2
2.0
4.0

Inflation
United Kingdom
Japan
Germany
France
Italy
China
India
Brazil
Russia
Poland

0.9
0.0
0.4
0.5
-0.1
2.5
6.6
3.2
3.4
3.4

2.6
-0.2
3.2
2.1
1.9
0.9
5.1
8.3
6.7
5.1

6.0
0.9
3.3
3.0
3.9
2.3
5.2
8.5
6.4
6.5

3.0
0.7
1.0
1.3
1.0
2.1
4.6
3.5
4.0
3.0

4.5
2.8
3.8
8.0
9.3

4.5
2.8
3.5
7.9
10.0

3.9
2.6
3.3
7.5
9.8

3.9
2.5
3.5
7.5
9.8

Unemployment (%)
United Kingdom
Japan
Germany
France
Italy

Financial forecasts
Official interest rates
US
Japan
Euro area
United Kingdom
Bond yields
US
Japan
Germany
United Kingdom
Exchange rate
USD/JPY
EUR/USD
EUR/JPY
EUR/GBP
GBP/USD

Fed funds
Call money rate
Refi rate
Repo rate

20-Jan
0.25
-0.10
0.00
0.25

Jun-22
0.75
-0.10
0.00
0.75

Dec-22
1.25
-0.10
0.00
1.00

Jun-23
1.75
-0.10
0.00
1.25

Dec-23
2.00
-0.10
0.25
1.50

10 years
10 years
10 years
10 years

1.83
0.13
-0.03
1.26

1.90
0.05
0.00
1.30

2.10
0.05
0.20
1.60

2.30
0.10
0.30
1.60

2.50
0.10
0.50
1.70

114
1.13
129
0.83
1.37

114
1.09
124
0.82
1.33

115
1.13
130
0.81
1.40

115
1.17
136
0.83
1.41

116
1.21
140
0.85
1.42
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Sweden
Yearly change in per cent

Gross domestic product
Gross domestic product, working day
adjustment
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports

2020 level,
SEK bn
4,977

2020
-2.8
-3.0

2021
4.9
4.8

2022
3.0
3.1

2023
2.7
2.8

-4.7
-0.6
-0.4
-0.7
-4.6
-5.7

4.9
2.9
6.0
0.1
9.4
9.4

3.0
0.8
4.0
0.2
7.0
7.1

2.7
0.8
6.0
0.0
5.0
6.0

8.8
-1.3
-4.5
0.5
0.5
1.9
17.1
-0.8
6.0
-221
-2.8
39.7

8.8
1.5
8.8
2.2
2.4
2.9
16.4
3.7
5.7
78
-0.6
35.2

7.6
2.1
5.0
3.1
3.3
2.5
15.1
1.8
5.0
104
0.7
31.3

7.2
0.7
3.5
1.7
1.5
3.5
14.4
2.2
4.5
109
0.7
28.4

20-Jan
0.00
-0.07
0.37
40
9.11
10.34
117.8

Jun-22
0.00
-0.05
0.45
45
9.45
10.30
118.5

Dec-22
0.00
-0.10
0.70
50
8.89
10.05
115.0

Jun-23
0.00
-0.05
0.85
55
8.42
9.85
111.7

Dec-23
0.50
-0.05
1.05
55
8.02
9.70
109.1

2020 level,
EUR bn
236
121
58
57
0
85
85

2020
-2.8
-4.7
0.2
-0.8
0.2
-6.8
-6.5

2021
3.5
2.8
3.4
1.4
0.8
4.5
3.4

2022
3.0
3.5
1.0
3.8
0.2
5.6
4.5

2023
1.6
1.7
1.0
1.5
0.0
3.8
3.0

7.8
0.3
1.8
0.8
-5.5
69.5

7.6
2.1
2.4
1.8
-3.3
67.5

6.8
2.4
2.5
0.1
-2.5
67.0

6.5
1.8
2.2
-0.2
-2.0
67.3

2,187
1,332
1,234
0
2,221
1,991

Unemployment, (%)
Employment
Industrial production
CPI
CPIF
Hourly wage increases
Household savings ratio (%)
Real disposable income
Current account, % of GDP
Central government borrowing, SEK bn
Public sector financial balance, % of GDP
Public sector debt, % of GDP
Financial forecasts
Repo rate
3-month interest rate, STIBOR
10-year bond yield
10-year spread to Germany, bps
USD/SEK
EUR/SEK
KIX

Finland
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports
Unemployment, OECD harmonised (%)
CPI, harmonised
Hourly wage increases
Current account, % of GDP
Public sector financial balance, % of GDP
Public sector debt, % of GDP
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Norway
Yearly change in per cent

Gross domestic product
Gross domestic product (Mainland)
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports

2020 level,
NOK bn
3,538
2,992
1,475
884
904
1,276
1,091

Unemployment (%)
CPI
CPI-ATE
Annual wage increases
Financial forecasts
Deposit rate
10-year bond yield
10-year spread to Germany, bps
USD/NOK
EUR/NOK

20-Jan
0.50
1.88
191
8.75
9.94

2020
-0.7
-2.3
-6.6
1.8
-5.6
-0.4
-1.2
-11.9

2021
3.9
3.9
4.3
2.8
0.8
0.1
4.6
1.8

2022
4.0
3.7
6.6
1.0
2.4
0.0
5.8
5.6

2023
2.5
1.6
3.6
1.2
3.6
0.0
3.8
5.3

4.6
1.3
3.0
3.1

4.3
3.5
1.7
3.1

3.9
3.0
1.8
3.5

3.7
1.8
2.0
3.6

Jun-22
1.00
1.85
185
9.04
9.85

Dec-22
1.50
1.95
175
8.67
9.80

Jun-23
1.75
2.00
170
8.33
9.75

Dec-23
1.75
2.10
160
8.02
9.70

2020
-2.1
-1.4
-1.7
5.1
-0.1
-6.9
-4.1

2021
4.0
4.6
3.3
6.1
0.0
5.2
6.5

2022
3.3
5.6
-0.7
6.2
-0.2
3.7
5.4

2023
3.0
3.3
0.8
5.4
0.0
4.1
4.9

6.0
0.4
1.9
7.5
-3.0
44.0

5.0
1.9
2.5
7.5
0.5
40.0

4.1
3.2
3.3
7.5
2.0
36.0

3.7
2.1
3.7
7.0
4.0
32.0

Jun-22
-0.60
0.24
24
6.83
7.44

Dec-22
-0.60
0.42
22
6.58
7.44

Jun-23
-0.60
0.50
20
6.36
7.44

Dec-23
-0.35
0.70
20
6.16
7.45

Denmark
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Stock building (change as % of GDP)
Exports
Imports

2020 level,
DKK bn
2,330
1,042
574
521
1,278
1,128

Unemployment, OECD harmonised (%)
CPI, harmonised
Hourly wage increases
Current account, % of GDP
Public sector financial balance, % of GDP
Public sector debt, % of GDP

Financial forecasts
Deposit rate
10-year bond yield
10-year spread to Germany, bps
USD/DKK
EUR/DKK

20-Jan
-0.60
0.23
26
6.56
7.44
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Lithuania
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Exports
Imports

2020 level,
EUR bn
50
29
9
10
36
32

Unemployment (%)
Wages and salaries
Consumer prices
Public sector financial balance, % of GDP
Public sector debt, % of GDP

2020
-0.1
-2.1
-0.4
-1.8
0.4
-4.4

2021
4.9
6.7
0.3
9.5
12.7
16.3

2022
3.5
4.0
0.1
7.0
4.4
5.5

2023
3.3
3.7
0.1
8.0
4.3
5.6

8.5
10.1
1.1
-7.2
46.6

7.0
10.1
4.6
-2.3
44.5

6.4
9.1
7.2
-2.4
43.1

6.1
7.0
1.8
-0.9
43.2

2020
-3.6
-10.0
2.6
0.2
-2.7
-3.3

2021
4.5
5.4
4.7
5.0
6.5
15.4

2022
4.6
5.5
3.8
4.7
4.8
5.0

2023
3.8
4.7
2.5
5.1
4.0
4.7

8.1
6.2
0.1
-4.5
43.5

7.5
10.0
3.3
-9.0
49.4

6.7
8.3
6.5
-5.1
50.5

6.2
8.0
2.4
-3.9
47.8

2020
-3.0
-2.5
3.0
19.9
-5.0
0.9

2021
8.2
7.2
4.4
7.0
15.4
18.8

2022
3.2
3.2
0.8
0.5
6.0
3.5

2023
3.0
3.6
1.5
4.0
5.0
4.0

6.8
2.9
-0.6
-5.6
19.0

6.4
7.1
4.5
-3.2
17.9

5.3
8.7
6.5
-1.8
19.5

4.8
7.0
2.8
-1.0
20.5

Latvia
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Exports
Imports

2020 level,
EUR bn
29.3
16.1
5.9
6.9
17.7
17.3

Unemployment (%)
Wages and salaries
Consumer prices
Public sector financial balance, % of GDP
Public sector debt, % of GDP

Estonia
Yearly change in per cent

Gross domestic product
Private consumption
Public consumption
Gross fixed investment
Exports
Imports
Unemployment (%)
Wages and salaries
Consumer prices
Public sector financial balance, % of GDP
Public sector debt, % of GDP
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2020 level,
EUR bn
27
13
6
8
19
19
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