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Challenging course 
The global economy is recovering, but at a slower pace than expected taking into account the extremely expansionary 
monetary policies and the halving of oil prices since last summer. Hence, Q1 2015 was a disappointment due to weak 
economic trends in the US and China, among others. Consequently, we have had to revise down our growth forecast for 
this year. The good news is that the recent softness of the US economy is due to temporary factors. The bad news is that 
the softness of the Chinese economy seems to be of a structural nature and that the risk of a hard landing for “the king-
dom in the middle” has increased. This is further underpinned by the recent sharp falls on the Chinese equity market, 
which also shook the rest of the world. 
 
Overall, the growth gap between Emerging Markets and advanced economies has narrowed over the past years, mainly 
as a result of the decline in the trend rate of growth of Emerging Markets. However, this also means that the potential 
for growth in world trade is reduced, and it is worrying that global trade in goods for a period outright declined as inter-
national trade is one of the most important sources of growth and prosperity. 
 
The weak economic performance of many Emerging Markets should not be underestimated. Especially commodity pro-
ducing countries, which for many years have benefited from rising prices, but have neglected to implement the neces-
sary reforms and diversify their corporate sectors, are now displaying signs of crisis as prices tumble. Countries such as 
Russia and Brazil are currently in recession, and they are not likely to return to former growth rates even when they 
emerge from the current crisis. 
 
The economic slowdown in China is also the key explanation to the sharp drop in commodity prices in recent years. The 
drop in oil prices to a post-2005 low (disregarding the sharp falls during the Big recession in 2008-09) is also ascribable 
to massive supply and this summer’s nuclear agreement with Iran, which opens the door for one of the world’s biggest 
oil producers to re-enter the market, adding to the existing excess supply. 
 
However, the lower commodity prices are, all things considered, also good for the global growth outlook, although they 
also mean that inflation in the short term will be weaker than originally assumed. This may justify the maintenance of 
ultra-loose monetary policies by many central banks, including the ECB, for longer than expected. The central banks of 
countries whose economies benefit from a self-sustaining recovery will be more willing to overlook any temporary set-
backs on the inflation front and continue their efforts to normalise monetary policy. Such central banks include the Fed 
in the US and the Bank of England. 
 
One of the big themes this summer was the risk of Grexit. As we all know now, they succeeded in preventing a Greek 
exit from the euro, which goes to show that despite their disputes and conflicts there is a strong supranational commit-
ment among the member states to protect the Euro area. It is also worth noting that the tensions during the negotiations 
with Greece never undermined the financial markets’ confidence in the other debt-ridden countries. A key explanation 
for this is the institutional steps taken to avoid new systemic crises in the Euro area, including the establishment of the 
European Stability Mechanism (ESM) and the ECB’s Outright Monetary Transactions (OMT) programme. Add to this 
the other monetary policy measures that the ECB has launched over the past years such as the large-scale QE pro-
gramme that was initiated in March this year and will expire in September 2016 at the earliest. 
 
Unlike the crisis in 2012, the crisis in 2015 had no spill-over effects on the financial markets in countries such as Italy, 
Spain and Portugal. This may prove decisive for the outcome of the parliamentary elections in Spain and Portugal to-
wards year-end and thereby contribute to ensuring sustained political commitment to reforms. Particularly the reform 
programme in Spain has proved successful as the country is currently enjoying one the highest growth rates in Europe. 
However, what has also become clear is that the decision to call a snap election on 20th September in Greece could trig-
ger renewed market volatility and speculation about Greece’s future euro membership if the election gives the anti-EU 
parties a major say in the formation of a new government. 
 
The economic performance of the Nordic countries still varies. Sweden is clearly in the lead, with high growth and ris-
ing employment. Also the Danish economy has entered a stable recovery phase, although at a more modest pace. 
Meanwhile, the otherwise strong Norwegian economy is losing steam due to the sharp drop in oil prices, and Finland is 
still lagging behind the other Nordics due to weak domestic demand and the slowdown of the Russian economy. A chal-
lenging course. 
 
Helge J. Pedersen, Group Chief Economist 
helge.pedersen@nordea.com +45 3333 3126
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High growth, restrained Riksbank 

 Sustained healthy GDP growth 

 Tighter labour market, but modest pay rises 

 Inflation will undershoot 2% target 

 SEK weak this year, but stronger longer out 

Better than normal 
Swedish economic growth has hovered around 2.5% over 
the past two years. We have seen signs of some accelera-
tion in recent quarters. By all indications GDP growth 
should therefore rise to about 3% both this year and next 
year, which is above the long-term trend. Further into the 
forecast period, growth will slow, though, when the high-
ly expansionary conditions fade. 
 
Resource utilisation in the Swedish economy is increas-
ing, prompting rising inflation pressures. Cost pressures 
will mount, albeit from a low level, and wage growth 
will remain relatively subdued. Inflation will not reach 
the 2% target for longer than perhaps a month or two, 
and so the Riksbank will remain under pressure. 
 
Broadly based domestic growth 
Investment has been a key contributor to GDP growth 
since the beginning of 2014 followed by private and gov-
ernment consumption. Net foreign trade, on the other 
hand, has declined, dragging down growth. 
 
Household consumption growth has slowed a bit this 
year, but we consider this a temporary phenomenon. The 
strong financial position of households with rising dis-
posable incomes and sharply increasing asset prices sug-
gests that household demand will grow at a healthy clip 
in coming years. 
 

The pick-up in government consumption is, among other 
things, ascribable to demographics. The growing popula-
tion with a rising proportion of elderly people increases 
the need for healthcare services, care for the elderly and 
education. 
 
Admittedly, total investment declined quarter-on-quarter 
in Q1 and Q2 2015, but the decline was due to sharp var-
iations in research and development and therefore con-
sidered of a temporary nature. Excluding this item, in-
vestment is clearly rising in most sectors of the economy. 
Housing has seen the sharpest increase. The growth mo-
mentum in housing should continue, although the growth 
rate has probably peaked. 
 
Exports remain an uncertain factor 
Investment in the manufacturing industry remains sub-
dued, mainly because of the weak global demand. About 
75% of Sweden’s industrial output is exported, and after 
almost seven years of stagnant goods exports, the need 
for investment is limited. Global demand indicators do 
not point to any improvement near term, so goods ex-
ports look set to remain stagnant during the remainder of 
the year. We look for only a gradual pick-up in coming 
years. 
 
Exports of services, on the other hand, continue to grow 
at a fast pace. Especially IT and telecom services show 
strong growth, as do business and technical services. 
This positive trend appears to be continuing and as a re-
sult, total exports will increase in the years ahead. 
 
Improved labour market, but modest pay rises 
The labour market is split. Employment in relation to the 
population is very high in some groups and low in others. 

Sweden: Macroeconomic indicators (% annual real changes unless otherwise stated) 
2012 (SEKbn) 2013 2014 2015E 2016E 2017E

Private consumption 1,715 1.9 2.4 2.1 2.3 2.0
Government consumption 955 0.7 1.9 2.5 2.4 0.9
Fixed investment 834 -0.4 7.4 4.2 5.0 2.3
 - industrial investment 165 -1.4 4.9 -1.2 3.9 1.5
 - residential investment 127 2.1 20.8 11.9 5.9 2.5
Stockbuilding* -1 0.1 0.2 0.0 0.0 0.0
Exports 1,707 -0.2 3.3 3.5 4.8 4.2
Imports 1,525 -0.7 6.6 2.6 4.9 3.7
GDP 1.3 2.3 3.1 3.0 2.1
GDP, calendar adjusted 1.3 2.4 2.8 2.8 2.4
Nominal GDP (SEKbn) 3,685 3,775 3,915 4,104 4,299 4,459

Unemployment rate, % 8.0 7.9 7.6 7.3 7.0
Employment, % y/y 1.0 1.4 1.1 1.1 0.9
Consumer prices, % y/y 0.0 -0.2 0.0 1.1 1.8
Underlying prices (CPIF), % y/y 0.9 0.5 0.9 1.6 1.5
Hourly earnings, % y/y 1.8 1.7 2.7 2.8 3.1
Current account balance (SEKbn) 229.0 242.3 298.8 320.7 341.6
 - % of GDP 6.1 5.9 7.0 7.5 7.7
Trade balance, % of GDP 3.8 3.2 3.3 3.2 3.2

General government budget balance (SEKbn) -51.8 -74.8 -66.9 -49.0 -38.0
 - % of GDP -1.4 -1.9 -1.6 -1.1 -0.8
General government gross debt, % of GDP 38.7 44.3 43.8 43.1 42.9

* Contribution to GDP growth, percentage points. 
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Matching problems also seem to have increased. There 
are probably available resources in the labour market, but 
bottleneck problems are nevertheless beginning to 
emerge in some areas. The labour market improvement 
will continue going forward, with resulting rising wage 
drift. However, the pay rises agreed at the upcoming pay 
talks will likely be lower than those agreed in 2013. The 
reason is that the beleaguered export industry is the 
benchmark for the talks. Total wage costs look set to rise, 
but still remain below the current 15-year average of 
3.2%. 
 
The Riksbank balancing on a tightrope  
The trade-weighted SEK rate is currently around 10% 
lower than at the beginning of 2014. The SEK weakening 
clearly shows through in consumer prices. CPIF inflation 
excluding energy has risen to some 1.5% during the 
summer, up from about 0.5% one year ago. Including en-
ergy, the pick-up in inflation is less pronounced due to 
the declining fuel prices. 
 
The SEK has stabilised this year, and we have already 
seen signs that the effect of the SEK depreciation on in-
flation is fading. Add to this that wage growth will not be 
high enough to more permanently push inflation up to 
2% in line with the Riksbank’s target. 
 
We expect the Riksbank to cut rates and announce an ex-
tension of the government bond buying programme to 
prevent near-term SEK appreciation. However, next year 
we don’t expect the Riksbank to implement more 
measures to stimulate the economy, because by then in-
flation will have picked up, albeit still remain below tar-
get. Moreover, the pay talks will be over and resource 
utilisation will have increased further. 
 
Risks balanced for growth  
Risks on the downside relative to our growth forecast for 
the Swedish economy are short term related to the uncer-
tain outlook internationally and long term to the imbal-
ances building in the Swedish housing market. Risks on 
the upside are mainly attributable to the financially 
strong households. They may loosen the purse strings 
more than expected. In terms of monetary policy, risks 
are tilted towards the Riksbank doing more than we as-
sume in our forecast. The risk of additional measures is 
highlighted by the fact that we expect the trade-weighted 
SEK rate to strengthen and inflation to remain below the 
2% target over the forecast period. 
 
Torbjörn Isaksson 
torbjorn.isaksson@nordea.com +46 614 8859

Stable GDP growth 
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Weak years ahead 
 Weak growth long term and rising unemployment  

 Sharply declining inflation   

 Norges Bank to cut rates amid NOK weakness       

Sustained weak growth      
The drop in oil prices is increasingly showing through in 
mainland indicators. Output in the oil services industries 
is declining and employment in south-western Norway is 
contracting. We expect activity in the oil services indus-
tries to slow further in coming years. This suggests weak 
growth in the period ahead; how weak depends on the 
spill-over effects on industries not affected by the oil 
price decline. So far, these spill-over effects have been 
modest, but they will likely intensify going forward. 
Lower interest rates will, on the other hand, put a floor 
under consumption, and the past years’ sharp NOK de-
preciation will boost Norwegian companies’ competi-
tiveness at home and abroad. Lastly, government con-
sumption will grow at a good pace. However, this will 
not be enough to prevent weak growth of around 1½% in 
the mainland economy over the next few years.  
 
Investment a drag   
Oil investment looks set to decline by 10-15% this year. 
Oil prices are low, and although we expect oil prices to 
pick up slightly over the forecast horizon, this will not 
prevent a further slowdown in investment in the years 
ahead. The ongoing development of many oil fields such 
as the Johan Sverdrup field will, however, underpin in-
vestment and as a result, the slowdown should be less 
sharp in coming years than during this year. 
  
Mainland investment will show a more mixed pattern. 
Public infrastructure projects, strong investment growth 
in the energy sector and growing housing construction 

will contribute positively to growth, while in other sec-
tors of the economy investment growth is not likely to be 
that strong. Economic uncertainty is high, and the drop in 
oil prices affects many industries. Declining offshore in-
vestment and weak growth in onshore business invest-
ment are the factors behind our relatively modest growth 
forecasts for the mainland economy.   
 
Everything hinges on consumer spending   
How weak economic growth turns out to be largely hing-
es on the consumers. So far, it seems that consumption 
has remained unscathed by the oil sector slowdown. Pri-
vate consumption has grown at a healthy clip in H1 2015, 
and housing market activity is high. However, as the ef-
fects of the oil sector downturn gradually spill over to the 
rest of the economy, consumers will likely become more 
cautious.  
 
Lower wage growth, slightly higher unemployment and a 
higher propensity to save as a result of increased uncer-
tainty about the economy suggest lower consumption 
growth in the next couple of years. However, lower in-
terest rates, high growth in pension disbursements and 
tax breaks underpinning household real income growth 
point in the other direction.  
 
Consumption growth will likely drop to a low of 1.5% 
next year and then pick up again in 2017. By then, the 
trend in unemployment should have levelled out and the 
outlook for the Norwegian economy should be brighter.  
 
We think that low interest rates and a labour market 
which in most parts of the country is in fairly good shape 
will prevent an overall decline in housing prices. Prices 
could fall in some parts of Norway, but for the country as 
a whole we see a flattening trend in prices. 

Norway: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (NOKbn) 2013 2014 2015E 2016E 2017E

Private consumption 1,176 2.1 2.0 2.5 1.5 2.0
Government consumption 619 1.7 2.7 2.0 2.5 3.0
Fixed investment 660 6.8 0.6 -3.9 -0.9 0.0
 - gross investment, mainland 478 2.9 1.7 -0.4 2.4 1.6
 - gross investment, oil 175 17.1 -1.7 -13.0 -10.0 -5.0
Stockbuilding* 127 0.5 0.2 0.0 0.0 0.0
Exports 1,204 -3.0 2.7 2.6 1.7 1.1
 - crude oil and natural gas 611 -7.6 1.5 1.0 0.6 0.5
 - other goods 310 1.0 2.3 5.5 4.0 2.0
Imports 821 4.3 1.9 2.7 1.6 1.8
GDP 2,965 0.7 2.2 1.1 1.2 1.4
GDP, mainland 2,295 2.3 2.2 1.2 1.3 1.6

Unemployment rate, % 3.5 3.5 4.4 4.8 4.9
Consumer prices, % y/y 2.1 2.0 2.1 2.2 1.4
Core prices, % y/y 1.6 2.4 2.6 2.0 1.3
Annual w ages, % y/y 4.0 3.9 2.5 2.5 2.5
Current account balance (NOKbn) 307.7 297.0 188.5 202.5 230.5
 - % of GDP 10.0 9.4 5.7 5.9 6.5
Trade balance, % of GDP 10.2 8.7 5.2 5.3 5.6

General government budget balance (NOKbn) 347.7 287.4 201.5 216.0 237.1
 - % of GDP 11.3 9.1 6.1 6.3 6.7  

* Contribution to GDP growth (% points) 
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Public consumption and the NOK also drivers  
Going forward, growth will be driven not only by mod-
erate consumer spending growth, but also by a still ex-
pansionary fiscal policy leading to high growth in gov-
ernment consumption and investment. With rising unem-
ployment in 2016 and a general election scheduled for 
2017, the government may be tempted to continue to in-
crease public spending in its 2017 budget. Growth is also 
supported by the past years’ NOK depreciation of about 
20%, which will help Norwegian companies win market 
share at home and abroad.  
 
Nevertheless, mainland economic growth will be sub-
dued, leading to weak employment growth. Labour sup-
ply growth also looks set to slow with a decline in immi-
gration and more people choosing education rather than 
jobs. Still, labour supply growth will probably contract 
less than employment growth, so unemployment will 
likely rise. We expect the LFS unemployment rate to lev-
el out at about 5% in 2017.  
 
Modest wage growth and low inflation  
With weak profitability especially in the oil services in-
dustries, excess labour supply in many sectors and em-
ployers and unions focusing on securing Norway’s com-
petitiveness, wage growth should slow. Other drags on 
wage growth are the migration from high-wage to low-
wage sectors and the many people in top wage brackets 
currently retiring on pension. We expect wage growth to 
be 2½% in 2016 and 2017. Against this backdrop, do-
mestic inflation looks set to decline. A less heated market 
for rental housing pulls in the same direction. And the 
currently all-time high rate of increase in prices of im-
ported consumer goods will gradually decline as import-
ers adapt to the past years’ sharp NOK depreciation. We 
see core inflation dropping to 1-1½% in coming years.    
 
Lower interest rates and sustained NOK weakness  
With rising unemployment and low wage growth and in-
flation, the scene is set for more rate cuts. We expect two 
rate cuts, one in the autumn and one before summer 
2016. More cuts may be sanctioned if the NOK should 
appreciate sharply and/or house prices begin to fall.   
 
With stabilising and gradually rising oil prices we see the 
NOK strengthening versus the EUR. But the appreciation 
will be capped by the projected two rate cuts and the cen-
tral bank’s willingness to ease more in case of excessive 
NOK strengthening. And despite the NOK strengthening 
versus the euro, the import-weighted exchange rate is ex-
pected to stay weak over most of the forecast period be-
cause the SEK, GBP and USD will likely appreciate. 
 
Erik Bruce 
erik.bruce@nordea.com +47 2248 4449

Joachim Bernhardsen 
joachim.bernhardsen@nordea.com +47 2248 7913

Oil investments going down 
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Recovery takes hold 

 Self-sustaining upswing underway 

 Increased investment key to higher growth 

 Labour market moving towards full employment 

 Danish krone back in calm waters 

Danish economic activity has picked up gradually, creat-
ing the foundation for a self-sustaining recovery that we 
expect will gain further momentum in the coming years. 
Against this backdrop we expect Danish economic 
growth to be 1.5% in 2015 and 2.0% in 2016. For the 
first time we also include our projection for growth in 
2017: 1.9%. 
 
The biggest threat to the expected recovery is the global 
economy; especially the current slowdown of activity in 
many Emerging Markets countries may hit the Danish 
export sector harder than expected. Obviously, there are 
other factors that could surprise on the upside. Business 
investment has been stagnant for a long period, and hous-
ing construction activity has remained at a low level. 
With sustained low financing costs and increasing em-
ployment, investment activity could accelerate faster than 
we assume in our baseline scenario. 
 
Benign environment for consumer spending 
Household consumption accounts for about 50% of ag-
gregate demand in Denmark. And in the current envi-
ronment there is a good chance that households will in-
crease their spending. Rising employment and positive 
real wage growth boost household income, while increas-
ing house prices and financial market gains have lifted 
household net wealth to high levels. Against this back-
drop, and coupled with robust consumer confidence read-
ings, consumer spending growth will likely hover around 
2% in coming years. 

Investment the key to growth 
As in many other countries, investment activity remains 
subdued despite the brighter economic outlook. Since 
2009 net business investment has been in negative terri-
tory, which means that the capital stock is wearing out 
faster than it is being replaced. However, we expect 
businesses to invest more in step with sustained em-
ployment growth and rising demand. Hopefully, this will 
contribute to jack up productivity, which is decisive for 
the pace of Danish economic growth in the long run. 
Higher investment activity will likely also trim the very 
large current account surpluses due to lower corporate 
sector savings.  But substantial income from Denmark’s 
huge net wealth relative to other countries will ensure ro-
bust surpluses also in future. 
 
High uncertainty about foreign trade 
As a small open economy Denmark is very exposed to 
global economic trends. Consequently, the recent string 
of weak indicators and the decline in global trade suggest 
that Danish exporters are facing an uncertain future. But 
trade will be supported by solid demand from key export 
markets such as Germany, Sweden, the US and the UK. 
Moreover, exports will be driven by improved competi-
tiveness through a weaker trade-weighted DKK rate and 
lower average wage increases than in other countries. 
 
A return to full employment 
Since mid-2013 the number of employed wage earners 
has been on the rise, primarily driven by rising employ-
ment in the business service sector and within trade and 
transportation. As a result, unemployment has gradually 
edged lower, although the effect has been partly offset by 
an increase in the labour force. We expect employment to 
expand further in the years ahead. With the prospect of 
several years of employment growth, idle capacity will 
gradually shrink. By the end of the forecast horizon the 

Denmark: Macroeconomic indicators (% annual real changes unless otherwise noted) 

* Contribution to GDP growth (% points) 

2012 (DKKbn) 2013 2014 2015E 2016E 2017E
Private consumption 896 0.0 0.7 1.8 2.2 2.1
Government consumption 502 -0.5 0.2 1.0 0.2 0.3
Fixed investment 342 0.9 4.0 0.5 2.9 2.8
 - government investment 44 0.3 7.8 0.3 -1.1 -2.0
 - residential investment 74 -5.0 6.8 -1.3 4.1 4.2
 - business investment 224 3.4 1.7 1.2 3.8 3.8
Stockbuilding* 9 -0.2 0.4 0.0 0.0 0.0
Exports 1,007 0.8 2.6 2.3 3.4 3.5
Imports 907 1.5 3.8 2.1 3.5 3.6
GDP -0.5 1.1 1.5 2.0 1.9
Nominal GDP (DKKbn) 1,867 1,886 1,921 1,992 2,058 2,125

Unemployment rate, % 5.8 5.1 4.7 4.3 4.0
Gross unemployment level, '000 persons 152.9 134.6 125.3 116.0 105.0
Consumer prices, % y/y 0.8 0.6 0.6 1.5 1.9
Hourly earnings, % y/y 1.2 1.3 1.5 2.0 2.4
Nominal house prices, one-family, % y/y 2.7 3.4 4.3 2.8 2.2
Current account balance (DKKbn) 136.0 120.3 125.0 115.0 100.0
 - % of GDP 7.2 6.2 6.3 5.6 4.7

General government budget balance (DKKbn) -20.0 34.6 -45.0 -40.0 -25.0
 - % of GDP -1.1 1.8 -2.3 -1.9 -1.2
General government gross debt, % of GDP 43.7 45.1 39.1 41.0 42.5
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labour market should have returned to full employment, 
and this will allow the government to gradually tighten 
fiscal policy to restore the general government balance 
and prevent government activities from obstructing pri-
vate sector investment activity. 
 
Rising house prices support growth 
Prices in the Danish housing market are once again rising 
sharply. The explanation is simple: historically low fi-
nancing costs have made it much cheaper to buy a home, 
the labour market is improving, consumer confidence is 
high and the number of newly constructed homes is very 
low. All in all, this is the perfect backdrop for rising 
house prices. However, some factors will pull in the op-
posite direction in the years ahead. Higher down pay-
ments and rising mortgage rates will put a damper on any 
pick-up in house prices, especially in the more expensive 
areas where the reduced value of mortgage interest relief 
will have a greater impact. 
 
Higher inflation ahead 
Over the past years Danish inflation has been exception-
ally low, held down by a combination of declining com-
modity prices, a lower rate of increase in rents and the 
rollback of the security of supply tax on fuels from the 
beginning of 2015. However, going forward inflation 
will start to pick up as the effect of the decline in oil 
prices fades. Consequently, the effect of the rising prices 
of services will begin to show through in the CPI index. 
As nominal wages are still expected to rise faster than 
consumer prices, the purchasing power of wage earners 
will continue to increase. And this is a key precondition 
for the expected pick-up in household spending. 
 
DKK back in calm waters thanks to central bank 
After a dramatic start to the year, the Danish central bank 
has succeeded in restoring calm to the currency market 
for the Danish krone. With calm restored, the central 
bank has managed to reduce Denmark's currency re-
serves by about DKK 160bn. However, this drop should 
be viewed in light of the DKK 275bn increase in the cur-
rency reserves during the unstable period at the start of 
the year. Against this background, the central bank has 
decided to resume issuance of government bonds and this 
should be seen as yet another step towards a normalisa-
tion of Danish monetary policy. 
 
Jan Størup Nielsen 
jan.storup.nielsen@nordea.com +45 3333 3171

Prospect of higher GDP growth in Denmark 
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House prices trending up 
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Paralyzed Finland 
 Exports highly unlikely to pick up 

 Structural reforms more important than ever 

 No growth - investments and employment suffer 

 Meagre decrease in public sector deficit 

Exports highly unlikely to pick up 
We have downgraded our near-term growth estimates for 
the Finnish economy. We estimate GDP to shrink by 
0.3% in 2015 and to grow by a modest 0.5% in 2016 and 
2017 (our previous forecasts for the current year and next 
were -0.2% and 1.0%). This extends the economy's 
downward streak to four years, and going ahead, growth 
will be considerably slower than in our rival economies. 
 
The main reason for downgrading our growth forecasts is 
that we do not expect a significant upturn in exports. 
Contrary to earlier market upswings, the global economy 
is not driven by strong growth in industry and 
investment, but instead by private consumption across 
the globe. And Finland's exporting industry, rather than 
focusing on consumer goods, is more specialised in 
serving industrial companies and their capital 
expenditure needs. Demand for the latter will remain 
weak, so no rapid pick-up in exports is to be expected 
during the forecast period. 
 
The export industry's difficulties will broadly hit the rest 
of the economy. With industrial production recovering 
slower than earlier estimated, the start of investment will 
also be postponed. Employment will further decline, 
which will keep growth in household income and private 
consumption very modest throughout the forecast period. 
 
Finland not reaping the benefits of global recovery 
As things currently stand, we will not be making the 

most out of the global economy's recovery. Finnish 
exports are enjoying only limited support from a weaker 
euro. True, the euro has depreciated against the US 
dollar, pound sterling and Chinese yuan, but against the 
Swedish krona and especially the Russian rouble it has 
appreciated. The effect of the euro movements on exports 
to Germany is not immediate. 
 
The price of crude oil has fallen by almost 60% in dollars 
and 50% in euros in a little over a year, and oil is 
expected to continue trading at low prices for a 
prolonged period. This will not, however, serve as a 
major driver of growth in consumer spending, as Finnish 
consumers benefit very little from cheaper oil because of 
high fixed taxes on fuels. 
 
Structural reforms more important than ever 
With the growth drivers of the economy nowhere to be 
seen, balancing public sector spending and cutting the 
budget deficit will become more challenging. And they 
are set to become a daunting task once the boost from the 
global economy begins to wane. The peak of the current 
economic cycle will probably be reached in a few years. 
The price of oil will most likely rise again, and euro zone 
interest rates will be hiked by 2018 at the latest. Instead 
of providing a boost, the global economy will become a 
drag. It is absolutely crucial that structural reforms for 
bolstering long-term growth and a sustainable base to 
public sector financing be implemented rapidly. 
However, at the moment, they are to a large extent still a 
work in progress. Fortunately, these measures are still 
completely in our own hands. 
 
Structure of exports not helping us this time 
Exports will not pull Finland out of its mire this time. 
Updated statistics, however, tell us that the volume of 

Finland: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (EURbn) 2013 2014 2015E 2016E 2017E

Private consumption 109.1 -0.3 0.5 0.3 0.2 0.4
Government consumption 48.7 0.8 -0.2 -0.2 -0.3 -0.3
Fixed investment 44.5 -5.2 -3.3 -3.9 1.8 2.8
Stockbuilding* 0.4 -0.4 0.4 0.2 0.1 -0.2
Exports 78.9 1.1 -0.7 -0.7 2.3 1.6
Imports 81.8 0.0 0.0 -1.1 2.1 1.7
GDP -1.1 -0.4 -0.3 0.5 0.5
Nominal GDP (EURbn) 199.8 202.7 205.2 206.4 207.8 210.7

Unemployment rate, % 8.4 8.7 9.6 10.0 10.3
Industrial production, % y/y -0.6 -0.3 -1.5 1.0 1.5
Consumer prices, % y/y 1.5 1.0 -0.2 0.6 0.8
Hourly earnings, % y/y 2.1 1.4 1.0 0.8 0.7
Current account balance (EURbn) -3.6 -4.5 -2.2 -3.2 -3.7
 - % of GDP -1.8 -2.2 -1.0 -1.5 -1.7
Trade balance (EURbn) 0.2 0.9 2.5 1.4 0.8
 - % of GDP 0.1 0.5 1.2 0.7 0.4

General government budget balance (EURbn) -5.1 -6.8 -6.3 -6.1 -5.9
 - % of GDP -2.5 -3.3 -3.1 -2.9 -2.8
General government gross debt (EURbn) 112.7 121.1 128.6 135.9 143.1
 - % of GDP 55.6 59.0 62.3 65.4 67.9

* Contribution to GDP growth (% points) 
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goods exported from Finland has grown five years in a 
row. The last two years were revised up into growth of a 
few per cent. We expect export growth to remain as 
modest in 2016 and 2017, too. 
 
The weakness of Finland's exports is highlighted by the 
fact that the western countries have enjoyed an upcycle 
for quite some time now, and even the euro zone has 
been recovering for a few years, supported by increased 
private consumption. World trade, on the other hand, is 
growing very slowly because global industry is taking its 
time to recover. This in turn is delaying the start of 
investments. These factors make the structure of Finnish 
exports a great challenge. Around half of exports consist 
of various commodities, pulp and intermediate products, 
and close to 30% of exports are investment goods. Very 
little is exported in terms of consumer goods. 
 
Demand for capital goods will only pick up once global 
industrial production begins to grow. Even further down 
the line is the revival of demand for investment goods. 
Production across the world will first have to grow 
sufficiently before companies feel the need to expand 
their capacity. And only then will demand for new capital 
goods emerge and their export market pick up. The 
outlook is not yet promising, especially since there is no 
quick solution to exports to Russia because of the 
sanctions imposed on the country. 
 
No growth - investments and employment suffer 
The lack of a growth outlook and one of the weakest 
sentiments in the EU are a toxic mix for investments and 
employment in Finland. Private sector investments are at 
their lowest level in 15 years, and will continue to 
decline this year. We expect a slight improvement next 
year with a small recovery in construction. 
 
Unemployment will increase more rapidly than 
previously estimated and will remain high for a longer 
period of time. We have raised our forecast for the 
unemployment rate to 10% in 2016 (previously 9.4%) 
and 10.3% in 2017.  The weakness in the labour market 
indicates that slow growth in private consumption will 
continue throughout the forecast period and wage 
increases will be very moderate. Inflation will remain 
low, only maintaining purchasing power. Households 
will save less than usual. 
 
Meagre decrease in public sector deficit 
The forecast assumes that public spending will decrease 
in real terms as the government pushes forward with its 
fiscal consolidation. However, due to minimal economic 
growth, the reduction in the public sector deficit will be 
slow, which means the government will continue to 
accumulate more debt. Public debt will inevitably edge 
towards 70% of GDP. 
 
Pasi Sorjonen 
pasi.sorjonen@nordea.com +358 9 165 59942

Structure of exports is not helping this time 
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In need of new investment 
The resurfaced risks to global growth and trade have the 
clear potential to dampen future growth prospects for the 
majority of exporting countries. In Estonia, slow growth 
of 1.1% y/y at the start of the year was followed by 1.9% 
y/y in Q2. As expected, exports have been weighed down 
notably by the Russia-related geopolitical risks and lower 
energy demand. However, a significant drop in exports to 
Russia has been offset by growing exports to the EU. The 
share of goods exports to Russia is now down by more 
than 3% points to 7% y/y. This compares to ca 20% 
share for exports to Sweden. Export prospects remain 
weak for the remainder of 2015 due to the uneven Euro-
area recovery and weak commodity markets. A gradual 
pick-up in exports will take hold next year as Euro-area 
demand broadens.  
 
What the economy needs is an acceleration of investment 
into value-added growth to accelerate real convergence 
and meet the long-term growth target with tightening la-
bour markets. The Estonian economy, being a net lender 
since 2009, has undergone the needed deleveraging. 
Household deposit growth still by far exceeds lending 
growth, with deposits up 9% y/y despite the close to zero 
interest rate level. 
 
The labour market is expected to remain strong despite 
the temporary softness in exports. Employment surprised 
on the upside, reaching close to pre-crisis levels in Q2 
with employment and participation rates hitting historical 
highs. More recently, a 5% y/y jump in the youth (15-24 
years) employment rate helped to offset a reduction in 
the labour force. As the export-led turnaround in manu-
facturing kicks in, young people could be better em-
ployed in more productive areas of the exporting sector 
than in domestic-orientated industries. The young could 
prefer studying over employment as the value-added po-
tential lies in smart export-related jobs requiring qualifi-
cations. 
 
Overall, the open Estonian economy is expected to pick 
up speed next year as exports and investments (incl EU 
co-financed state investment) add to moderating con-
sumption growth. Slower export demand due to weaker 
global growth remains the key risk factor. 
 
Tõnu Palm 
tonu.palm@nordea.com + 372 628 3345

Modest recovery of exports on the cards 
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Estonia: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (EURbn) 2013 2014 2015E 2016E 2017E

Private consumption 9.0 3.8 4.1 3.9 3.2 2.9
Government consumption 3.3 2.8 2.3 1.6 1.5 2.0
Fixed investment 4.8 2.2 -2.8 0.0 4.2 4.8
Exports 15.6 2.4 2.9 1.6 3.9 4.8
Imports 15.4 3.3 2.5 0.9 4.2 5.1
GDP 1.6 2.1 2.0 3.0 3.2
Nominal GDP (EURbn) 17.6 18.7 19.5 20.3 21.5 22.9

Unemployment rate, % 8.6 7.3 6.5 6.2 5.9
Consumer prices, % y/y 2.8 -0.1 -0.1 2.0 2.5
Current account balance, % of GDP -1.1 0.1 0.8 -0.2 -0.3
General government budget balance, % of GDP -0.2 0.6 -0.3 -0.3 -0.2
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The bright future is dimmed by a lack of investment 
After a disappointing performance in 2014, the Latvian 
economy has picked up steam again and become the fast-
est growing economy in the Baltics. However, the bright 
future is dimmed by the lack of investment, which, con-
trary to the trend seen in neighbouring Baltic states, still 
fails to accelerate. Instead, growth is primarily driven by 
domestic consumption fuelled by rapidly rising wages, 
which may not be sustainable in the long term. 
 
With the lack of investment, especially in the manufac-
turing and construction sectors, structural unemployment 
remains at a high level. This is a key reason for the ob-
served phenomenon of rapidly rising wages and an ele-
vated unemployment rate at the same time. Indeed, over 
the last two years wage growth in Latvia was the fastest 
and employment growth the slowest in the Baltics. If sus-
tained, this may increase inflationary pressures, erode 
Latvia’s international competitiveness, raise income ine-
quality and put a strain on the social security system. 
 
Nevertheless, we expect investment in residential and 
commercial property to pick up gradually in 2016-17 due 
to the increasing purchasing power of consumers, extra 
low vacancy rates and increasing investment yields. Lat-
via has lots of untapped potential. For example, in 2009 
Riga could boast of having the most “A class” office 
space in the Baltics – now it ranks behind Tallinn and 
Vilnius. Investment in the manufacturing sector, howev-
er, is unlikely to pick up significantly without proactive 
policies aimed at attracting FDI and supporting local in-
vestment. 
 
Latvia was adversely affected by the Russian economic 
crisis and the trade sanctions. Exports to Russia fell by 
close to 40% in Q1 2015. Yet the effect on GDP growth 
has so far been fairly limited (~1%). However, besides 
the dairy industry, sea and road transport companies are 
also highly dependent on Russia, and so Latvia has more 
to lose in case the economic relations worsen further. 
  
Žygimantas Mauricas 
zygimantas.mauricas@nordea.com +370 612 66291

Investment activity is not picking up yet 

 
 
Accelerating wage growth puts pressure on inflation 

 
 
Unemployment rate no longer in double digits 

 

Latvia: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (EURbn) 2013 2014 2015E 2016E 2017E

Private consumption 13.8 6.2 2.3 3.6 4.0 3.6
Government consumption 3.8 2.9 3.4 2.8 2.4 2.0
Fixed investment 5.5 -5.2 1.3 2.0 4.5 4.0
Exports 13.4 1.4 2.2 2.6 4.5 4.0
Imports 14.4 -0.2 1.6 1.2 5.0 4.5
GDP 4.8 2.5 2.2 3.5 3.0
Nominal GDP (EURbn) 22.0 23.2 24.0 24.8 26.4 27.8

Unemployment rate, % 11.9 10.8 9.5 8.5 7.7
Consumer prices, % y/y 0.0 0.6 0.6 2.6 2.2
Current account balance, % of GDP -2.3 -3.1 -2.0 -3.0 -2.5
General government budget balance, % of GDP -0.9 -1.4 -1.5 -1.5 -1.0
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Russian crisis has not derailed cyclical recovery 
The Lithuanian economy demonstrates strong resilience 
to the Russian economic crisis and is seeing a solid cy-
clical recovery. GDP growth is primarily driven by dou-
ble-digit growth in residential construction and machin-
ery investment along with booming private consumption. 
Net exports, on the other hand, remain the largest drag on 
the economy primarily due to rapidly shrinking export 
volumes to Russia (-38% in H1 2015) and increasing im-
ports of investment goods (+22% in H1 2015). 
 
Exports, excluding Russia, are growing at double-digit 
rates. Hence, as soon as the negative effect from Russia 
starts to fade at end-2015, exports will stop being the ma-
jor drag on the economy. But as the Russian economic 
crisis is far from over, exports to Russia are unlikely to 
recover any time soon and Lithuania will have no choice 
but to continue the ongoing structural shift in exports 
away from Russia. During the 1998-99 Russian econom-
ic crisis, the export share to Russia fell from 20-30% to a 
mere 6-12% and it haven’t recovered for decades. At pre-
sent, the export share to Russia (incl. re-exports) has fall-
en from over 20% in 2014 to 13% in Q2 2015 and is 
forecast to fall below 10%. The success of the export re-
orientation strategy will have a substantial effect on Lith-
uania’s future economic development.  
 
After recovering from “euroflation” fears, consumer con-
fidence swiftly reached post-crisis highs. Confidence is 
primarily driven by an ongoing transformation of the la-
bour market, which can best be described as a shift from 
“lack of employment” to “lack of employees”. This 
transformation encouraged consumers to expect that after 
six years of harsh austerity policies the crisis is finally 
over. Indeed, Lithuania is experiencing not only the fast-
est drop in unemployment in the EU, but also one of the 
fastest increases in employment thanks to a continuously 
rising employment rate. This is a very positive develop-
ment, above all indicating that many workers move away 
from the shadow economy. 
 
Žygimantas Mauricas 
zygimantas.mauricas@nordea.com  +370 612 66291

Russia to blame for poor export performance 

 
 
Retail trade growth driven by strong fundamentals 

 
 
Rising employment offsets shrinking labour force 
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Lithuania: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (EURbn) 2013 2014 2015E 2016E 2017E

Private consumption 20.8 4.2 5.6 4.0 4.3 3.5
Government consumption 5.8 1.8 1.5 2.3 2.5 2.0
Fixed investment 5.8 7.0 8.0 5.8 6.0 4.5
Exports 27.2 9.4 3.4 2.5 4.5 5.0
Imports 26.9 9.0 5.7 5.8 5.0 5.0
GDP 3.2 3.0 2.2 4.0 3.5
Nominal GDP (EURbn) 33.31 35.0 36.3 37.1 39.5 41.9

Unemployment rate, % 11.9 10.7 8.6 7.5 6.5
Consumer prices, % y/y 1.0 0.1 -0.3 2.6 2.5
Current account balance, % of GDP 1.6 0.1 -3.0 -2.0 -2.5
General government budget balance, % of GDP -2.2 -0.7 -1.0 -1.0 0.0
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In the middle of recession 
Russia is in recession. In 2015 we expect GDP to decline 
by 3.7% mainly due to lower investment activity and 
weak household consumption driven by weak oil market 
dynamics. 
 
Now household consumption has become the biggest 
threat to the recovery in the long run. Driven by relative-
ly high inflation the negative trend in real wages puts 
pressure on consumption. Retail sales have been con-
tracting (-9.2% y/y in July). CPI growth peaked in April 
2015 and in line with expectations has started decelerat-
ing due to a much higher CPI base, weak consumer de-
mand. By the end of 2015 inflation may reach 11.4%. 
Household consumption may remain weak; after the an-
ticipated 7% drop in 2015 we expect sluggish consump-
tion growth of 0.5% in 2016. Investment activity will 
likely continue to decline. Large Russian state-owned 
companies still have rather negative expectations, wors-
ened by limited access to western capital markets and 
still tough lending conditions. On the other hand, the 
government’s implementation of anti-crisis measures 
coupled with the central bank’s accommodative mone-
tary policy line will support investment in the long run. 
In 2015 and 2016 we expect the central bank to continue 
easing its policy slowly.  
  
On the positive side, net exports will become the compo-
nent making a positive contribution to annual output. 
Weak investor and consumer activity along with the im-
port ban on certain food products will result in corre-
spondingly weakening imports. The current account will 
remain in surplus and thus support the rouble. 
  
The RUB continues to follow the oil market. In the me-
dium term, deviations from the equilibrium based on oil 
prices may be prompted by other factors such as geopoli-
tics, the external debt refinancing calendar, the central 
bank’s policy moves etc. However, the oil market will 
remain the pillar for our forecast. We have revised up our 
USD/RUB forecasts for 2015-2016. The end of 2015 
may turn out to be a volatile period for the rouble given 
the rather intense external corporate debt redemption cal-
endar. In the long run, the RUB may rebound slightly on 
the back of expectations of oil market stabilisation. 
 

Dmitry Savchenko 
dmitry.savchenko@nordea.ru +7 495 777 34 77 4194

Weak investment activity 

 
 
Consumption has become the biggest threat 

 
 
The CBR continues to ease 

 

Russia: Macroeconomic indicators (% annual real changes unless otherwise noted) 
2012 (RUBbn) 2013 2014 2015E 2016E 2017E

Private consumption 31,019 5.0 1.3 -7.0 0.5 1.5
Government consumption 11,675 1.1 -0.1 0.0 0.0 0.0
Fixed investment 13,639 0.9 -2.0 -6.0 0.7 3.0
Exports 18,365 4.6 -0.1 -25.0 6.0 9.0
Imports 13,853 3.8 -7.9 -35.0 2.0 5.0
GDP 1.3 0.6 -3.7 0.3 1.1
Nominal GDP (RUBbn) 62,176 66,190 71,406 73,010 77,723 83,686

Unemployment rate, % 5.5 5.2 6.2 6.5 6.4
Consumer prices, % y/y 6.5 11.4 11.5 8.0 6.5
Current account balance, % of GDP 1.6 2.9 3.5 2.5 2.0
General government budget balance, % of GDP -0.8 -0.7 -4.0 -3.0 -1.5
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Plenty of challenges ahead 
 Global growth under strain 

 Longer-term obstacles to global trade 

 Improving recovery in advanced economies 

 Emerging Markets will continue to struggle 

The global economy continues to grow at a modest pace 
and there are still no signs of acceleration. While recent 
indicators point to improvements in advanced economies 
after a slow start to the year in especially the US, the 
weakness in Emerging Markets has generally deepened.   
 
With the recent stock market turmoil in China, the Fed 
exit looming on the horizon and continued geopolitical 
tensions, the outlook for the global economy is still beset 
by risks. However, despite this uncertainty we continue 
to look for a modest pickup in global growth over the 
forecast horizon. But the pace of the recovery is still 
forecast to remain below pre-crisis levels for both ad-
vanced economies and, particularly, Emerging Markets.  
 
We have again revised down our global forecast and now 
project global GDP growth at 3.1% this year, marginally 
lower than in 2014, and 3.5% next year and 3.3% in 
2017.  
 
Structural weaknesses weighing on growth 
The fact that global growth has repeatedly underper-
formed consensus and our projections since the financial 
crisis highlights the risk that structural and hence more 
permanent factors – rather than cyclical/temporary 
weaknesses – are constraining economies compared to 
pre-crisis trends. In other words, the supply-side perfor-
mance and hence longer-term growth prospects might be 
significantly weaker than generally assumed. Both de-
mographic factors and weak productivity growth are like-
ly to continue to weigh on potential growth in most ad-
vanced countries.  
 
A particular concern is the fact that global trade, meas-
ured in volume terms, has contracted since the start of the 
year. Historically, an outright contraction of global trade 
has usually been associated with recessions and econom-
ic crises. While part of the weakness in trade flows is ob-
viously cyclical, several structural factors will likely con-
tinue to constrain the recovery. First, a change in the 
composition of demand, with import-intensive invest-
ment falling relative to private consumption, suggests 

that the elasticity in trade with respect to GDP may not 
return to the highs of the late 1990s and early 2000s. In 
addition, the rapid expansion of global supply chains and 
the geographical fragmentation of production processes 
that began with the integration of China and other 
Emerging Markets in the global economy in the 1990s 
may also have peaked. Add to this the impact of the use 
of trade restrictions to protect domestic industries and the 
restraints on trade finance stemming from tighter regula-
tion after the global financial crisis. Together, these 
structural changes mean that global trade growth, despite 
a gradually improving picture for the global economy, 
will not return to pre-crisis levels.  
 
Improving recovery in advanced economies 
The expected modest pickup in global GDP growth over 
the forecast horizon is still believed to be led by the ad-
vanced economies, where the pace of the recovery gener-
ally is estimated to exceed our assessment of potential 
growth. Domestic demand including private consump-
tion, supported by strengthening labour markets, low in-
flation, real wage increases and low interest rates, will be 
the key driver of growth in these economies. As a result, 
the growth gap between the advanced economies as a 
whole and Emerging Markets is forecast to continue to 
narrow, partly due to a sustained cyclical and structural 
slowdown in China.  
 
The US economy has picked up good momentum after 
the partly weather-induced slowdown in Q1. The under-
lying drivers of solid growth in consumption and invest-
ment – robust wage income growth, favourable labour 
market conditions, lower energy prices, a strengthening 
housing market and easy overall financial conditions – 
remain intact. Although the stronger USD will continue 
to act as a significant drag on especially the manufactur-
ing sector, we expect strong growth in H2 2015, resulting 
in an expansion of 2.5% this year. During 2016 and 2017 
growth should be maintained above potential, although 
the pace will likely weaken somewhat as the Fed gradu-
ally tightens monetary policy and slack in the labour 
market is eliminated.  
 
Also in the UK, a self-sustaining recovery continues to 
unfold. With wage growth now outstripping inflation by 
some margin, private consumption is likely to remain the 
key driver of growth and the momentum is expected to 
be strong enough to ensure that further cuts to govern-

GDP growth forecast, % y/y  

New Old New Old New Old New Old New Old New Old New Old New Old

2014 3.4 3.3 1.5 1.5 5.8 5.4 2.4 2.4 0.9 0.9 7.4 7.4 -0.1 0.0 3.0 2.6

2015 3.1 3.4 1.9 2.2 5.1 4.9 2.5 3.2 1.3 1.3 6.8 7.0 0.7 0.8 2.6 2.5

2016 3.5 3.7 2.1 2.2 5.7 5.5 2.8 2.9 1.6 1.6 6.6 6.8 1.2 1.3 2.4 2.2

2017 3.3 - 2.0 - 5.5 - 2.5 - 1.5 - 6.2 - 0.6 - 2.2 -

Note: "Old" is the EO March 2015 forecast. The significant upward revision to growth in the BRICs is due to technical revisions of India's national accounts.

Source: Nordea Markets and IMF

China Japan UKWorld G3 BRIC US Euro area
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ment spending and the impact of the stronger GBP do not 
knock the recovery off course. 
 
Despite the tumultuous Greek crisis this summer, also the 
Euro-area cyclical recovery also seems broadly on 
track, with a generally improving trend in domestic de-
mand supported by lower oil prices, a weaker EUR as 
well as an expansionary monetary policy and less restric-
tive fiscal policy. For 2015 to 2017 we expect GDP 
growth of 1.3%, 1.6% and 1.5%, respectively.  Unem-
ployment will likely continue to fall by roughly half a 
percentage point per year, pushing the rate significantly 
below 10% only in 2017. 
 
At country level, growth will be broadly based. Among 
the larger economies, we expect 2.5-3% GDP growth for 
Spain, 1.5-2% for Germany, while we see growth in 
France and Italy in the 1-1.5% area. 
 
After a bumpy ride in H1 2015, Japan will likely see a 
modest domestically driven rebound in growth. GDP is 
expected to expand around 1% in 2015 and 2016, sup-
ported by lower energy prices. In 2017 growth is ex-
pected to slow due to the planned sales tax hike. 
 
Emerging Markets will continue to struggle 
Emerging Markets have been all over the headlines in re-
cent months, with news of massive losses for Chinese 
equities and several devaluations of the CNY, a down-
grade of Brazil’s sovereign rating after a beleaguered 
government pulled the rug from under its own fiscal res-
toration plan, renewed pressure on commodity producers 
such as Russia after commodity prices dropped even fur-
ther and several devaluations in a number of smaller 
Emerging Markets. 
 
We have revised down our GDP forecast for China and 
expect growth to slow gradually to just over 6% by the 
end of 2017. The recent sharp correction in the stock 
market has obviously increased uncertainty, magnified 
by the close links between equity, credit and property 
markets. However, driven by concerns about a sharp 
slowdown the Chinese authorities have clearly shifted 
their focus from the longer-term reform plans aimed at 
rebalancing the economy to a much more aggressive eas-
ing mode focusing on stabilising growth, using a broad 
range of policy tools. Policymakers still have room to 
manoeuvre and further easing of both monetary and fis-
cal policy seems likely. As a result, we believe a gradual 
slowdown in growth is most likely. 
 
However, due to vulnerable property and equity markets 
amid high debt levels, overcapacity and weak profitabil-
ity, a hard landing remains a significant risk. As China is 
now the world’s second largest economy (based on mar-
ket exchange rates) and the second largest importer, the 
impact of a hard landing on the world economy would be 
material. Model estimations suggest that a hard landing 
in China could reduce global GDP growth by around ½% 

No signs yet of any acceleration in global growth 

 
 
Contraction in global trade sends a worrying sign 

 
 
Weakness in Emerging Markets 

 
 
Positive leading indicators for advanced economies 
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after one year, with the strongest impact on economies 
with the closest foreign trade ties to China1.   
 
Apart from China, we see growth picking up in most 
Emerging Markets in 2016 and 2017, albeit modestly so. 
Thus, countries should generally start to benefit from 
more solid growth in advanced economies and this year’s 
generally easier domestic monetary policy stance. India, 
which is less dependent on China than most Asian econ-
omies and is a big oil importer, will likely grow faster 
than China. Brazil and Russia will emerge from deep re-
cession towards the end of this year and embark on slow 
recoveries, helped by an expected stabilisation of com-
modity prices. However, both countries will have plenty 
of domestic issues to solve before growth can be ex-
pected to be anything but modest.  
 
Risk of a bumpy Fed exit  
The recent renewed decline in commodity prices implies 
that headline inflation will generally remain low for a 
while, although fading basis effects from last year’s 
sharp drop in oil prices will push year-over-year inflation 
rates higher in Q4. 
 
Because the business cycle is well advanced in the US, 
the Federal Reserve (Fed) will soon hike rates for the 
first time since 2006. But as a result of the recent market 
turmoil and heightened uncertainty due to the situation in 
China we now view December, rather than September, as 
the most likely time for lift-off. The Bank of England is 
expected to start raising rates in Q1 next year.  
 
By contract, a very gentle pickup in Euro-area wage 
growth and core inflation will give the ECB ample room 
to continue its zero interest rate policy and asset purchas-
es (QE). In our view, the ECB’s asset purchases will 
likely continue until the first half of 2017. We currently 
pencil in the first rate hike during the first half of 2018 – 
a long time off, in other words. The Bank of Japan is al-
so expected to continue its aggressive QE in the foresee-
able future.  
 
Risks associated with the Fed’s tightening of monetary 
policy should not be ignored. Vulnerable Emerging Mar-
ket economies, in particular those with large external fi-
nancing needs and/or large domestic debt burdens in for-
eign currency, could face substantial stress. We are par-
ticularly concerned about Brazil, Indonesia, Turkey and 
South Africa. In case of significant capital outflows and 
exchange rate depreciation, central banks could be forced 
to raise rates in response to the Fed’s policy tightening. 
 
Johnny Bo Jakobsen 
johnny.jakobsen@nordea.com +45 3333 6178

                                                           
 
1 See Deutsche Bundesbank, Monthly Report, July 2015. 

Significant boost from lower oil prices 

 
 
Weak productivity growth plaguing economies 

 
 
Inflation remains subdued 

 
 
Diverging monetary policies 
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Emerging Markets move up on the list of worries
In our baseline scenario, we expect continued, but relatively modest growth for the global economy (read more in the 
global overview section). In the box below, we outline what we see as the main macro-related and financial market risks 
to the baseline that could affect the global growth outlook in both a positive and negative direction.  
 
All in all, at this juncture we consider the risks to our baseline scenario as tilted to the downside.  
 
The table below shows a credible upside and a credible downside risk scenario based on a shock to the Euro-area econ-
omy, with derived consequences for the Nordic economies. 

 
 
 
 
Upside risks: 
 Stronger-than-expected growth in commodity-importing countries due to the decline in commodity 

prices. 

 Less-than-expected tightening by the Fed. 

 The current tendency to scale down growth expectations for China may turn out to be too pessimis-
tic. The authorities might find ways to steer clear of the risks and stimulate growth, although thereby 
probably increasing the longer-term downside risks.  

 Growth in the Euro area might pick up more than expected, eg due to easier fiscal policy or pent-up 
demand being released.  

 Convincing structural reforms in countries such as France, Italy, Brazil and India could foster 
growth at least in the latter part of the forecast period. 

 
Downside risks: 
 A sharper slowdown in Emerging Markets and especially in China, where authorities might be 

unable to make the economy land softly. Widespread turbulence not least on currency markets could 
be the consequence. 

 A too sharp drop in commodity prices could destabilise commodity-exporting countries economical-
ly, politically and socially. 

 Financial market instability related to the Fed hikes or to ongoing weakness in commodity prices. 

 Political risk / break-up risk in the Euro area might flare up again. Top candidates could be 
Greece, Spain and (to a lesser degree) Portugal, where elections will be held soon.  

 Protectionism might escalate, restraining growth of international trade further.  

 Geopolitical tensions (eg in the Middle East and in Ukraine) might escalate, with negative repercus-
sions on confidence. 

 
 
Pasi Sorjonen 
pasi.sorjonen@nordea.com +358 9 1655 9942

Holger Sandte 
holger.sandte@nordea.com +45 3333 1191

 

Risk scenarios for real GDP growth, % y/y 

 

2015 2016 2017 2015 2016 2017 2015 2016 2017

Euro area 1.4 2.1 2.2 1.3 1.6 1.5 1.1 0.4 0.8

Sw eden 3.3 3.6 2.7 3.1 3.0 2.1 2.9 1.4 1.2

Norw ay 1.4 2.0 2.5 1.2 1.3 1.6 1.0 0.6 1.2

Denmark 1.9 2.3 2.3 1.5 2.0 1.9 1.3 0.6 0.8

Finland 0.0 1.2 2.0 -0.3 0.5 0.5 -0.6 -0.5 0.0

Strong Baseline Weak
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A scramble for market share 
Oil prices are back to the January lows after regaining 
strength in Q2. We only foresee a modest pickup in oil 
prices in the forecast period. A sharp upswing in OPEC 
production and no clear signs yet of contraction in non-
OPEC supply have left the market awash with cheap oil. 
Until we see a sufficient contraction in supply, oil prices 
will remain elevated.  
 
OPEC’s surprise move in November last year to trans-
form itself from being a market-dominating cartel to one 
focusing on market share has changed the price setting 
dynamics of the oil market completely. For the first time 
since the early 1970s the role of being swing producers 
has moved back from Saudi Arabian to US drillers. The 
US tight/shale oil production has been more resilient to 
lower prices than expected as improving techniques have 
increased drilling efficiency. But with oil prices at levels 
last seen during the 2008-09 financial crisis, we expect a 
major decline in US shale production. Saudi Arabia does 
not yet seem ready to give up its strategy to regain mar-
ket share. The Kingdom is expected to continue to pro-
duce at near-record levels until its goal is accomplished. 
This means that more of the high-cost oil production 
from Canada, Russia and Norway and US shale oil are 
squeezed out of the market. Add to this that the historic 
agreement on Iran’s nuclear programme is expected to 
bring back 700 b/d to the market next year. Low oil pric-
es and massive investment cuts of USD 180bn in 2015 
according to the IEA will eventually ease the supply glut. 
The supply overhang is expected to persist well into 
2017. The more capacity the low-cost Middle East pro-
ducers are able to build, the lower the demand for high-
cost oil such as deepwater, Artic, oil sand and tight oil 
will be going forward. Production is redirected from 
high-cost to low-cost areas. 
 
Oil demand growth is expected to rise markedly this year 
as low petrol prices have made motorists in China and 
the US rush to the pumps and stocks are building world-
wide. The momentum is expected to ease next year as ef-
ficiency gains, fuel subsidy cuts and a stronger USD off-
set the effect of lower oil prices. China will continue to 
be an important driver, but oil demand growth in the rest 
of Asia, especially India, is picking up pace. Rebalancing 
the Chinese economy to more consumption-driven 
growth is expected to curb oil demand growth. A hard 
landing for China is a clear and mounting threat to future 
oil demand growth. Lower commodity prices and tighter 
external financial conditions are expected to dampen oil 
demand growth in Latin America and the Middle East. 
Energy markets will follow closely the progress of the 
UN Climate conference in Paris as the outcome could po-
tentially have a big impact on future energy trends. 
 
Thina M. Saltvedt 
thina.margrethe.saltvedt@nordea.com +47 2248 7993

Brent oil price forecast – (USD/barrel) 
Q1 Q2 Q3 Q4 Year

2014 108 110 103 77 100

2015E 55 64 50 47 54

2016E 50 53 56 59 55

2017E 60 63 67 70 65

 
Saudi Arabia produces at near record highs 

 
 
US rig count and Brent oil price development 

 
 
The world is drowning in oil – global balance 
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       Changed playing field for the oil market

Structural changes in the oil market are likely to 
keep the oil price low for a longer period. The US 
shale oil production, the lifting of sanctions 
against Iran and the rivalry between Iran and 
Saudi Arabia could actually lead to a price war. 
On top of that, growth in China’s demand for oil 
is declining. All this makes it hard to see a sus-
tainable oil price level of around USD 100/barrel 
over the next few years. 
 
The Organization of the Petroleum Exporting 
Countries (OPEC) was created at a conference in 
Bagdad in 1960 by Iran, Iraq, Kuwait, Saudi Ara-
bia and Venezuela. The five founding members 
were joined by nine oil producers the year after. 
Today, OPEC has 12 member countries.  
 
The cartel’s objective is “to co-ordinate and unify 
petroleum policies among Member Countries, in 
order to secure fair and stable prices for petrole-
um producers; an efficient, economic and regular 
supply of petroleum to consuming nations; and a 
fair return on capital to those investing in the in-
dustry” (OPEC). 
  
From the 1970s, OPEC sought to act as a cartel, ie 
keep the oil price higher than it would have been 
if all oil producers had acted as competitors and 
increased production to the level where marginal 
costs reached the price level. However, OPEC 
does not include all producers, important mem-
bers are political rivals and the discipline to con-
tain production is limited, and so the cartel holds 
he seeds to its own destruction. OPEC could in-
crease its revenue by holding back on production 
because prices would then react by going up 
sharply, as the short- and medium-term elasticity 
of demand and supply for oil is low. However, 
over time high prices stimulate production outside 
the cartel, dampen growth in demand and make it 
tempting for smaller producers in the cartel to 
cheat on the agreed production quotas. 
 
OPEC’s history is also full of unrest and conflicts 
between and in major producers. Just think of 
Iran, Iraq, Libya and Nigeria to mention some. 
The stable element has been, and still is, Saudi 
Arabia which is also the biggest producer and ex-
porter among the members. In practice, Saudi 
Arabia has been the market regulator, the swing 
producer. From time to time when high prices 
have stimulated production outside OPEC too 
much, or stimulated smaller members to exceed 
their quotas too much, or growth in demand has 
weakened, Saudi Arabia has allowed the oil price 
to fall to avoid losing market share and then mar-

ket power. It happened in the mid-1980s and late 
1990s, and it is happening again now. 
 
Iran may increase production significantly 

 
 
US tight oil production exploded 

 
 
Three factors may make it harder for Saudi Arabia 
now to again take up its role as swing producer 
again.  
 

1. New technology has increased the potential 
for extracting oil from shale. Shale oil pro-
duction reacts much quicker to price changes 
than production from conventional fields. If 
Saudi Arabia cuts back on its production 
again and the oil price increases, shale oil 
production in the US will increase signifi-
cantly within a period of 12-24 months. To 
retain the higher price level, Saudi- Arabia 
would then have to cut production again, ie 
gradually reducing its market share and mar-
ket power. Activity in the US shale fields 
seems to increase when the oil price climbs 
over USD 60-65/barrel. 

2. With the new agreement between Iran and 
the UN on nuclear production, the sanctions 
on Iran will probably be lifted during the au-
tumn and winter. Iran’s oil production will 
probably increase by some 0.8 mb/d during 
2016, and new investment should increase its 
production capacity further in the years to 
come. Iran and Saudi Arabia are political ri
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3. vals, so it seems unlikely that the latter will 
hold back on its oil production and allow the 
Iranian production to increase. Iran, on the 
other hand, will probably not for some time 
accept production quotas from OPEC. 

4. It is easier for a cartel such as OPEC to func-
tion when world economic growth is strong, 
resulting in strong growth in demand for oil. 
China has matured as an economy, and 
growth is declining. The oil price increase 
from 2003-2013 was driven by the emer-
gence of China as a global economic power. 
Other Asian countries, eg India, may take 
over China’s role as a global growth engine, 
but it will probably take some time. 

Saudi Arabia, Kuwait, Nigeria, Angola and Iraq 
increased their production sharply to compensate 
for the lost Iranian barrels when the US/EU sanc-
tions took effect. We expect Iran to try to regain 
its market share with its regular clients such as Ja-
pan, China, South Korea and India and recapture 
its share of the European market (which account-
ed for around 30% of pre-sanction exports) as 
soon as the sanctions are lifted. We doubt that 
Iraq or Saudi Arabia will give up space to Iran 
without competition. We might see a price war 
between OPEC-members as they will continue to 
offer competitive prices and credit terms to their 
clients. 
 
The thorny questions for the oil market are now 
how fast Iran can ramp up production.  
 
Iran holds nearly 10% of the world’s crude oil re-
serves and 13% of OPEC reserves. Since the 
1970s, Iran’s oil production has varied greatly. 
Iran’s production peaked at 6 mb/d in 1977. Since 
the 1979 revolution, a combination of war, limited 
investment, sanctions, low recovery rates and a 
relatively high natural decline rate of 8-13% at 
Iran's mature oil fields has prevented a return to 
such production levels. 
 
Iran’s present production capacity is estimated at 
3.6 mb/d, but strict sanctions cut its output to 2.58 
mb/d in September 2013. Industry experts reckon 
that some of Iran’s core oil fields may have been 
revived during the sanctions: shutting down large 
volumes of oil may have allowed pressure to rise 
– leaving them capable of a swift production 
boost. Therefore, within months Iran could be 
able to ramp up output by 600-800 kb/d, lifting 
flows to capacity back to the pre-sanction level of 
3.6 mb/d. 
 

A fairly quick return of Iranian barrels, that is in 
late 2016 as we see it, is expected to result in a 
significantly flatter price path. In addition, accord-
ing to IEA, Iran may have as many as 46 million 
barrels of 40% crude and 60% condensates in 
floating storage, which also will have a dampen-
ing effect on the oil price. 
 
Steinar Juel 
steinar.juel@nordea.com +47 2248 6130

Thina M. Saltvedt 
tina.margrethe.saltvedt@nordea.com +47 2248 7993
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       Risk of “hard landing” in China as bubbles develop 
Recent turmoil in the Chinese stock market has 
caused investors around the globe to run for shel-
ter. A domino effect from the stock market 
nosedive to the larger credit and property markets 
is a real risk. While the authorities will use every 
tool to ensure stability, the government does not 
always have a firm grip on the economy. Even so, 
a Chinese “hard landing” would have limited ef-
fects on the European economies. 
 
Government poised to fight instability 
Even as we witness financial market turmoil in 
China, we still see a soft landing as the most plau-
sible scenario in the coming two years. Chinese 
growth will continue falling due to structural con-
straints such as a shrinking labour force, diminish-
ing return on capital and maturing productivity 
growth. In addition, adjustments will have to be 
made to reduce overcapacity and clean up corpo-
rate balance sheets. These adjustments will damp-
en domestic demand. But the authorities remain 
stability-obsessed when it comes to growth. Driv-
en by the fear of a sharp slowdown, they will keep 
on supporting the economy through credit expan-
sion and public investment.  
 
Credit and property bubbles our main worry 
Still, the swelling equity, credit and property mar-
kets are a source of risks to the Chinese economy. 
There is little reason to worry about the stock 
market per se; it has little direct impact on the real 
economy due to the low stock market participa-
tion rate and limited wealth effect. Only between 
6% and 9% of households – depending on the 
source – have exposure to the equity market. For-
eign ownership is minimal. 
 
Our real concerns for the Chinese economy stem 
from the credit and property markets. Both have 
inflated enough to raise fears of bubbles. Both are 
large enough to trigger a particularly negative 
“hard landing” scenario if deflated. Both have be-
come more closely linked to the stock market. A 
direct link between the equity and housing mar-
kets was created when retail investors were grant-
ed permission to use their housing as collateral for 
the margin debt used in equity investment. Given 
the economy’s heavy reliance on the housing 
market, there could be repercussions on growth. 
 
The link between the equity and credit markets is 
through margin debt as well. It is commonly be-
lieved that liquidity from monetary easing over 
the past year went mostly to the equity market. 
Corporates likely played a major role here as they 
are the primary borrowers from the banks. The 

degree of corporate involvement in debt-financed 
equity investment is highly alarming given the 
pressure on corporate profits and the already high 
debt level (153% of GDP). 
 
Shadow banking system a latent risk 
Beijing’s continued reliance on credit-driven in-
vestment stimulus exacerbates the already large 
imbalances, which may trigger a burst of the cred-
it and property bubbles. A large share of the total 
debt is given to state-owned enterprises (SOEs), 
many of which have become insolvent. Banks 
have been forced to keep lending to these SOEs 
just to avoid non-performing loans. Other compa-
nies cannot raise funds from the formal banks and 
are forced to turn to shadow banking. Shadow 
banking has become huge and complex, linking 
many companies indirectly to each other. It poses 
a systemic risk to the economy because it intensi-
fies the domino effect of a potential default. 
 
Chinese slowdown would be self-contained 

 
 
Europe and US can cope with a “hard landing” 
As shown above, a material slowdown in the Chi-
nese economy would be mostly contained in Chi-
na. For one, China is not a major export destina-
tion for developed countries. But a slowdown 
would spill over to some extent.  First, it would 
hurt the idea that emerging economies are indeed 
emerging. This would weigh on sentiment and in-
vestment. Second, it would trigger a policy re-
sponse. The Fed and the Bank of England could 
delay rate hikes. The respective governments have 
a wealth of policy options in their arsenal. The 
ECB has more limited choices and would need to 
resort to unconventional monetary policy. Third, 
EU economies reliant on exports to China – Ger-
many especially – would suffer from the combina-
tion of a stronger euro (which has recently appre-
ciated when markets are risk-averse) and lower 
Chinese demand. 
 
Amy Yuan Zhuang 
amy.yuan.zhuang@nordea.com +65 6221 5926

% deviation of real GDP from baseline Year 1 Year 2

China -2.3 -4.1

Euro area -0.2 -0.2

Germany -0.3 -0.3

USA 0.0 0.2

UK -0.2 -0.2

Japan -0.5 -0.8

South Korea -0.8 -1.5
Note: Temporary shock reducing China's real domestic demand by just under 6% in the 
first year and by 9% in the second. Source: Deutsche Bundesbank, July 2015
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       Trouble in Emerging Markets 
A perception that has started to gain grounds is 
that emerging economies are suffering from a 
structural slowdown, which may have longer-term 
negative reper-cussions on growth in advanced 
economies. 
 
A severe structural slowdown has already taken 
place when comparing to the exceptional years 
before the Global Recession. Risks of a further 
significant structural slowdown are mainly relat-
ed to China and to some extent commodity pro-
ducers. Moreover, capital outflows may bring ex-
isting structural weaknesses to the fore. 
 
We believe the current group of Emerging Mar-
kets will still outpace advanced economies in the 
years to come and contribute to higher global 
growth and world trade. 
 
We adhere to the view that trend growth will not 
return to pre-crisis levels, mostly because the 
years before the Global Recession were excep-
tional with globalisation, rising commodity prices 
and low interest rates in advanced economies pav-
ing the way for massive capital flows to emerging 
economies.  
 
The ten emerging economies that our research co-
vers accounted for 29% of global GDP in 2007 
and 35% in 2015 according to the IMF and meas-
ured in terms of purchasing power parity (PPP). 
Taking this into account, the contribution from 
trend growth to world GDP growth – calculated 
using a simple HP filter –has dropped by 0.4% 
point! And that is only the direct impact. Trend 
growth in advanced economies is likely to have 
been affected too. 
 
Significantly lower trend growth 

 
 
Potential growth is also likely to slow as emerging 
economies catch up, which makes it natural to ex-
pect gradually falling growth rates going forward. 
This is certainly the case in China, where it is a 

stated policy goal to slow the economy and have 
growth quality rather than quantity.  
 
Risks of a further severe structural slowdown also 
include China, which is already all over the head-
lines. The current potential growth rate estimates 
from the IMF and the OECD are still in the 7-8% 
range, which seems fairly high at the moment. 
According to the IMF, China accounts for around 
one seventh of global GDP measured in terms of 
PPP. This means that China alone contributes 
with almost 1 %-point of potential global GDP 
growth. The Chinese slowdown will be covered 
elsewhere in this publication. 
 
Risks also include the high corporate debt levels 
in Emerging Markets while the Fed is moving 
away from its zero interest rate policy. Corporate 
debt could be a potential trigger of the next big 
Emerging Markets crisis or simply limit compa-
nies’ ability to invest. 
 
Pre-crisis years were exceptional 

 
 
A further structural slowdown could come from 
commodity producers; at least if we believe that 
commodity prices have fallen permanently to a 
new and lower level. However, an important “this 
time is different” factor is that most of the big 
commodity producers now have some degree of 
flexibility in their exchange rate regimes, which 
will alleviate part of the shock. 
 
For Emerging Markets in general, we are more in-
clined to believe that the recent capital outflows 
have brought existing structural weaknesses to the 
fore rather than created new structural problems. 
Unanchored inflation expectations and unfavour-
able business climates are structural weaknesses 
that may gain importance. 
 
Capital outflows bring structural weaknesses 
to light 
The massive capital inflows to Emerging Markets 
ahead of the Global Recession are likely to be a 
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key reason for the exceptionally high potential 
growth rates during that period. Investment ratios 
were exceptionally high and foreign direct in-
vestment (FDI) in Emerging Markets not only 
supplied capital for investment, but also 
knowhow, business culture, technology etc – fac-
tors that are generally recognised to increase the 
receiving country’s growth potential. 
 
Pre-crisis years were exceptional #2 

 
 
Emerging Markets proved resilient to the massive 
capital outflows during the Global Recession in 
2008-09 and seemingly ditched a long history of 
booms and busts in response to foreign capital in- 
and outflows. When the Global Recession peaked 
in 2009, the current group of Emerging Markets 
almost mirrored the average growth rate of the 
1980s and 1990s despite a massive reversal of 
capital outflows.  
 
The current situation is different from the years 
before the Global Recession. 2014 was only the 
second year since the 1980s with net private capi-
tal outflows from Emerging Markets and 2015 is 
likely to be the third. 
 
2014 was the 2nd post-80s net outflow year 

 
 
Economic resilience to capital outflows has a lot 
to do with exchange rate regimes, inflation targets 
and a stronger reliance on public debt denominat-
ed in local currency, in our view. Almost all the 
major Emerging Markets have some degree of 
flexibility in their exchange rate regimes today, 

which means that the exchange rate partially alle-
viates external shocks such as the oil price shock 
that has hit oil producers hard over the past year. 
 
Net oil producers account for roughly a third of 
Emerging Markets’ GDP, and eg Russia has 
moved closer and closer to a free-floating RUB 
during recent years. At the end of July 2015, oil 
prices (Brent) had dropped 50% in USD terms 
compared with a year earlier. Over the same peri-
od, however, the RUB had lost 41% against the 
USD, thereby limiting exporters’ and the public 
sector’s loss of profits from the oil price shock.  
 
Thus, for most commodity producers with flexible 
exchange rates we believe the currency will ab-
sorb most of the shock and limit the adverse im-
pact on the growth potential.  
 
High inflation is difficult to handle 
Still, the ten emerging currencies in our research 
universe have weakened more than 20% on aver-
age since 1 January 2014, with the currencies of 
commodity producers such as Russia and Brazil 
weakening the most. Weaker currencies may have 
alleviated a significant part of the commodity 
price shock for commodity producers but does not 
come without costs. Weaker currencies have 
pushed inflation higher through higher prices of 
imported goods and thereby slowed GDP growth 
through lower purchasing power and hence con-
sumer spending growth.  
 
That effect is mostly cyclical, at least if the infla-
tion targeting regime is credible enough to prevent 
second-round effects via permanently higher in-
flation expectations. Brazil and Turkey are two 
countries that have struggled with too high infla-
tion expectations. The two countries went into the 
current malaise with inflation expectations too 
high compared with their targets and a general 
perception that neither of the two central banks 
had been given full autonomy to pursue their in-
flation targets. Stubbornly high inflation may limit 
the medium-term growth potential of both econ-
omies. 
 
General uncertainty hurts investment 
Net portfolio outflows are naturally closely tied to 
changes in currencies. Given the currency weak-
ening over the summer we would expect flow data 
to show net portfolio outflows for these months.  
 
However, it is much more important for the 
growth potential that net foreign direct investment 
inflows have not so far been damaged that much. 
Data for Q2 show a weaker FDI picture for China 

USDbn % y/y

Note: grey area marks IMF forecasts
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and Brazil, but nothing dramatic yet (especially 
considering that the chart below shows net FDI 
inflows in USD terms). Still, the business climate 
is very poor in Brazil and Russia and transparency 
is still lacking in China. With less favourable con-
ditions for foreign financing going forward, these 
countries will have to work harder to attract FDI 
inflows and to keep domestic investment levels 
high. 
 
Stable FDI flows so far 

 
 
Summing up 
A severe structural slowdown has already oc-
curred, though it should perhaps rather be labelled 
a return to more normal times. China is obviously 
at risk of a further structural downturn. Flexible 
exchange rates are part of the reason why Emerg-
ing Markets are more resilient today, but it im-
plies that advanced economies should expect low-
er growth in exports to Emerging Markets. 
 
Anders Svendsen 
anders.svendsen@nordea.com +45 3333 3951
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       Southern Europe’s dilemma: Politics vs reforms 
Spain, Portugal and to some extent also Greece 
have managed to push through many economic 
reforms during the past years. The promising re-
form track, however, threatens being squashed by 
elections and new governments with different am-
bitions. All three countries are set to hold elec-
tions later this year, and the new governments 
could easily find themselves on collision course 
with EU rules. As the elections approach, political 
uncertainty will increase, which should also lead 
to some worries in bond markets. 
 
Never underestimate political risks 
Spain, Portugal and Greece have all had ambitious 
reform agendas during the past years, and they 
have also managed to push through a lot of highly 
needed structural reforms. The progress came af-
ter these countries were pushed against the wall – 
the price for financial aid was structural reforms, 
among other things. Greece still needs to do more, 
though for it the alternative openly discussed is 
leaving the euro altogether.  
 
After Spain and Portugal successfully exited their 
programmes, they have been freer to decide their 
policies, though common EU rules naturally still 
apply. Now that ECB bond purchases have seem-
ingly taken away the market pressure, the near-
term price for stopping the reform efforts may ap-
pear small – unfortunately. This is also reflected 
in the lower reform activity.  
 
Market worries may return with a vengeance, if 
the future Euro-area membership of these coun-
tries is questioned again. A slightly less dramatic 
market reaction appears a more likely outcome, 
but the longer-term risks uncooperative govern-
ments pose to Euro-area cohesion are real.  
 
Reforms bearing fruit in Spain and Portugal 
The economic outlook for the previously very 
troubled economies of Spain and Portugal is at the 
moment quite positive, in stark contrast to the sit-
uation in Greece. A broad based recovery is un-
derway. Investment, consumption and foreign 
trade have all picked up. The strong presence of 
consumer goods production has helped boost the 
economies in a situation where private consump-
tion is driving global growth. 
 
Not everything is rosy, though. Both private and 
public debt is still alarmingly high and especially 
Spain is plagued with high unemployment. The 
risk of a lost generation in the labour market is 
imminent due to the extremely high and persistent 
youth unemployment. Nevertheless, both unem-

ployment and private debt levels have fallen in 
both Spain and Portugal. 
 
Unemployment fallen from highs but still high 

 
 
A lot of reforms already pushed through 
After years of active reform agendas the pace of 
reforms has slowed considerably. This does not 
mean that everything is done, quite the opposite. 
A lot of important reforms are still needed, but as 
elections are approaching unpopular reforms have 
not been pushed through, and the risk of reform 
reversal has grown. 
 
Of all OECD countries Greece was the most ac-
tive economic reformer during 2007-2014. The 
country’s responsiveness to reform recommenda-
tions was 0.6 compared to the EU average of 0.3. 
Portugal was the second most responsive reformer 
and Spain the fifth most responsive. Especially 
during the post-crisis years of 2011-12, reforms 
were pushed through at a high pace. The only oth-
er Euro-area countries that could match this re-
form pace were Ireland and Estonia2. 
 
In Spain, significant reforms especially of the la-
bour market have been launched, but a lot still 
remains to be done. The Market Unity Law, 
which aims at reducing obstacles for productivity 
and firm growth, stands out as an important re-
form. In addition, a lot of efforts have been put in-
to reforming the stressed financial sector. 
 
Portugal has managed to push through an impres-
sive amount of reforms mainly relating to the la-
bour market, the public sector and privatisation as 
well as a product market reform during the past 
years. But still Portugal needs to gain momentum 
in implementing structural reforms related espe-
cially to the labour market and job creation as 
well as the public sector. 
 

                                                           
 
2 Going for Growth 2015, OECD 
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Private debt already seen a major correction 

 
 
Greece has been the largest reformer of all accord-
ing to the OECD’s measures, with a strong em-
phasis on labour market reforms, but this does not 
reflect the fact that the country started from very 
low levels and is still below the Euro-area average 
in most fields. Many more reforms are needed. 
 
Break-up of the 2-party system breeds trouble	
The break-up of the two-party system prevailing 
in many southern European countries is not a bad 
thing in itself. After all, it will bring fresh thinking 
into the political establishment and that has the 
potential to lead to really beneficial reforms.  
 
What makes this shift worrying is that many of 
the new parties have really radical views, which 
are hard to square with the requirements of being 
part of a currency union. As a result, forming a 
working government has become very challeng-
ing. At a time, when the reform process should 
deliver in order to send a country on a sustainable 
growth path, the incapability to make hard deci-
sions can have big consequences.  
 
In Spain, the two-party system has become a four-
party system, even though the traditional big  
parties, the ruling centre-right PP and the Socialist 
PSOE, remain the largest parties, according to the 
latest polls. However, both of these parties are far 
from support levels that would allow them to form 
a majority government on their own, but so far 
they have opposed the idea of a grand coalition. 
 
From a 2-party system to a four-party system 

 

Enter Citizens and Podemos, whose support may 
be crucial to the next government. Still, the re-
gional elections held earlier this year showed how 
hard forming a coalition government is, and it will 
be even harder after the nationwide elections.  
 
Reversal of reforms a huge risk 
While the fiscal and reform policies advocated by 
the Citizens would presumably not deviate that 
much from the stance of the current government, 
both Podemos and the PSOE are suggesting rather 
big changes.  
 
Podemos is suggesting fiscal measures to boost 
job creation, ensure greater labour protection and 
prevent further public wage cuts. It also proposes 
to reduce the work week to 35 hours, coupled 
with higher income taxes. In other words, Po-
demos’ proposals would reverse many of the la-
bour market reforms implemented by the current 
government.  
 
The PSOE would also reverse the labour market 
reforms of the PP, raise income taxes and the min-
imum wage and try to make it more difficult to 
hire workers on temporary contracts. In addition, 
the party wants to roll back the earlier pension re-
form and boost spending on healthcare, among 
other things.  
 
If the policies supported by the PSOE and Po-
demos were included in a government pro-
gramme, it would risk putting Spain once more on 
a collision course with the EU rules on public fi-
nances and the economy, and would for sure lead 
to new market worries about Spain. The election 
results will naturally determine the starting point 
of forming the next government, but at the very 
least, the Spanish outlook has become much more 
clouded despite the promising growth rates seen 
recently.  
 
Somewhat similar problems face Portugal, which 
is preparing to hold its elections on 4 October. In 
Greece, on the other hand, the most interesting 
question at the election to take place in September 
is how strong the support for the parties in favour 
of the third economic adjustment programme is vs 
the new party Popular Unity, which is against the 
programme – and, of course, continued euro 
membership. 
 
Heidi Schauman 
heidi.schauman@nordea.com +358 9 165 59002

Jan von Gerich 
jan.vongerich@nordea.com +358 9 165 59937
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Growth, % Inflation, %
2013 2014 2015E 2016E 2017E 2013 2014 2015E 2016E 2017E

World1) 3.3 3.4 3.1 3.5 3.3 World1) 4.1 3.8 3.4 3.8 4.0

USA 1.5 2.4 2.5 2.8 2.5 USA 1.5 1.6 0.0 2.2 2.8
Euro area -0.3 0.9 1.3 1.6 1.5 Euro area 1.4 0.4 0.1 1.1 1.6
China 7.7 7.4 6.8 6.6 6.2 China 2.6 2.0 1.5 2.0 2.6
Japan 1.6 -0.1 0.7 1.2 0.6 Japan 0.4 2.7 0.8 0.5 1.4

Denmark -0.5 1.1 1.5 2.0 1.9 Denmark 0.8 0.6 0.6 1.5 1.9
Norw ay 2.3 2.2 1.2 1.3 1.6 Norw ay 2.1 2.0 2.1 2.2 1.4
Sw eden 1.3 2.3 3.1 3.0 2.1 Sw eden 0.0 -0.2 0.0 1.1 1.8

UK 1.7 3.0 2.6 2.4 2.2 UK 2.6 1.5 0.0 1.2 2.0

Germany 0.4 1.6 1.7 1.6 1.5 Germany 1.6 0.8 0.1 1.0 1.7
France 0.7 0.2 1.0 1.3 1.5 France 1.0 0.6 0.2 0.9 1.2
Italy -1.7 -0.4 0.6 1.1 1.2 Italy 1.3 0.2 0.2 1.2 1.4
Spain -1.2 1.4 3.0 2.6 2.3 Spain 1.5 -0.2 -0.2 1.0 1.6
Finland -1.1 -0.4 -0.3 0.5 0.5 Finland 1.5 1.0 -0.2 0.6 0.8
Estonia 1.6 2.1 2.0 3.0 3.2 Estonia 2.8 -0.1 -0.1 2.0 2.5
Latvia 4.8 2.5 2.2 3.5 3.0 Latvia 0.0 0.6 0.6 2.6 2.2
Lithuania 3.2 3.0 2.2 4.0 3.5 Lithuania 1.0 0.1 -0.3 2.6 2.5

Poland 1.5 3.4 3.7 3.6 3.3 Poland 1.2 0.2 -0.2 2.2 2.5
Russia 1.3 0.6 -3.7 0.3 1.1 Russia 6.5 11.4 11.5 8.0 6.5
India 6.4 7.1 7.3 7.5 7.6 India 10.7 6.6 5.7 6.2 5.9
Brazil 2.7 0.1 -2.5 0.1 1.9 Brazil 6.2 6.3 8.8 5.9 4.9

Rest of World 3.5 3.2 3.1 3.8 4.2 Rest of World 6.2 6.0 6.4 6.3 6.0

Public finances, % of GDP Current account, % of GDP
2013 2014 2015E 2016E 2017E 2013 2014 2015E 2016E 2017E

USA -4.1 -2.8 -2.4 -2.2 -2.1 USA -2.3 -2.2 -2.3 -2.2 -2.5
Euro area -2.9 -2.4 -2.0 -1.7 -1.4 Euro area 2.5 3.0 3.5 3.4 3.0
China -1.1 -1.1 -1.3 -1.1 -0.8 China 1.9 2.0 2.0 1.5 2.0
Japan -10.1 -7.7 -7.5 -6.5 -6.5 Japan 0.7 0.5 2.0 2.0 2.0

Denmark -1.1 1.8 -2.3 -1.9 -1.2 Denmark 7.2 6.2 6.3 5.6 4.7
Norw ay 11.3 9.1 6.1 6.3 6.7 Norw ay 10.0 9.4 5.7 5.9 6.5
Sw eden -1.4 -1.9 -1.6 -1.1 -0.8 Sw eden 6.1 5.9 7.0 7.5 7.7

UK -5.7 -5.7 -5.2 -4.1 -2.7 UK -4.5 -5.9 -5.1 -4.7 -4.2

Germany 0.1 0.7 0.6 0.5 0.5 Germany 6.9 7.6 7.9 7.7 7.0
France -4.1 -4.0 -3.8 -3.5 -3.1 France -2.0 -1.7 -0.9 -1.2 -1.4
Italy -2.9 -3.0 -2.6 -2.0 -1.8 Italy 0.9 2.0 2.2 1.8 0.0
Spain -6.8 -5.8 -4.5 -3.5 -3.0 Spain 1.5 0.6 1.2 1.0 1.5
Finland -2.5 -3.3 -3.1 -2.9 -2.8 Finland -1.8 -2.2 -1.0 -1.5 -1.7
Estonia -0.2 0.6 -0.3 -0.3 -0.2 Estonia -1.1 0.1 0.8 -0.2 -0.3
Latvia -0.9 -1.4 -1.5 -1.5 -1.0 Latvia -2.3 -3.1 -2.0 -3.0 -2.5
Lithuania -2.2 -0.7 -1.0 -1.0 0.0 Lithuania 1.6 0.1 -3.0 -2.0 -2.5

Poland -4.3 -3.3 -2.9 -2.5 -2.3 Poland -1.3 -1.3 -1.5 -1.8 -2.0
Russia -0.8 -0.7 -4.0 -3.0 -1.5 Russia 1.6 2.9 3.5 2.5 2.0
India -7.2 -7.0 -6.5 -6.0 -6.0 India -1.7 -1.5 -1.0 -1.3 -1.0
Brazil -3.1 -6.2 -5.3 -4.7 -4.2 Brazil -3.3 -4.5 -3.9 -3.6 -3.5

1) Weighted average of  186 countries. Weights for all countries and data for Rest of  World are f rom the most recent World Economic Outlook, by the IM F. The weights are calculated from PPP-
adjusted GDP-levels
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Monetary policy rates Monetary policy rate spreads vs Euro area
1.9.15 3M 30.06.16 31.12.16 31.12.17 1.9.15 3M 30.06.16 31.12.16 31.12.17

US 0.25 0.50 1.00 1.50 2.50 US 0.20 0.45 0.95 1.45 2.45
Japan 0.10 0.10 0.10 0.10 0.10 Japan1 -0.15 -0.40 -0.90 -1.40 -2.40
Euro area 0.05 0.05 0.05 0.05 0.05 Euro area - - - - -
Denmark -0.75 -0.65 -0.50 -0.40 -0.20 Denmark -0.80 -0.70 -0.55 -0.45 -0.25
Sw eden -0.35 -0.55 -0.55 0.00 0.00 Sw eden -0.40 -0.60 -0.60 -0.05 -0.05
Norw ay 1.00 0.75 0.50 0.50 0.50 Norw ay 0.95 0.70 0.45 0.45 0.45
UK 0.50 0.50 0.75 1.50 2.50 UK 0.45 0.45 0.70 1.45 2.45
Sw itzerland 0.00 -0.75 -0.75 -0.75 -0.75 Sw itzerland -0.05 -0.80 -0.80 -0.80 -0.80
Poland 1.50 1.50 1.50 1.50 2.50 Poland 1.45 1.45 1.45 1.45 2.45
Russia 11.00 10.50 9.00 8.00 7.00 Russia 10.95 10.45 8.95 7.95 6.95
China 4.85 4.35 4.35 4.35 4.60 China 4.80 4.30 4.30 4.30 4.55
India 7.25 7.25 7.00 6.75 6.75 India 7.20 7.20 6.95 6.70 6.70
Brazil 14.25 14.25 14.25 13.50 11.50 Brazil 14.20 14.20 14.20 13.45 11.45

1) Spread vs USA

3-month rates 3-month spreads vs Euro area
1.9.15 3M 30.6.16 31.12.16 31.12.17 1.9.15 3M 30.6.16 31.12.16 31.12.17

US 0.31 0.60 1.10 1.65 2.65 US 0.34 0.65 1.15 1.70 2.65
Euro area -0.02 -0.05 -0.05 -0.05 0.00 Euro area - - - - -
Denmark -0.07 -0.10 -0.05 0.10 0.20 Denmark -0.05 -0.05 0.00 0.15 0.20
Sw eden -0.27 -0.50 -0.50 0.05 0.05 Sw eden -0.24 -0.45 -0.45 0.10 0.05
Norw ay 1.23 0.95 0.75 0.75 0.75 Norw ay 1.25 1.00 0.80 0.80 0.75
UK 0.59 0.60 0.85 1.65 2.65 UK 0.61 0.65 0.90 1.70 2.65
Poland 1.72 1.65 1.65 1.75 2.75 Poland 1.74 1.70 1.70 1.80 2.75
Russia 11.83 11.70 10.50 9.50 8.50 Russia 11.85 11.75 10.55 9.55 8.50

10-year government benchmark yields 10-year yield spreads vs Euro area
1.9.15 3M 30.6.16 31.12.16 31.12.17 1.9.15 3M 30.6.16 31.12.16 31.12.17

US 2.20 2.30 2.60 2.90 3.50 US 1.52 1.60 1.75 1.85 2.00
Euro area 0.68 0.70 0.85 1.05 1.50 Euro area - - - - -
Denmark 0.86 0.90 1.00 1.25 1.70 Denmark 0.18 0.20 0.15 0.20 0.20
Sw eden 0.64 0.65 0.85 1.20 1.75 Sw eden -0.04 -0.05 0.00 0.15 0.25
Norw ay 1.53 1.55 1.60 1.80 2.35 Norw ay 0.85 0.85 0.75 0.75 0.85
UK 1.88 2.05 2.25 2.80 3.35 UK 1.20 1.35 1.40 1.75 1.85
Poland 3.03 2.75 2.80 3.00 3.25 Poland 2.35 2.05 1.95 1.95 1.75

Exchange rates vs EUR Exchange rates vs USD
1.9.15 3M 30.6.16 31.12.16 31.12.17 1.9.15 3M 30.6.16 31.12.16 31.12.17

EUR/USD 1.132 1.08 1.03 1.00 1.10 -
EUR/JPY 136.1 130 129 130 149 USD/JPY 120.3 120 125 130 135
EUR/DKK 7.463 7.46 7.46 7.46 7.45 USD/DKK 6.595 6.91 7.24 7.46 6.77
EUR/SEK 9.536 9.50 9.30 9.10 8.90 USD/SEK 8.427 8.80 9.03 9.10 8.09
EUR/NOK 9.417 9.00 8.80 8.70 8.50 USD/NOK 8.322 8.33 8.54 8.70 7.73
EUR/GBP 0.735 0.69 0.66 0.66 0.72 GBP/USD 1.539 1.57 1.56 1.52 1.53
EUR/CHF 1.085 1.08 1.08 1.09 1.10 USD/CHF 0.959 1.00 1.05 1.09 1.00
EUR/PLN 4.237 4.25 4.10 4.00 3.80 USD/PLN 3.744 3.94 3.98 4.00 3.45
EUR/RUB 74.20 67.0 59.7 56.0 60.5 USD/RUB 65.57 62.0 58.0 56.0 55.0
EUR/CNY 7.209 6.91 6.70 6.60 7.04 USD/CNY 6.370 6.40 6.50 6.60 6.40
EUR/INR 74.92 70.2 67.0 60.0 62.7 USD/INR 66.21 65.0 65.0 60.0 57.0
EUR/BRL 4.101 4.05 3.76 3.55 3.58 USD/BRL 3.624 3.75 3.65 3.55 3.25
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