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crisis in Emerging 

Markets – China 

particularly – is 

the foremost risk 

for 2016” 
Helge J. Pedersen 
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In this issue of Nordea Economic Out-
look you can read about the influx of refu-
gees to the Nordic countries, monetary 
policy in Norway and Sweden, as well as 
the current situation in Germany. We also 
give our assessment of what will happen in 
Emerging Markets economies once the 
Federal Reserve embarks on its next tight-
ening cycle.  
 
Turning to the Nordic economies, our 
economic forecasts are largely unchanged 
from September. The Nordic countries 
are still on diverging courses, with Swe-
den leading the race for growth followed by 
Denmark, which is back on the growth 
track after several years of stagnation.  
 
The Norwegian economy is hard hit by the 
decline in oil prices, but economic policy 
easing coupled with sharp weakening of the 
krone have prevented the downturn from 
becoming as severe as might have been 
feared. Finland still lags far behind in the 
Nordic race for growth, but now seems to 
be entering a period of modest recovery.  
 
Internationally, the picture is also largely 
the same. Generally, we see that the ad-
vanced economies, headed by the US, 
are entering a self-sustaining recovery 
supported by highly accommodative 

monetary policies and sharply lower com-
modity prices. The latter is especially 
benefiting commodity-importing coun-
tries.  
 
For the commodity-producing countries, 
however, the situation has changed for the 
worse and the slowdown in China adversely 
affects activity in the Asian economies in 
particular. 
 
In 2016, we see the decline in commodity 
prices and the dire situation of the Emerg-
ing Markets turning around. Against this 
backdrop, we expect more robust growth 
of 3.5%, against 3.1% in 2015. In this 
scenario, world trade, which is currently 
much weaker than normally, should start to 
pick up again. 
 
The decline in commodity prices is one of 
the main factors behind the low level of 
inflation globally. It also means that the 
low interest rate regime will persist for a 
long time, even if the Federal Reserve is on 
the brink of raising rates.  
 
Hence, US monetary policy will remain 
supportive of economic activity for some 
time, while any tightening measures by the 
ECB in Europe seem a long way off. Also 
monetary policies in the Nordic countries 

will remain very loose in the year ahead 
despite the different economic trajectories 
of the Nordic countries. 
 
The very low interest rate level notwith-
standing, global investment activity re-
mains very subdued. One reason might be 
persistent excess capacity following the big 
recession, but also uncertainties about the 
future play a role. These uncertainties 
relate to the economic growth outlook and 
geopolitics.  
 
The conflict between Ukraine and Russia 
remains unresolved and the war against 
ISIS has reached alarming proportions 
with the terror attacks in Paris and the 
refugee influx in Europe. Finally, one 
should not ignore the severe security ten-
sions in South East Asia, where the Chi-
nese territorial aggression has brought the 
Middle Kingdom on a collision course with 
neighbouring countries in the region and 
the US. So all in all, the scene is set for an 
interesting 2016. 
 

Helge J. Pedersen 

Group chief economist 

helge.pedersen@nordea.com 

+45 3333 3126 

@helgejpedersen 

Editorial 
 

We are delighted to present Nordea Economic Outlook in a com-
pletely new design, with radical changes to the format. We hope that 
you will find it more accessible and insightful. At the core, though, 
are still economic forecasts for our home markets and an overview of 
the global economy. You will also find articles covering some of the 
most important themes for the economy and the financial markets. 
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“The large  

migration flows 

may have huge 

effects on the 

economy over 

the coming 

years” 
Torbjörn Isaksson 

Nordea chief analyst  
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SWEDEN 

The economy has shifted into a 
higher gear. The refugee crisis gives 
a fiscal stimulus through increased 
spending. 
/ page 8 

DENMARK 

Growth is gaining momentum. 
External developments present the 
biggest risk. House prices will go 
higher, but at a slower pace. 
/ page 10 

NORWAY 

Oil investment declines sharply, but 
exports and public consumption will 
support growth. 
 
/ page 12 

FINLAND 

The gap between growth in Finland 
and the rest of the western world is 
striking. Reforms must be imple-
mented without delay 
/ page 14 

NORDIC HIGHLIGHTS • Swedish growth keeps surprising in the positive • Denmark is staging a solid recovery • Norway is managing through the 

sharp downturn in oil prices • Finland is in dire need of reforms to turn a new page on years of stagnation 

The Nordics  

in brief 
The Nordic countries are still on diverging courses. Sweden is lead-
ing the race for growth, followed by Denmark. The Norwegian 
economy is hard hit by the decline in oil prices, but economic policy 
easing has prevented a sharp downturn. Finland still lags far behind. 
 
 
 
 
 

 

SWEDEN 

 
Asylum seekers in 2015 

160k 

 
The Swedish economy has 
shifted into a higher gear with 
GDP growth accelerating to 
around 3.5% 2015 and 2016. 
Domestic demand is the main 
driving force. The refugee crisis 
gives fiscal stimulus through 
increased government spending. 
Exports have started to pick up 
as an effect of Euro-area growth. 
Inflation will rise, but not stabilise 
at the 2% target. Strong growth 
and rising inflation make further 
monetary policy easing unlikely.  

DENMARK 

 
Expected GDP growth in 2016 

1¾% 

 
A broadly-based recovery is 
emerging, driven mainly by con-
sumer spending. In 2016, we 
expect the recovery to gain more 
momentum as also investment 
activity will start to pick up. More 
progress on housing market and 
labour market will support do-
mestic growth. Developments 
outside Denmark present the 
biggest risk with stagnant world 
trade a threat to exports and 
business investment.   
 

NORWAY 

 
Oil projects investment in 2015  

-15% 

 
The slowdown in the oil services 
industry is not over. Consumer 
spending growth will help mod-
erate the economic setback. 
Mainland exports are currently 
benefiting strongly from the 
krone’s weakness. Norges 
Bank’s rate cuts will put a damp-
er on any NOK appreciation. And 
should the NOK strengthen 
markedly, the bank will respond 
by cutting rates more to curb the 
strengthening. 
 

FINLAND 

 
Economic growth since 2007 

-5% 

 
The economy is set to expand 
very slowly, suggesting that the 
country is in need of reforms. 
Exports are expected to pick up 
only slightly. The problems faced 
by exports, lack of confidence 
and a weak growth outlook, spell 
difficulties for domestic demand. 
Investments will pick up slowly 
and unemployment will continue 
to rise. Households' disposable 
income and private consumption 
will increase only a little. 
 

NORDICS 
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Accelerating growth driven by productivity 

The Swedish economy has shifted into a higher gear, 
with GDP growth rising from a modest 1.2% in 
2013 to 2.4% last year. We expect GDP growth to 
be around 3.5% this year and next year. 
 
Employment continues to show a steady increase, so 
the higher GDP growth will be driven by rising 
productivity after several years of erosion. Since the 
financial crisis, activity in the private services sector 
has recovered at a steady pace, which is expected to 
continue thanks to sustained domestic demand 
growth. The higher growth and productivity will 
therefore mainly be due to the improvement in the 
manufacturing industry. 
 
Around 75% of manufacturing output is exported. 
For many years the manufacturing sector has been 
hit hard by subdued demand from export markets. 
But about a year ago, demand started to pick up, 
driven mainly by Euro-area growth. This means that 
growth in Sweden will be more broadly based, and it 
underpins a recovery in productivity. 
 
Booming population 

While the supply of Swedish-born labour declines, 
the supply of non-Swedish labour increases. This is 
also reflected in the employment data as the latter 
group accounts for the bulk of the past years’ em-
ployment growth. 
 

The unexpected strong increase in the number of 
asylum seekers during the autumn will provide an-
other boost to the labour supply in future. At this 
juncture it is difficult to quantify the effect of this as 
it will depend on political decisions taken in both 
Sweden and the EU. It is simply not possible to say 
now how many refugees will seek asylum in Sweden. 
 
The prolonged asylum application process means 
that refugees coming to Sweden now will likely not 
be able to start applying for jobs until 2017. In step 
with accelerating growth in the labour supply, un-
employment should also rise as it takes longer for 
immigrants to get a job. The employment rate among 
people born outside of Sweden is only 60% - nearly 
10% points lower than for Swedish-born people. 
 
The refugee crisis will provide an extra boost to GDP 
growth in both 2016 and 2017. This could be seen   

HIGHLIGHTS • GDP growth 3.5% both 2015 and 2016 • Rising immigration boosts growth but weighs on public finances • Recovery in industry 

boosts productivity • Stronger SEK pulls down inflation 

SWEDEN 

Population and 

growth boom 
The Swedish economy is on a sharp upward trend, and in the years 
ahead it will be further boosted by the refugee crisis. Meanwhile, 
budget deficits will rise over the forecast horizon, and unemployment 
will remain at the current high level. Inflation should pick up, but not 
reach the 2% target. 

 

 

160k 
Number of asylum seekers 
in 2015. 
 

90% 
Average employment rate 
for Swedish-born residents 
for the age group 25-54.  
 

11.5% 
The annual growth rate for 
exports of services the first 
three quarters of 2015. 
Exports of services now 
stand for 14% of GDP. 
  

Sources: Nordea Markets and Mac-
robond 

SWEDEN: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP (calendar adjusted), % y/y 1.2 2.4 3.5 3.5 2.6 

Underlying prices (CPIF), % y/y 0.9 0.5 0.9 1.6 1.7 

Unemployment rate, % 8.0 7.9 7.4 6.8 6.9 

Current account balance, % of GDP 6.1 5.5 6.4 6.8 6.7 

General gov. budget balance, % of GDP -1.4 -1.7 -1.0 -1.3 -1.6 

General gov. gross debt, % of GDP 39.8 44.9 43.5 42.1 41.1 

Monetary policy rate (end of period) 0.75 0.00 -0.35 0.00 0.00 

EUR/SEK (end of period) 8.85 9.48 9.27 8.80 8.80 
 



 

 

 

as fiscal stimulus through increased government 
expenditure. In addition, transfer payments will 
increase, which in turn will further boost the already 
fairly high household consumption growth. Despite 
reprioritisation, expenditure reductions and rising 
tax receipts, the public deficit seems set to increase 
by SEK 10-15bn per year over the forecast period. 
We see the budget deficit at 1.6% of GDP in 2017. 
 
Inflation close to target 

Inflation will mainly be influenced by two other – 
opposite – trends. On the one hand, domestic infla-
tion should rise driven by high resource utilisation, 
labour market tightness and higher taxes in some 
areas. On the other hand, we expect the Swedish 
krona to strengthen and imported inflation to de-
cline.  
 
Combined, these trends suggest that inflation as 
measured by the CPIF index will rise going forward, 
but not sufficiently so to permanently meet the 2% 
target in the years ahead. However, the upswing is 
assumed to be enough for the Riksbank not to take 
further action. 
 
The SEK remains a source of concern for the Riks-
bank. However, the ECB will not launch any addi-
tional measures and the Fed will hike rates, which 
reduces the probability for a sharp SEK apprecia-
tion. Consequently, we don’t expect the Riksbank to 
take any further stimulus measures but the bank will 
stick to the announced government bond buying 
programme for H1 2016. We see a first rate hike in 
Q4 2016.  
 
In the absence of further monetary policy stimulus, 
the strong Swedish economy favours a strengthening 
of the krona versus the euro next year. According to 
our projections, the trade-weighted exchange rate 
index (KIX) will be 108, corresponding to a SEK 
rate of 8.80 versus the euro as well as versus the 
dollar by end-2016.  
 

A / Robust GDP growth driven by domestic demand 

Quarterly real GDP 

B / Government consumption booming 

Quarterly government consumption 

C / Immigration accelerating 

Change in population and labour force since April 2005 

A / 

GDP growth broad-based. 
Resource utilisation is ris-
ing and bottlenecks are 
increasing on the labour 
market 

B / 

More elderly people and 
growing population in-
crease demand for health 
care, education and social 
services. Government con-
sumption lifts GDP growth 
by 1 percentage point in 
2016. 

C / 

The labour force of foreign-
born persons will increase 
by around 100 000 over 
the forecast horison, boost-
ing total labour supply by 
2%. 

D / 

CPIF-inflation is rising but 
will stabilise somewhat 
below the 2% target, 
something the Riksbank is 
expected to accept. 

Sources: Nordea Markets and  
Macrobond 

 

Torbjörn Isaksson 

Chief analyst 

torbjorn.isaksson@nordea.com 

+46 8 614 88 59 

D / Higher inflation 

Inflation with and without mortgage interest expenditures 
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Consumer spending again driving growth 

Consumer spending is again a key growth engine. 
Over the past year household consumption has 
grown by 2.5% and is approaching the pre-crisis 
level. The increase in consumer spending shows 
through especially in higher retail sales data, and 
sales in shops related to the housing market show 
strong growth. This suggests that the positive hous-
ing market trend is spilling over to the rest of the 
economy. 

Exports hard hit 

Over the past six months, the Danish export sector 
has been hard hit by the marked slowdown in global 
trade. Moreover, exports remain adversely affected 
by the trade sanctions against Russia; because of 
them exports to Russia have more than halved. Even 
so, the current account surplus remains substantial, 
among other things due to subdued domestic in-
vestment activity. The surplus generates underlying 
pressures for a strengthening of the Danish krone 
and thus contributes to keeping Danish interest 
rates at low levels versus the Euro area.  

Investment drought almost over 

A weak trend in business investment has so far pre-
vented the recovery from becoming self-sustaining. 
In future, however, business investment should pick 
up again. Capacity utilisation in the manufacturing 
industry has been on a steady increase and is now 
approaching the long-term average level. Also, 

businesses’ cash reserves are abundant, which cou-
pled with the increase in employment and sustained 
low funding costs should foster investment growth. 
This projection is supported by manufacturers’ 
investment plans for 2016, which are at a post-
2012 high.  

Inflation has bottomed 

2015 will be described in history books as yet an-
other year of exceptionally low inflation in Den-
mark. A closer analysis of Danish inflation data 
shows, however, that things are changing, which 
should soon start to push inflation higher. The ex-
pected uptick in inflation will be driven by factors 
relating to the computation methodology used espe-
cially with regard to energy prices and rents and by 
slightly rising underlying inflation pressures as idle 
capacity in the economy is gradually reduced. On  

HIGHLIGHTS • Consumers are back and driving the economy • Exports are the biggest issue at the moment • Labour and housing markets moving 

upwards • Growth to accelerate in 2016 and 2017 

DENMARK 

Recovery on 

solid track 
A broadly-based recovery is emerging, driven by consumer 
spending. Exports are hit by a slowdown. In 2016, we expect 
the recovery to gain momentum, with a GDP growth of 1¾%. 
External developments present the biggest risk, with stagnant 
world trade a threat to exports and business investment.   

 

 

1¾% 
Expected growth in 2016 – 
would be the highest since 
2006. 
 
 

25k 
Asylum seekers will be 
adding pressure to the 
budget. 
  

Sources: Nordea Markets and Mac-
robond 

DENMARK: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y -0.2 1.3 1.4 1.7 1.9 

Consumer prices, % y/y 0.8 0.6 0.5 1.1 1.9 

Unemployment rate, % 5.8 5.0 4.6 4.0 3.6 

Current account balance, % of GDP 7.1 7.7 7.4 7.0 6.3 

General gov. budget balance, % of GDP -1.0 1.8 -2.9 -2.7 -2.3 

General gov. gross debt, % of GDP 43.1 44.6 39.5 41.0 42.4 

Monetary policy rate, deposit (end of period) -0.10 -0.05 -0.75 -0.50 -0.30 

USD/DKK (end of period) 5.41 6.15 6.88 7.46 6.77 
 



 

 

 

average we expect Danish inflation to reach 1.1% in 
2016, up to 1.9% in 2017. 

Full employment in sight 

Employment has increased steadily since early 
2013, driven by the private sector as public sector 
employment has been largely unchanged. With pro-
spects of rising economic activity, employment 
should continue to grow in coming years. However, 
this means that unless the labour supply grows simi-
larly, perhaps through qualified labour from abroad, 
the risk of bottlenecks also increases. 

Public budgets stretched to breaking point 

In recent years, changing governments have 
stretched budgets as far as they possibly could with-
out violating the Danish budget law. As a result of 
this strategy, the structural budget deficit has ex-
ceeded the maximum limit of 0.5% for two consecu-
tive years.  
 
Going forward, government deficit will probably be 
reduced only very slowly. One reason is that reve-
nues from taxation of pensions will likely be consid-
erably lower than in previous years. Moreover, the 
government has revised up its estimates of the num-
ber of asylum seekers in 2015 and 2016 from 
15,000 to 25,000 each year; however, as part of the 
additional costs will be funded through a reduction 
of foreign aid, this will hardly bring the structural 
deficit for 2016 above the maximum limit again. 

Rising home prices spreading like ripples in a pond 

Danish home prices have increased sharply over the 
past year, and the reason is simple: historically 
cheap financing has significantly boosted home 
affordability in Denmark. Meanwhile, employment 
and consumer confidence are rising, while the num-
ber of housing starts nationwide is very low. Seen 
from a structural view the current pricing at the 
housing market is close to equilibrium. So the scene 
is set for the pick-up in home prices to spread 
across the country like ripples in a pond.  
 
 

A / Danish economy is growing in a higher gear 

Quarterly real GDP 

B / Underlying consumption is gaining momentum 

Quarterly household consumption excluding energy 

C / Business investments are picking up again 

Quarterly real gross fixed capital investment 

A / 

Danish economy has for 
more than two years been 
on a steady higher growth 
path. But the level is still 
below the peak in 2008. 

B / 

Consumer spending was 
for several years a key 
concern for the Danish 
economy. Now this has 
turned and domestic con-
sumption is again a major 
driver for growth. 

C / 

Leading indicators point to 
a modest upswing in in-
vestment activity. A higher 
capacity utilisation and a 
tighter labour market will 
push investments up. 

D / 

For several years Danish 
inflation has stayed at unu-
sual low levels. This is 
about to turn as both tech-
nical factors and higher 
domestic demand will push 
inflation higher. 

Sources: Nordea Markets 
and Macrobond 

Jan Størup Nielsen 

Chief analyst 

jan.storup.nielsen@nordea.com 

+45 3333 3171 

@JanStorup 

D / Inflation has bottomed and will soon start to rise: 

Consumer price index, y/y change % 



 

 

12 / Nordea Economic Outlook  / 1 / 2016 

 
Declining investment – both offshore and mainland 

Oil investment is declining sharply and oil compa-
nies’ investment plans suggest that this trend will 
continue next year, albeit at a slower pace. Not only 
offshore investment shows a weak trend. Also main-
land business investment looks set to decline slightly 
both this year and next year – despite plans in the 
manufacturing and energy sectors of relatively sharp 
growth in investment next year. We will likely have to 
wait until 2017 before an improved macro outlook 
boosts investment in other sectors as well. 
 
Weak NOK and expansionary fiscal policy supportive 

Mainland exports are currently benefiting strongly 
from the krone’s weakness and growth in mainland 
exports may be as high as 6% this year. Exports will 
most likely continue to be underpinned by improved 
competitiveness, so going forward we expect strong, 
albeit gradually slowing, export growth.  
 
The government’s draft budget from September 
included relatively strong expenditure growth. Par-
liament’s budget compromise envisages even higher 
expenditure growth due partly to the stronger-than-
expected influx of refugees. This will trigger steady 
growth in government consumption, which accounts 
for one-third of demand in the mainland economy. 
 
Consumption helped by lower rates  

So far, consumer spending has withstood spill-over 
effects from the oil sector downturn. But recent 

consumer confidence data reflect increased pessi-
mism and may be an early warning of a slowdown in 
consumer spending growth. Still, we expect private 
consumption to remain a growth driver in coming 
years because despite low real wage growth, lower 
interest rates will put a floor under overall income 
growth. Also the savings ratio is high, and any pick-
up in unemployment will after all be moderate.  
 
Lower interest rates will also contribute to rising 
house prices despite a flattening trend in price 
growth. A benign housing market will keep residen-
tial construction activity at a high level and boost 
growth in 2016. 
 
Consumers will decide  

Unemployment in oil-dependent regions is rising 
and further layoffs in the oil services industries are  

HIGHLIGHTS • Weak growth due to oil • Exports and public demand strong • Norges Bank will cut at least twice • NOK will remain fairly weak  

NORWAY 

Consumers 

will decide 
The slowdown in the oil services industry is not over, but 
strong growth in exports and public consumption will under-
pin growth. Consumers will realise that the oil sector down-
turn does not threaten most people’s jobs. Consumer spend-
ing growth will also help moderate the economic setback. 

 

 

1.2% 
Expected inflation at  
year-end 2017 
 
 
 

-15% 
Investment in oil-related 
projects in 2015.  
  

Source: Nordea Markets and Macro-
bond 

NORWAY: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP (Mainland), % y/y 2.3 2.3 1.4 1.4 1.7 

Core consumer prices, % y/y 1.6 2.4 2.7 2.4 1.4 

Unemployment rate, % 3.5 3.5 4.4 4.8 4.9 

Current account balance, % of GDP 10.2 9.7 6.3 5.6 6.5 

General gov. budget balance, % of GDP 10.8 9.0 7.0 5.4 6.0 

Private consumption 2.7 1.7 2.3 1.6 2.0 

Monetary policy rate, deposit (end of period) 1.50 1.25 0.75 0.25 0.25 

EUR/NOK (end of period) 8.36 9.07 9.23 8.80 8.50 
 



 

 

 

likely. But in other sectors we see good growth in the 
demand for labour. So in the overall economy un-
employment should rise only moderately. But some 
labour market weakness, cost reductions in the oil 
services industries and seemingly overall agreement 
on wage moderation suggest sustained low wage 
growth in coming years. As a result, company cost 
growth will be lower than normally. At this juncture, 
inflation is still high due to the krone weakening, and 
it will probably take a while before importers are 
done passing on their higher costs to consumers. 
But from H2 2016 we expect inflation to drop 
markedly. 
 
More cuts and a relatively weak NOK  

Our expectations for growth, unemployment and 
inflation in 2017 paint a weaker picture than Norges 
Bank’s projections. As early as in 2016 we expect 
clear signs to emerge, showing that the recovery in 
2017 projected by the central bank will not materi-
alise. Against this backdrop, we look for two rate 
cuts in 2016. The risks are tilted to the downside. 
Banks’ funding costs have increased sharply recent-
ly, and this could prevent Norges Bank’s rate cuts 
from feeding through to lower lending rates. In that 
case, Norges Bank will cut rates further. Recent 
consumer confidence readings have been rather 
weak, and if consumer spending growth undershoots 
our forecasts by a wide margin, it could trigger more 
rate cuts.  
 
The NOK is currently very weak. Over time we look 
for some normalisation, helped by rising oil prices. 
But Norges Bank’s rate cuts will put a damper on any 
NOK appreciation. And should the NOK strengthen 
markedly, the bank will respond by cutting rates 
more to curb the strengthening.  
 
With rising unemployment and declining inflation, 
Norges Bank will do much to prevent excessive NOK 
appreciation. In the event of a turnaround in the 
currency market, Norwegian rates may move into 
negative territory. 

A / Oil related industries hard hit 

Manufacturing production 

B / Exports benefit from weak NOK 

Growth in mainland exports 

C / Consumers are worried  

Consumption growth and consumer confidence 

A / 

The good times are over in 
the oil-related industry due 
to falling oil investment. 

B / 

A weaker NOK softens the 
blow from lower oil-related 
activity. 

C / 

Consumption growth is still 
strong, but could soften 
somewhat due to lower 
consumer confidence. 

D / 

Unemployment is increas-
ing, but only in areas with 
above-average employment 
in oil-related industries. 

Sources: [Source] 

Erik Bruce 

Chief analyst 

erik.bruce@nordea.com 

+47 2248 4449 

@erikjbruce 

D / Unemployment an oil story 

Registered unemployment rate 
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The divergence in economic growth in Finland and 
the rest of the western world is striking, and the gap 
only seems to be widening. Whereas other western 
countries have enjoyed a moderate growth cycle for 
several years, Finland has stagnated. Looking past 
the forecast period, Finland's growth will be out-
paced by its peers. The euro area will see growth of 
1.5% this year, but the Finnish economy will contin-
ue to shrink slightly for the fourth consecutive year. 
 
The “sick man of Europe” is in need of major 
change. Solutions must be found in structural re-
forms and a cheaper cost level versus the euro area. 
Traditional stimulus through government spending 
will not work, as it maintains growth in costs and 
halts the ongoing process of internal devaluation. 
 
Reforms must be implemented without delay, as the 
boost received from the global economy will begin to 
wear off after the forecast period. By then, the global 
economy will be past its cyclical peak and the ECB 
will begin to hike its policy rate. Although work on 
reforms is already under way, they are lacking quick 
execution to bolster long-term growth and put pub-
lic finances on a sustainable path. 

Exports stagnating 

Global economic growth will accelerate in 2016 
once the problems faced by the emerging markets 
subside. This time, though, the pick-up won't be 
based on rapid growth in industry, investments and 

global trade, but on growth in consumption. This is 
bad news for commodity-producing countries and 
Finland, whose exports largely consist of investment 
goods and other production inputs. 
 
We estimate that exports will pick up only slightly in 
the coming years, topping just 2%, because their 
structure is currently unfavourable. The picture will 
change dramatically if global industry and invest-
ments experience a higher than expected recovery. 
In such a scenario, demand for production inputs 
and investment goods would inevitably perk up. 
However, there are no signs of such a turn of events.  
 
Domestic demand will remain subdued 

The problems faced by exports, coupled with a lack 
of confidence and a weak growth outlook, spell dif-
ficulties for domestic demand.  

HIGHLIGHTS • Finland falling behind the rest • Reforms need quick implementation • Exports stagnating • Domestic demand is weak • Inflation 

will surprise as early as January 

FINLAND 

In need of a 

reformed 

lifestyle 
The Finnish economy is set to grow 0.5% in 2016 and 0.7% 
in 2017. We have maintained our forecast for next year while 
slightly raising the forecast for 2017. 

 

 

-5% 
Economic growth in Finland 
since 2007 
 
 

 
Russia accounts for  

5.9% 
of Finnish goods exports 
  

Sources: Nordea Markets and Mac-
robond 

FINLAND: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y -1.1 -0.4 -0.2 0.5 0.7 

Consumer prices, % y/y 1.5 1.0 -0.2 0.8 1.0 

Unemployment rate, % 8.4 8.7 9.5 10.0 10.3 

Hourly earnings, % y/y 2.1 1.4 1.2 0.8 0.7 

General gov. budget balance, % of GDP -2.5 -3.3 -3.2 -3.1 -2.9 

General gov. gross debt, % of GDP 55.6 59.0 62.5 65.5 68.4 

Monetary policy rate (end of period) 0.25 0.05 0.05 0.05 0.05 

EUR/USD (end of period) 1.38 1.21 1.08 1.00 1.10 
 



 

 

 

If there is a silver lining, it is that the drop in exports 
to Russia is in the rear-view mirror. The dragging 
effect of Russian exports will subside. Industrial 
production, however, is recovering meekly and in-
vestments will pick up slowly following their 15-year 
trough. Construction investments are expected to 
increase in 2016. Investments in machinery and 
equipment will also recover slightly, but investments 
in intangible assets will remain weak. 
 
Unemployment will rise throughout the forecast 
period. We have maintained our forecast at 10% for 
2016 and 10.3% for 2017. Wages and pensions will 
increase moderately, which will translate to a very 
modest rise in households' disposable income, es-
pecially with inflation picking up. Real incomes and 
private consumption will increase moderately. The 
influx of refugees will increase public spending, 
boosting growth. On the other hand, the repay-
ment-free periods for housing loans, which have 
proven popular in Finland, will expire next year, 
putting a damper on consumption growth. 

Inflation set to surprise in January 

According to the national inflation barometer, con-
sumer price inflation has been negative throughout 
2015. In October, prices fell by 0.3% year-on-
year. Talk of deflation and its dangers has already 
started, just as we predicted a year ago. Prices have 
been depressed especially by food and energy. Con-
sumer prices have highly divergent trends. Accord-
ing to the latest data, goods are 2% cheaper than a 
year ago, but services are 2% more expensive. Core 
inflation, however, has remained firmly in positive 
territory (0.3% in October). 
 
As early as January, however, inflation data will 
surprise. If there is no further drop in the price of oil 
(as we expect), the negative impact of energy on 
inflation will disappear. With price hikes in tobacco 
products and the fees charged by health care and 
social services, we expect January inflation to be at 
least 0.7%, possibly reaching even 1.0%. We see 
full-year inflation for 2016 at 0.8%. 

A / Finland falling behind its competitors 

GDP index, 2007 = 100 

 

B / Unfavourable structure of exports 

Share of exports, %, 

 

C / Consumer price inflation will pick up in January 

CPI breakdown 

 

A / 

The gap between Finland 
and the rest of the world is 
widening. This is due to 
structural problems. 

B / 

This time growth in the 
global economy is not 
based on growth in indus-
try, investments and global 
trade. 

C / 

Inflation will be clearly posi-
tive, putting a stop to talk of 
deflation. 

D / 

The housing market clock 
indicates the distance be-
tween prices in relation to 
incomes and the number of 
transactions from the long-
term average (origin). 

Sources: Nordea Markets 
and Macrobond 

Pasi Sorjonen 

Chief analyst 

pasi.sorjonen@nordea.com 

+358 9 165 59942 

@PasiSSorjonen 

D / There is no housing bubble 

Trading volume and relative price of real estate transactions 
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“In Russia,  

a recession  

driven by the 

downturn in 

commodities is 

giving way to 

stabilisation” 
Dmitry Savchenko 

Nordea chief economist, Russia  
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ESTONIA 

Exports are suffering, but a drop in 
unemployment will keep consumers 
spending and bodes for a broad-
based tepid recovery. 
/ page 18 

LATVIA 

Caught between growing wages 
and continued emigration, Latvia 
may in fact reveal itself to be a 
sleeping beauty. 
/ page 19 

LITHUANIA 

The country would be hot hot hot - 
if it were not for a collapse in ex-
ports to Russia. 
 
/ page 20 

RUSSIA 

Green shoots was Bernanke’s term 
for the flicker of light in the US 
economy in 2009. Now the term fits 
Russia, writes Dmitry Savchenko. 
/ page 21 

HIGHLIGHTS • Estonian employment at record lows • Latvia battling emigration • Lithuania weathering drop in exports to Russia • The recession in 

Russia is heading to a close. 2016 may end with positive GDP growth 

Baltics and  

Russia in brief 
The Russian recession took its toll on Baltic economies in recent 
years, but the bear is finally waking up from a long winter. Domestic 
issues vary significantly. If immigration is a challenge elsewhere, 
Latvia is battling with emigration. Riga’s population has declined 
10% in 10 years. Lithuania, on the other hand, is starting to look 
overheated and 2016 is an election year. Estonian consumers will 
get help from a material drop in unemployment. 
 
 
 

 

ESTONIA 

 
Unemployment has dropped to 

5.2% 

 
Slow trade, low energy demand 
and an uneven recovery in Eu-
rope will dampen the strength of 
the export-led recovery in Esto-
nia. Prospects will brighten up in 
2017. However, there are good 
reasons to believe that consum-
ers will remain in the driver’s 
seat, especially as unemployment 
has decreased substantially. 
 

LATVIA 

 
Low youth unemployment  

14.6% 

 
Brain drain is real: the population 
in Riga dropped by 10% in 10 
years. Latvia is racing against 
time to change this trend or it will 
be a strain on public finances 
that in turn could force fiscal 
tightening – adding further 
pressure on emigration. The 
latest data gives some hope and 
the Latvian labour market is 
becoming more attractive to 
young workers. 
 

LITHUANIA 

 
GDP growth in 2016 could hit 

4% 

 
“One side hot, one side cold” is 
the most accurate description of 
the Lithuanian economy at pre-
sent. But contrary to the post-
crisis period, it’s the domestic 
economy (over)heating – not 
exports. Indeed, exports to Rus-
sia dropped 47% y/y in Q3 
2015. Still, if investment activity 
does not lose momentum, overall 
GDP growth could well acceler-
ate to 4% in 2016. 
 

RUSSIA 

 
GDP with plus sign at end 2016 

+0.3% 

 
After a recession driven by the 
massive drop in commodity 
prices, the economy is finally 
close to stabilisation. Growth 
could be close to zero in 2016 
and we see potential upside 
surprises in investment over the 
coming years. Consumer spend-
ing too should recover as infla-
tion will decrease sharply in the 
beginning of 2016. 
 

BALTICS AND RUSSIA 
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Soft, but more broad-based recovery ahead 

Slow trade, low energy demand and an uneven con-
sumption-led recovery in Europe will dampen the 
strength of the export-led recovery. Estonian ex-
ports will see mediocre growth next year, but with 
prospects brightening in 2017. The turnaround in 
global investment and the manufacturing cycle re-
main tame. Export revenues in Estonia remain de-
pressed by slowly abating deflation in producer and 
commodity prices. However, there are good reasons 
to believe that consumers will still remain in the 
driver’s seat. 
 
Unemployment in Estonia has crashed to as low a 
level as 5.2% in Q3, putting the metric at par with 
the US. Moreover, the labour participation rate has 
hit an all-time high of 70.9%, and there is not going 
to be a lift-off in EUR rates anytime soon! As a ca-

veat, the underlying trend in labour demand has not 
been as rosy as headline figures might suggest. La-
bour market statistics have been partly affected by 
Estonia’s progress with digitalisation measures to 
enhance tax reporting and collection. The short-
term unemployment measure, which is more prone 
to cyclical demand, has fallen considerably less than 
the long-term unemployment rate.  
 
The economy is expected to pick up speed next year 
as exports and investment add to moderating con-
sumption growth. Consumption will be affected by 
rising inflation and real wage growth, which is ex-
pected to halve from the current over 6% y/y pace. 

HIGHLIGHTS • Unemployment figures sank to 5.2% • Consumer boom moderates • Prospects of more broad-based recovery  

ESTONIA  

Broad-based 

tepid recovery 
Commensurate with resurfaced risks in the external sector, the 
Estonian economy is experiencing a temporary soft patch with only 
1.2% y/y growth on average from Q1 to Q3. Investment and trade 
will remain a drag on growth in Q4 before the recovery sets in. As 
expected, growth last year was revised up to a decent 2.9%. 

 

 

5.2% 
Unemployment rate in Q3 
 
 
 
 

A /  

The labour market contin-
ues to tighten, but the suc-
cessful measures to en-
hance tax collection have 
also helped to shrink the 
share of the shadow econ-
omy. 
  

Sources: Nordea Markets and Mac-
robond 

Tõnu Palm 

Chief economist Estonia 

tonu.palm@nordea.com 

+372 628 3345 

@TonuPalm 

ESTONIA: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y 1.6 2.9 1.3 2.7 2.9 

Consumer prices, % y/y 2.8 -0.1 -0.4 1.7 2.9 

Unemployment rate, % 8.6 7.3 6.1 6.1 7.0 

Current account balance, % of GDP -0.1 1.1 2.4 1.4 1.1 

General gov. budget balance, % of GDP -0.2 0.8 0.2 -0.3 -0.2 

Gross wages, % y/y 7.8 5.6 5.8 4.6 5.7 

Monetary policy rate (end of period) 0.25 0.05 0.05 0.05 0.05 

EUR/USD (end of period) 1.38 1.21 1.08 1.00 1.10 
 

A / Softer real-wage growth ahead 

Y/y unemployment rate, wage and consumption change, % 

 

% y/y %
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LATVIA 
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A race against time 

With fewer and more expensive employees, the only 
escape for businesses is to invest heavily in produc-
tivity-enhancing measures and climb up the value-
added chain. This will not be an easy task as Latvia at 
present is one of the least innovative EU countries. 
 
Riga has not been very successful at retaining and 
attracting migrants: over the last 10 years the popu-
lation of Riga declined by 10%, while Tallinn saw 
3% growth and population growth in Vilnius re-
mained fairly stable. Rising wages should contribute 
positively to stymieing emigration.  
 
However, if Latvia does not succeed, the declining 
working-age population will be a strain on public 
finances and may result in tax increases even in 
times of economic stability, such as the currently 

proposed “solidarity tax”. Such a development 
would, in turn, further accelerate emigration and 
brain drain.  
 
The latest data gives some hope, with investment 
growth accelerating to 6.4% in Q3 after a meagre 
0.3% in 2014. In addition, employment growth 
accelerated to 2.1% in Q3. The growing number of 
employed youth (15-24 years) is very promising, 
indicating that the Latvian labour market is becoming 
more attractive and has something to offer to young 
people. Youth unemployment fell to 14% - below the 
EU average of 20% - while overall unemployment 
rate (9.8%) remains above the EU average (9.3%). 

HIGHLIGHTS • Best performer in the Baltics with 2.5% growth• Challenging labour environment • Difficulty in stymieing emigration  

• Youth unemployment below the EU average 

LATVIA  

A sleeping 

beauty 
The Latvian economy continues to be the best performer in the Bal-
tics, but 2.5% growth is not enough to ensure long-term sustaina-
bility and continued convergence with EU average income levels. In 
fact, the Latvian economy is between a rock and a hard place, that is, 
growing wages and continued emigration. 

 

7.3% 
Increase in wages in Q3 
2015 
 
 

14.6% 
Youth unemployment, well 
below the EU average 
 

A / 

Rising wages stimulate 
productivity-enhancing in-
vestments  

Sources: Nordea Markets and 
Macrobond 

 

Žygimantas Mauricas 

Chief economist 
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LATVIA: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y 3.5 2.5 2.4 3.0 3.5 

Consumer prices, % y/y 0.0 0.6 0.3 1.3 2.6 

Unemployment rate, % 11.8 10.8 9.8 9.0 8.0 

Current account balance, % of GDP -2.3 -1.9 -1.2 -2.0 -2.0 

General gov. budget balance, % of GDP -0.9 -1.5 -1.7 -1.2 -1.0 

Gross wages, % y/y 4.7 6.9 6.7 5.0 5.0 

Monetary policy rate (end of period) 0.25 0.05 0.05 0.05 0.05 

EUR/USD (end of period) 1.38 1.21 1.08 1.00 1.10 
 

A / Wages and employment to stem emigration 

Year-on-year change in income and employment growth 

 

% y/y % y/y

Employment growth

Real average wage growth

Crude rate of net migration

-20

-15

-10

-5

0

5

10

15

20

25

-20

-15

-10

-5

0

5

10

15

20

25

05 06 07 08 09 10 11 12 13 14 15

Source: Nordea Markets and Macrobond



 

 

20 / Nordea Economic Outlook  /  1 / 2016 

 
Domestic economy is driving growth 

Private consumption growth accelerated to 6.4% in 
Q3, fuelled by rapid wage growth (5.5%), falling 
unemployment, subdued inflation, strong consumer 
confidence and record-high activity in the residen-
tial real estate market. Public consumption is also 
set to increase after years of harsh austerity 
measures, with nearly 4% expenditure growth 
planned for 2016 - the election year. However, the 
overall GDP performance has been cooled down by 
a dismal export performance.  
 
Exports to Russia fell by as much as 47% y/y in Q3 
2015, pushing overall export growth into negative 
territory (-8%). However, the negative Russian 
effect is forecast to fade in 2016. Firstly, the share 
of exports to Russia already went from 21% in 2014 
to a mere 11%. Secondly, exports to the EU coun-

tries are expected to continue growing at 5-7%. 
Hence, even assuming the economic sanctions stay, 
the negative Russian effect will be significantly less 
pronounced in 2016 compared to 2015.  
 
Investment growth is back at double-digit levels. 
After a temporary slowdown at end-2014, invest-
ment (GDCF) growth accelerated to 12% in Q3 
primarily driven by rising investment in machinery 
and equipment (+27%). As a result, the investment-
to-GDP ratio increased to above the EU average 
level for the first time since the drop in 2009. If 
investment activity does not lose momentum, overall 
GDP growth could well accelerate to 4% in 2016 

HIGHLIGHTS •  Growth will accelerate in 2016 •  Russia to blame for dismal export performance  •  Investment is back at double-digit growth 

levels •  Record-high activity in residential real estate market 

LITHUANIA  

“Yes we can” 

hit 4% growth 
“One side hot, one side cold” is the most accurate description of the 
Lithuanian economy at present. But contrary to the post-crisis peri-
od, it’s the domestic economy (over)heating – not exports. 

 

-47% 
Year-on-year drop in ex-
ports to Russia (to Q3 15) 
 
 

12.4% 
Increase in fixed investment 
in Q3 
 

 
 
 

A /  

Investment growth is accel-
erating in spite of much 
reduced exports 
  

Sources: Nordea Markets and Mac-
robond 
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Chief economist 
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@ZMauricas 

LITHUANIA: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y 3.7 3.0 1.8 4.0 3.5 

Consumer prices, % y/y 1.0 0.1 -0.8 1.8 2.6 

Unemployment rate, % 11.9 10.7 9.4 8.5 7.5 

Current account balance, % of GDP 1.5 3.6 -2.0 -1.0 -1.0 

General gov. budget balance, % of GDP -2.2 -0.7 -0.9 -1.2 -0.5 

Gross wages, % y/y 5.0 4.5 5.0 6.0 6.0 

Monetary policy rate (end of period) 0.25 0.05 0.05 0.05 0.05 

EUR/USD (end of period) 1.38 1.21 1.08 1.00 1.10 
 

A / Net exports are the major drag on the economy 

Year-on-year change in investments, exports and GDP 
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The Russian economy seems close to bottoming out. 
September was the first month of industrial output 
growth (+1.5% m/m) since the beginning of the 
recession.  In 2015 we expect GDP to decline by 
3.7% and the year-end performance may become 
crucial for any further recovery. In 2016 we expect 
+0.2% GDP growth by the year-end with more 
potential for acceleration in 2017.  
 
Household consumption will be the major drag on 
the recovery over the forecast horizon. Relatively 
high inflation and negative trends in real wages will 
put pressure on consumption. On the other hand, 
inflation may sharply decrease in the beginning of 
2016 thanks to high base effects. This may have 
some positive impact on consumption. In 2016 and 
2017 we expect inflation to continue declining. 
 

Capital investment will suffer due to the weak com-
modity markets, limited access to western capital 
markets and tough lending conditions. However, 
investment activity may surprise on the upside given 
government support of state-owned companies.  
 
The rouble may remain volatile and will follow the oil 
market. Geopolitics and CBR policies will remain 
secondary factors. We do not expect FX liquidity 
shortage as companies have accumulated enough 
liquidity in 2015. We see USDRUB at 58 by the end 
of 2016 supported by oil market stabilisation, posi-
tive current account balance and ample reserves. 
 

HIGHLIGHTS • September 2015 saw growth in industrial production • 2016 to end with slight GDP growth • Rouble to follow the oil market  

RUSSIA  

Towards  

stabilisation 
After recession driven by commodity market downturn, the economy 
is finally close to stabilisation. We expect GDP growth to close 2016 
with a positive sign and possible upside surprises in investment ac-
tivity over the forecast horizon. 

 

+0.3% 
Estimated GDP growth at 
year-end 2016 
 
 

58 
Our USDRUB forecast for 
end 2016 
 

A /  

The government will be the 
major investor during the 
coming years. 
  

Sources: Nordea Markets and Mac-
robond 

Dmitry Savchenko 

Chief economist Russia 
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RUSSIA: MACROECONOMIC INDICATORS 

Monetary policy rate refers to the refi rate unless otherwise stated 
 

   2013 2014 2015E 2016E 2017E 

Real GDP, % y/y 1.3 0.6 -3.7 0.3 1.1 

Consumer prices, % y/y 6.8 7.8 15.5 8.8 6.6 

Unemployment rate, % 5.5 5.2 5.5 6.2 6.1 

Current account balance, % of GDP 1.6 2.9 3.5 2.5 2.0 

General gov. budget balance, % of GDP -0.8 -0.7 -4.0 -3.0 -2.0 

Private consumption 5.0 1.3 -7.0 -0.2 1.5 

Monetary policy rate (end of period) 0.00 17.00 10.86 8.00 7.00 

USD/RUB (end of period) 32.9 58.1 66.8 58.0 56.0 
 

A / Economy needs stimulus to spur investment 

Year-on-year change in investment activity and GDP 
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“Employment, 

income gains 

and low rates 

will drive 

growth in  

Germany” 
Holger Sandte 

Nordea chief analyst 
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THEMES 

 

 

 

 

GERMANY 

The China slowdown, “Dieselgate” 
and extraordinary refugee influx are 
great challenges that will reshape 
the engine of Europe. 

INFLATION TARGETING 

Are there any alternatives to infla-
tion targeting? Andreas Wallström 
gives an update on a review being 
carried out in Sweden and Norway. 

REFUGEE CRISIS 

Is the unprecedented influx of 
refugees in the Nordics a challenge 
or an opportunity? Both, argues 
Joachim Bernhardsen. 

EMERGING MARKETS & FED 

Emerging Markets have seen five 
years of slowdown in a row. Will 
2016 bring better times or will Fed 
hikes add to the trouble? 

/ page 24 / page 26 / page 28 / page 30 

HIGHLIGHTS • Germany export woes offset by strong internal demand • Swedish population up 1.7% in 2015 driven by refugee influx • EM less 

vulnerable than in 1980s and 1990s 

Economic 

themes in brief 
Two immediate challenges to the economic outlook for Europe - for 
the Nordics in particular - are external: the unprecedented refugee 
influx and economic vulnerability in the Emerging Markets. We 
analyse these issues separately, and also how Europe’s largest econ-
omy – Germany - is coping with them. We also look at a review of 
inflation targeting goals being carried out in Sweden and Norway. 
 
 
 
 

 

GERMANY 

 
The slowdown in Emerging 
Markets primarily hits exporters 
of investment goods. Fortunately 
other important export destina-
tions like the US are holding up 
well. And most of all, consumers 
and not exporters have become 
the prime growth engine. The 
large influx of refugees leads to 
more expansionary fiscal policy 
and will support consumption 
and construction over the medi-
um term. “Dieselgate” will most 
likely not be visible in GDP num-
bers.   

INFLATION TARGETING 

 
The most appropriate inflation 
measure to target may not be 
the same for Sweden and for 
Norway. Moreover, inflation 
targeting is not the only game in 
town for central banks in small 
open economies with flexible 
exchange rates. Financial stabil-
ity or growth and employment 
could be targets, too. The re-
views undertaken in Norway and 
Sweden offer the chance to 
improve the framework for 
monetary policy. 

REFUGEE CRISIS 

 
From a sheer numbers perspec-
tive, the present influx of asylum 
seekers in the Nordics is the 
largest registered since WWII. 
From the strain on the infrastruc-
ture of receiving countries comes 
the short term opportunity for 
government spending and ex-
pansionary fiscal policy. Down 
the line, a positive outcome 
depends on each country’s ability 
to integrate newcomers in the 
workforce. 

EMERGING MARKETS & FED 

 
Emerging Markets as a whole 
are less vulnerable to higher US 
rates than in the 1980s or 
1990s. After all, flexible ex-
change rate regimes have al-
lowed currencies to depreciate 
and current account positions 
could be much worse. What 
could go wrong relates to debt, in 
China and elsewhere. Countries 
with a managed currency and a 
large share of debt denominated 
in foreign currency are the most 
likely candidates for a crisis. 

1 / 2016  / Nordea Economic Outlook  /  23



 

 

December 2015  / Nordea economic outlook  /  24 

 
Three topics are dominating the economic debate in 
Germany right now: 1) the slowdown in China and 
other emerging markets that hurts German exports; 
2) the “Dieselgate” scandal, who some see as a 
threat to a key industrial sector; and most of all 3) 
the large influx of refugees that, as in others coun-
tries, raises the question of how many immigrants 
society can integrate and what they entail for the 
economy. 

China is important but not decisive for exporters 

In recent years, China has become Germany’s fourth 
largest export partner with a share of almost 7%. 
This year, German exports to China will probably 
shrink, the first decline since 1997. However, ex-
ports to important destinations such as the US and 
the UK are performing well, and demand from the 
Euro-area countries – which take 37% of German 
exports – is recovering, too.  
 
So, not everything on the export side looks bleak. 
Since spring 2014, the euro has weakened by some 
11%, and although German exports are generally 
less price sensitive than French or Italian exports, 
they should still benefit. For next year, we expect 
exports of goods and services to rise by 4% in real 
terms, compared to 5% this year. 
 

No doubt, the German growth model based on a 
high share of manufacturing, especially investment 
goods, and a strong export orientation, is vulnerable 
to shocks from the outside. However, on the demand 
side, a rebalancing of the economy has clearly taken 
place. The recent stability of sentiment indicators 
despite external headwinds signals that domestic 
demand is robust enough to keep growth going at 
an above-trend pace.  
 
Private consumption will remain the main engine of 
growth, supported by employment and income gains 
and very low interest rates. Not least, the more than 
20m pensioners in Germany can look forward to 
an increase in their public pensions by 4-5% 
next year. This will be decided by the federal gov-
ernment based on a formula where the general wage 
development is the most important factor.  

Dieselgate: A VW issue, not a macro problem  

Moving on to the emissions scandal, there can be no 
doubt that it has a big impact on the Volkswagen 
group, one of the largest German companies – it 
accounted for almost half of the 5.6m cars produced 
in Germany last year. However, there are simply no 
indications that demand for German cars has de-
clined as a result of a loss of trust. 
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Germany will rise 

to the challenge 
In our view, Germany will weather the China slowdown because the economy is 
now being driven by domestic demand and other export destinations. “Diesel-
gate” will likely not go from being a severe company to a macro issue. And the ad-
ditional government expenditure linked to the influx of more than 1m refugees 
this year is the reason why we have recently raised our forecast for GDP growth 
2016 to 1.8% (from 1.6%). 

 

  

“There will be 
bumps on the road 
ahead, but we feel 
comfortable with 
our growth forecast 
of 1.8% for next 
year.” 
Holger Sandte 
Nordea chief analyst 
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VW’s woes may benefit its competitors. That said, 
we will of course keep an eye on the development as 
automotive is the largest industrial sector in Germa-
ny in terms of sales and no 2 in terms of employment 
(machine building is no 1). 

More refugees, more government spending 

Between January and October of this year 758,000 
registered refugees came to Germany, compared to a 
population of 82.1m. Unofficial reports talk about a 
further 193,000 until 24 November. To put things 
into perspective: The highest number of asylum 
applications so far (440,000) was filed in 1992. So 
what is happening now is unprecedented – and it 
makes forecasting difficult.   
 
The main short-term impact is the increase in gov-
ernment spending on accommodation, assistance, 
language classes etc. It takes several months after 
arrival until refugees can file their request for asylum 
and then again several months until asylum or refu-
gee status is granted (or rejected). That means that 
most of the newcomers in 2015 will still be in the 
country next year. We expect some EUR 10bn in 
additional expenditure this year and at least EUR 
20bn next year, which means that the budget surplus 
originally planned will disappear. Fiscal policy will 
be more expansionary as the government has no 
plans to cut other expenditure or hike taxes.  
 
Refugees receive mostly allowances in kind, so any 
significant positive effects on private consumption 
and construction activity will only kick in late in 
2016 and in subsequent years.  

Given 600,000 officially reported unfilled vacan-
cies, the immigrants can be a huge benefit for the 
economy – if the integration into the labour market 
succeeds. That will take several years. The immigra-
tion authorities estimate that only about 10% of the 
asylum seekers have qualifications that allow them to 
take up a job quickly. To reap the benefits of immi-
gration and to increase its growth potential, Ger-
many clearly has to get better at integrating peo-
ple from non-European countries. For example, 
the employment ratio of Syrians living in Germany is 
only 16%. It is close to two-thirds for Germans and 
about 50% for immigrants from former Yugoslavia. 
Next year, we expect employment to rise by roughly 
0.5% and the unemployment rate to pick up to 6.5% 
(from 6.4%).  
 
Summing up, there is no lack of challenges for Eu-
rope’s largest economy. Growth is partly driven by 
benign factors such as low oil prices and interest 
rates. The subdued outlook for global growth 
prevents Germany from attaining growth beyond 
2%, but fiscal policy will be more expansionary. 
There will be bumps on the road ahead, but we feel 
comfortable with our growth forecast of 1.8% for 
next year. So, although not at very high speed, Ger-
many remains a growth engine for neighbouring 
countries and the Nordics with their close trade 
relations to Germany. 
 

Holger Sandte 

Chief analyst 

holger.sandte@nordea.com 

+45 3333 1191 

@holgersandte 

A / Divergent trends in goods exports 

Index Q1 2011 = 100 
 B / Private consumption well supported 

Wages, prices and consumption, index 1999 = 100 

 

   

A / 

Exports to Asia and Russia 
are declining, but demand 
from important destinations 
such as the US, the UK 
and the Euro area is hold-
ing up well 

B / 

The years of wage restraint 
are over, so domestic de-
mand is now the prime 
growth engine. 
 

 

600k 
 
German companies report 
600,000 vacant positions. 
Most of the refugees will 
have to improve their quali-
fications to succeed on the 
labour market. 
 
 
 
 
 
 
 
 
 
 

16% 
 
The employment ratio of 
Syrians living in Germany, 
less than a third than that 
of immigrants from former 
Yugoslavia. 

Sources: Bundesagentur für Arbeit, 
Macrobond 
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In the beginning of the 1990s, all Nordic countries 
had pegged their currencies to the European Cur-
rency Unit (ECU). But times were turbulent, and as 
the Bundesbank pushed through with monetary 
policy tightening, other countries had a hard time 
defending their currencies. In September 1992 
Finland left the peg, followed by Sweden and Nor-
way just a few months after. Finland and Sweden 
announced that as from 1995 they would start tar-
geting price stability, while Norway did not formally 
decide on an inflation target until 2001. Finland 
joined the Exchange Rate Mechanism (ERM) al-
ready in 1996 and thus abandoned inflation target-
ing. Denmark managed to keep its peg during 1990s 
and has done so until this day.  
 
In both Norway and Sweden, consumer price infla-
tion works as operational targets. While Norges 
Bank strives for inflation to increase to 2.5% per 
year, the Riksbank’s target is 2%.1  The average 

                                                                            
1 In Sweden, 2% was chosen because inflation at the time of the intro-

duction of the inflation target was some 2%. Also, it was in line with 

that selected by other central banks. Norway set the target somewhat 

above its trading partners in order to allow for a real appreciation of 

the krona taking the form of a higher inflation differential rather than 

nominal appreciation. This, in turn, was linked to the government’s 

decision to increase the non-oil fiscal deficit as a sustained fiscal 

expansion should lead to an appreciation of the real exchange rate.  

inflation rates in Norway and Sweden over the past 
15 years have been 1.8% and 1.5%, respectively. 
Thus, in hindsight, both central banks’ policies 
seem to have been too tight. The bigger picture, 
however, is that inflation clearly has moderated 
compared to earlier decades and, in this perspec-
tive, monetary policy seems to have been successful 
in both countries. 
 
Sweden and Norway have so called flexible infla-
tion targeting regimes, which mean that besides 
inflation other factors, such as GDP or financial 
stability should be taken into account. Norges Bank 
has explicitly taken financial stability into account 
for many years. Previously this was also the case for 
the Riksbank but the policy was heavily criticised, 
also by dissidents within the governing board. And 
when both inflation and inflation expectations start-
ed to trend down, the Riksbank saw no other option 
than to return its focus to bring up inflation.  
 
The inflation-targeting regimes are currently 
under review in both Sweden and Norway. The 
Swedish parliament has commissioned a review, due 
in January 2016, to “examine the formulation of the 
Swedish inflation target”. The reviewers, Mervyn 
King and Marvin Goodfriend, seem to support in-
flation targeting so no radical changes to the existing  
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Inflation targeting: 

any alternatives? 
Norges Bank and the Riksbank focus on bringing consumer price inflation up to
2.5% and 2% respectively. However, there are drawbacks related to a narrow fo-
cus on consumer prices for small, trade-oriented countries. A broader measure 
such as nominal GDP might be preferable. The ongoing reviews of the inflation 
targeting regimes in both countries may bring light on those matters. 

 

  

“Monetary policy 
cannot just ‘mop 
up’ after a crisis. 
Risks must be dealt 
with beforehand” 

Mervyn King 
Ex-governor of the BoE 
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regime should be expected. More likely is that they 
will recommend a broader focus within the current 
framework, with greater weight on the real economy 
and perhaps financial stability. Mervyn King seems 
to support flexibility in monetary policy-making. For 
example, he called central bankers who focus on 
inflation only “inflation nutters”. King also has said 
that “Monetary policy cannot just ‘mop up’ after a 
crisis. Risks must be dealt with beforehand”.2 
 
The Norwegian review has less formal status but may 
nevertheless be of high importance. REFIT (Review 
of Flexible Inflation Targeting) is a research project 
that has been going on since 2013 and the final 
report is scheduled for 2016. The project focuses on 
whether monetary policy should take into account 
financial stability and if so, how this should be done. 
Another important issue is how monetary policy 
should be conducted in a small, open and com-
modity-exporting country.  
 
The ongoing reviews will hopefully elaborate not 
only on financial stability matters but also on the 
pros and cons of alternative inflation measures. 
There’s surprisingly little research on which infla-
tion measure to prefer.3 In small and open econo-
mies consumer price inflation will to a large extent 
be imported from abroad. The central banks can still 
influence domestic inflation, and import prices will 

                                                                            
2  Twenty years of inflation targeting (BoE speech, 9 October 2012) 

3 Perhaps this reflects that most of the research comes from a rather 

closed economy, namely the U.S. One exception is “The death of infla-

tion targeting” (Frankel, 2012).   

also be affected via currencies, but monetary policy 
may have to be more extreme than in larger, and less 
open, economies in order to bring inflation to target.  
Focusing on consumer price inflation only may en-
tail a greater risk, for instance to financial stability, 
in small and open economies.  
 
An alternative measure of inflation could be the 
GDP-deflator. One merit of the GDP-deflator is 
that it reflects price development for the whole 
economy, not just a narrow consumer basket.4 The 
plunge in oil prices in late 2014, for instance, had 
different effects on oil-producing Norway and oil-
consuming Sweden. Such effects are more visible in 
the broader GDP-deflator.   
 
Another potential target would be nominal GDP, 
which takes into account both price inflation (GDP-
deflator) and real economic developments.  An at-
tractive feature of this target is that it naturally 
rhymes well with the overall target of monetary poli-
cy-making, namely a stable development of the real 
economy. 

 

                                                                            
4 The GDP-deflator incorporates price developments for all the components  

of GDP: households, public consumption, investments, exports and imports.  

 

A / Swedish inflation – perhaps not that low after all  

CPIF inflation and GDP deflator, y/y change % 
 B /  Norwegian core inflation above target: 

CPI inflation and GDP deflator, y/y change % 
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A / 

Swedish inflation is on a 
clear upward trend. A 
broader measure on infla-
tion, the so-called GDP-
deflator, shows that infla-
tion even runs somewhat 
above 2% currently. 
 

B / 

Due to the weakening of 
the NOK, consumer price 
inflation has temporarily 
risen to 3%. However, a 
broader measure of infla-
tion suggests that inflation 
now stands at record lows. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
The reason for choosing 

2% 
as a target was that infla-
tion was around that level 
when the target was intro-
duced. Also, it was in line 
with inflation targets in 
other countries. 
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More than a million asylum seekers are expected to 
arrive in the European Union, Norway and Switzer-
land before end of 2015. This corresponds to 0.2% 
of the population in those countries, not in itself an 
unmanageable number. But the refugee flows to the 
individual European countries are uneven. Most of 
the refugees arrive in the south, but move north 
to countries such as Germany and Sweden that tra-
ditionally have had a relatively open door to refu-
gees. Among the Nordic countries, Finland and 
Norway are also experiencing an extraordinarily 
large inflow this year. 

Refugee inflow calls for higher public expenditure 

The total inflow of refugees to the Nordic countries 
in 2015 is expected to be around 250,000 corre-
sponding to almost 1% of the population. However, 
also among the Nordic countries the refugee influx 
is uneven and a lion’s share of the refugees is coming 
to Sweden. The Swedish immigration authorities 
estimate asylum seekers could reach 165,000 by 
year-end and an additional 135,000 in 2016. In 
Norway, it is estimated that 33,000 refugees will 
arrive both this year and next year. In Finland, 
30,000 are estimated to arrive this year and 15,000 
next year. In Denmark, 25,000 refugees are ex-
pected to arrive in both 2015 and 2016. 
  

It marks a significant increase in the number of 
asylum seekers compared to 2014 when 81,185 
applied for asylum in Sweden, 14,675 in Denmark, 
11,415 in Norway and just 3,630 in Finland. 
 
The number of refugees arriving in the Nordic 
countries these years is much higher than the asylum 
infrastructure can handle, and the countries are now 
changing regulations to limit the influx of asylum 
seekers. The increase in the number of asylum seek-
ers is nevertheless driving increased public spending 
and more expansionary fiscal policies to handle the 
inflows, including local government expenditure on 
schools, social services and healthcare which will 
increase in line with the population. 
 
The Nordic countries are in a much better position 
than most other countries in Europe to handle the 
extra expenditure. Norway is sticking out with its 
NOK 7,400bn (EUR 800bn) sovereign wealth fund, 
but also Sweden and Denmark have solid public 
finances. Only Finland is currently experiencing 
problems with its public finances due to the long-
lasting economic slowdown.  
 
The Swedish Migration Agency estimates that gov-
ernment expenditure will increase by SEK 29bn   
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Economics of the 

refugee influx 
Europe is experiencing the largest refugee crisis since the Second World War, 
with close to 250.000 asylum seekers arriving in the Nordic countries in 2015. 
The initial economic effects of this on the Nordic economies will be more expan-
sionary fiscal policy, leading to a deterioration of public finances, but also higher 
economic growth. Longer term, the economic consequences depend solely on 
successful integration of the refugees in the labour markets. 

 

  

“The refugee influx 
calls for increased 
public spending, 
which will work as 
a demand shock   
on the Nordic 
economies.” 

Joachim Bernhardsen 
Nordea analyst 
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(EUR 3.1bn) next year, most of which will be funded 
through government borrowing. Part of the ex-
penditure will be in the form of higher government 
consumption, with a direct impact on GDP. Another 
part will be in the form of transfers directly to the 
refugees, which indirectly will increase activity in the 
private sector. In total, we expect the increased 
government expenditure to boost GDP growth by 
0.5 % in both 2016 and 2017. 

Positive short term effects on Nordic GDP 

Short term, the refugee influx can be seen as a de-
mand shock which could put upward pressure on 
inflation. That should be welcomed by the Riksbank 
who has eased monetary policy to extreme levels to 
fight low inflation. On the other hand, an increase in 
the supply of labour and growing pressure to lower 
the barriers to entry in the labour market in the 
longer term have the opposite effect on inflation. 
The effect should be negligible at least in 2016. 
 
In Norway, the government already had presented 
an expansionary 2016 budget. An addition to the 
budget was presented in November, increasing the 
estimated expenditure on refugees by NOK 9.5bn 
(EUR 1bn) in 2016. About 10% of the extra costs 
will be financed through higher transfers from the 
sovereign wealth fund. The rest is financed by higher 
dividends from state-owned companies, reduced 
foreign aid, expenditure cuts and tax increases. The 
expansionary effects will probably not be significant 
enough to prevent Norges Bank from cutting rates to 
0.25% during next year. However, the timing of the 
rate cuts could be affected.  

The increase in asylum seekers in Finland implies 
that public spending on asylum seekers will increase 
by 235% to EUR 460m in 2016. Almost all of this 
will be funded through increased borrowing, while 
in Denmark most of the DKK 10bn (EUR 1.3bn) 
increase in spending in 2015 and 2016 will be fi-
nanced by reductions in foreign aid. Therefore, the 
consequences for Danish public balances are fairly 
limited in the short term. Assuming that the propor-
tion of costs on refugees is the same across the Nor-
dics, GDP is estimated to rise by 0.1-0.2% over 
the coming years in Denmark, Norway and Finland. 

Long term effects depend on successful integration 

In the long run, the inflow of refugees also repre-
sents an opportunity as it potentially increases the 
supply of labour. Many countries in Europe, includ-
ing Finland and Denmark, suffer from an ageing 
population, and increased immigration could damp-
en such negative demographic effects. However, 
history tells us that this is a challenge as labour mar-
ket participation rates for non-EU immigrants are 
lower than for both EU migrants and the native pop-
ulation. 
 
To succeed in this particular field seems to be one of 
the biggest challenges for today’s policymakers in all 
of the Nordic countries.  
 
 

Joachim Bernhardsen 
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A / Significant inflow of refugees to the Nordics 

Refugee inflow as % of population in 2015, by country 
 B /  Refugee influx is an opportunity in the long run 

Share of population of working age (14-65 years) 

 

   

A /  

The Nordics are experienc-
ing a sharp increase in asy-
lum seekers, with the lion’s 
share coming to Sweden 
 
 
 

B /  

Asylum seekers are to a 
bigger extent of working 
age. This represents an 
opportunity for the Nordic 
countries through in-
creased supply of labour.  
 

 
 

1% 
 
The expected flow of refu-
gees to the Nordics in 
2015 amounts to close to 
1% of the population. 
 
 
 
 
 
 
 
 
 
 

3.1bn 
 
The expected increase in 
government expenditure (in 
EUR) in Sweden next year 
due to the refugee influx. 
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Higher interest rates from the Fed need not be bad 
news for EM. After all, the Fed initiates a tightening 
cycle because it views the US economy strong 
enough to cope. Moreover, the Fed has been warm-
ing up for this tightening cycle for so long that most 
of the adverse effect on EM may have happened 
already.  
 
Indeed, our baseline scenario sees EM growth pick-
ing up modestly in 2016 after five consecutive years 
of slowdown. A key risk to this EM baseline is the 
Fed tightening cycle. In this note we take a closer 
look at the current vulnerabilities of EM. What can 
go wrong? And what are the reasons not to expect 
the worst? 

Crucial current accounts 

What could go wrong is most easily measured using 
the current account. During the major EM crises 
of the 80s and the 90s, most EMs ran large cur-
rent account deficits and thus relied on Advanced 
Economies (AE) to finance part of their economic 
activities. Foreign financing vanished as these crises 
unfolded and sharp contraction in economic activity 
became inevitable.  

The Global Financial Crisis of the 00s that followed 
the most recent Fed tightening cycle did not trigger 
major EM crises. That might have been the case 
because EMs had built up large current account 
surpluses that acted as a cushion to absorb parts of 
the external shock when AEs went into recession 
and commodity prices collapsed. One region that 
ran large current account deficits during the Global 
Financial Crisis was Central and Eastern Europe 
(CEE), which ended on the brink of a banking crisis. 
 
This time, the Fed can make foreign financing scarce 
once again, prompting serious economic adjustment 
in EMs with large current account deficits. There-
fore it is somewhat comforting that EM as a 
whole are running a balanced current account, 
though the overall EM current account balance 
masks significant differences between regions and 
countries. Large EMs like Colombia, Turkey, South 
Africa, Brazil, Egypt, Saudi Arabia, Kazakhstan and 
Venezuela are all expected by the IMF to end up with 
current account deficits greater than 3% of GDP in 
2015, making them more exposed to a potential 
worsening of foreign financing conditions. Emerg-
ing Asia still runs a current account surplus, and has 
done so since the Asian crisis.  
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Emerging Markets 

risk: Fed hikes 
2016 is likely to bring interest rate hikes from the Fed. Fed tightening cycles are 
widely seen as bad news for Emerging Markets (EM) and this one comes at a time 
when EM has already been hit by the slowdown in China and the massive drop in 
commodity prices. Can the Fed really make 2016 even worse for EM? 

 

  

“Emerging Markets 
are much less vul-
nerable today than 
during the crisis of 
the 1980s and 
1990s.” 

Anders Svendsen 
Nordea chief analyst 
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Focus on flexibility 

Another comforting factor and major “this time is 
different” is the exchange rate regime changes 
towards greater flexibility. Foreign financing need 
not vanish and prompt real economic adjustments 
when a country has a flexible exchange rate. Instead, 
the price of foreign currency, the exchange rate, 
adjusts to prevent a shortage of foreign currency. 
More EM FX weakening could thus be in store.  
 
Not all EMs have flexible exchange rates and several 
EMs with managed exchange rate regimes have in 
fact already run into foreign liquidity problems. 
Countries like Nigeria, Egypt, Argentina and Vene-
zuela have chosen not to allow their currencies to 
weaken and currently suffer from a shortage of for-
eign currency. Pressure for more devaluations and 
more real-economic adjustment are likely. 

Managed exchange rates can be a problem 

What could go wrong also relates to debt. External 
debt and government debt are generally lower with 
respect to major EM crises of the past and predomi-
nantly in local currency. Managed exchange rate 
regimes tend to have a higher share of external debt 
denominated in foreign currency, perhaps as FX 
risks are perceived to be smaller. The latter could 
pave the way for EM crises in 2016 similar to the 
crises of the 80s and the 90s. The countries with 
largest FX-denominated external debt are countries 
like Kazakhstan, Chile, Turkey and Colombia.  
 

 
 
China also manages its exchange but does not seem 
to have a significant share of its external debt in 
foreign currency. Moreover, China also has a huge 
FX reserve to defend any level of the renminbi for 
quite some time or even replace FX-denominated 
debt with local-currency debt. 

Chinese debt levels are a problem, but not right now 

China’s problem is new to EM. The largest part of 
Chinese debt is taken up by non-financial compa-
nies in local currency. China’s gross debt-to-GDP 
ratio is 225 % of GDP, of which 150% points is 
owed by non-financial corporates. China will most 
likely be in crisis over its debt-level at some time, 
but that need not be in 2016 given the current ac-
count surplus and large FX reserves. When it hap-
pens it could look more like a crisis in AEs. 
 
To sum up, the Fed tightening is a key risk to our EM 
baseline as it could trigger economic and FX weak-
ness. EM is much less vulnerable today than dur-
ing the major EM crises of the 80s and the 90s 
with an overall balanced current account, flexible 
exchange rates and local-currency debt as the most 
important changes. However, countries with man-
aged currencies could face a difficult 2016. 
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A / EM run a balanced current account 

Current account balance (IMF WEO estimate 2015) 
 B / Gross debt could be a problem, mostly in China 

Gross debt by sector as of Q1 2015 
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A / 

This time is different. EM 
run a balanced current ac-
count. 

B / 

Debt is too high, but in lo-
cal currency and with cor-
porates. 
 

 
 
 
 
The gross debt in China is 

225% 
of GDP 
 
 
 

 
The gross debt of the non-
financial corporate sector 
in China is 

150% 
of GDP 
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Six years after the end of the Great Recession, a 
return to a robust, synchronised global recovery is 
still rather distant. Thus, 2015 marked another year 
with weaker global growth and sharply diverging 
trends. While the recovery in advanced economies 
gained further momentum for the second straight 
year, activity in Emerging Markets (EM) slowed for 
the fifth year in a row, primarily driven by China and 
commodity-producing countries. 
 
Because the gradually stronger recovery in advanced 
economies is not strong enough to offset the sharp 
slowdown in EM, this year the global economy is 
heading for its weakest expansion since 2009. Thus, 
global GDP growth is expected to slow from 3.4% in 
2014 to 3.1% in 2015. 
 
However, because the downturn in growth in EM is 
expected to bottom out in 2015, while the cyclical 
recovery in the advanced economies is projected to 
continue strengthening, global growth is forecast to 
pick up to 3.5% in 2016 and 3.4% in 2017. This is 
½% point below the average growth recorded during 
1995-2007. The 2015-2017 forecasts for global 
GDP are only little changed compared to our Sep-
tember projections. 
 

Despite the anticipated improvement, the pace of 
the recovery is forecast to remain below pre-crisis 
levels for both advanced economies and particularly 
Emerging Markets. With growth in advanced econ-
omies generally projected to remain a little above 
potential, while EM growth is believed to remain 
well below potential, global spare capacity is ex-
pected to remain roughly steady over the next two 
years. The estimated potential growth rate for the 
global economy is around 3½% annually, according 
to the OECD. 

Continued gradual pick-up in advanced economies 

Among the advanced economies, growth is set to 
remain significantly stronger in the US and the UK 
than in the Euro area and Japan. This gap reflects 
stronger potential growth rates as well as more ad-
vanced business cycles in the US and the UK. 
 
Thanks to domestic strength, the US economy is on 
track for two more years of moderate growth around 
2½%, supported by low energy prices, reduced 
fiscal drag, robust wage income growth, favourable 
labour market conditions and an improving housing 
market. As the economy is fast approaching full 
employment, wage growth is expected to pick up 
significantly in 2016, offsetting a projected increase 
in consumer price inflation. These forces will likely  

HIGHLIGHTS •  Constant gradual pick-up in advanced economies  •  Modest cyclical recovery in Emerging Markets  •  Monetary policy divergence 

GLOBAL OVERVIEW  

A world  

stumbling forward 
The year 2015 will mark for the global economy its weakest expansion since 2009. 
However, thanks to an expected moderate cyclical recovery in Emerging Markets 
and continued gradual progress in advanced economies, global growth is forecast 
to pick up in 2016 and 2017. But the pace of the recovery is likely to remain below 
pre-crisis levels for both advanced economies and particularly Emerging Markets. 

 

  

3.5% 
The expected global growth 
in 2016 – half a percent 
point lower than what rec-
orded between 1995 and 
2007. 
 
 
 
 
 
 
 

1.7% 
Our forecast – revised 
higher – for the Euro area 
GDP growth for both 2016 
and 2017 
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more than offset a continued drag on net exports 
coming from a stronger USD and weak foreign de-
mand. Still, growth looks set to settle on a gentle 
downward trajectory in coming years as slack in the 
labour market is eliminated and the Federal Reserve 
(Fed) gradually normalises monetary policy. 
 
Also in the UK economy a self-sustaining recovery 
continues to unfold. Growth is projected at 2¼-
2½% in 2016 and 2017, driven by continued robust 
growth in private consumption more than offsetting 
the impact of significant fiscal tightening and a 
stronger GBP. The labour market has improved 
remarkably and consumer confidence remains at 
high levels, supported by continued recovery in wage 
growth and low oil prices. 
 
The Euro area is entering its third year of recovery. 
The pace has slowed down somewhat during this 
year due to weaker external demand. However, 
powerful drivers for domestic demand like low oil 
prices and easier bank lending conditions remain in 
place. With continued labour market improvement, 
private consumption will remain the prime engine of 
growth. Also capital spending should pick up some-

what, not least due to extremely lenient monetary 
policy. In addition, the stance of fiscal policy is ex-
pected to change from neutral to slightly expansion-
ary as governments will spend more money on refu-
gees and for security purposes in the wake of the 
tragic Paris attacks. On the other hand, we cannot be 
completely sure that there will be no “uncertainty 
shock” holding back investment and/or private con-
sumption. Against this backdrop, we have raised our 
GDP growth forecasts for both 2016 and 2017 to 
1.7%. Weakness in Emerging Markets will continue 
to be a drag on a more substantial recovery. 
 
The outlook for Japan remains softer than in other 
advanced economies, reflecting weaker de-
mographics, weaker foreign demand and strong fiscal 
headwinds. In 2015 the economy entered a new 
recession, the fifth since 2008, as uncertainty over 
the global outlook hurt activity. Growth, however, is 
expected to firm up to 1% in 2016, supported by 
higher real wages and front-loaded demand in antic-
ipation of the planned sales tax hike in 2017. In 
2017, by contrast, growth will likely decline again 
due to fiscal tightening. 
  

 

A / Global economy stumbling forward 

Global real GDP growth and global composite PMI 

 

 B / Looking for a turnaround 

Manufacturing PMIs 

 

 

A / 
Still no signs of a return to 
a robust, synchronised  
global recovery   

B / 
Cyclical weakness in 
Emerging Markets, while 
advanced economies are 
performing somewhat bet-
ter 

Sources: Nordea Markets and Macro-
bond 

 

 
GDP GROWTH FORECAST, % Y/Y 

   World G3 BRIC US Euro area China Japan UK 

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

2014 3.4 3.4 1.5 1.5 5.8 5.8 2.4 2.4 0.9 0.9 7.4 7.4 -0.1 -0.1 3.0 3.0 

2015 3.1 3.1 1.9 1.9 4.9 5.0 2.5 2.5 1.5 1.3 6.8 6.8 0.5 0.7 2.6 2.6 

2016 3.5 3.5 2.1 2.1 5.4 5.6 2.7 2.8 1.7 1.6 6.6 6.6 1.0 1.2 2.4 2.4 

2017 3.4 3.3 2.0 2.0 5.6 5.7 2.5 2.5 1.7 1.5 6.2 6.2 0.6 0.6 2.2 2.2 
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“Weakness in the 
Emerging Markets 
will be a drag on a 
more substantial 
recovery in the 
Euro area” 

Johnny Bo Jakobsen 
Nordea chief analyst 
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Modest cyclical recovery in Emerging Markets 

Following a decade of rapid growth, Emerging Mar-
kets have slowed down sharply in recent years, with 
some economies currently going through deep re-
cessions. Because the slowdown is partly driven by 
structural, more permanent, factors, the strong 
growth momentum of the 2000s is unlikely to re-
peat.  
 
The projected modest cyclical acceleration in 
Emerging Markets in 2016 and 2017 reflects a 
gradual normalisation of conditions in distressed 
countries like Russia and Brazil, assuming a stabili-
sation in commodity prices, and positive spill-overs 
from advanced economies. China is projected to 
gradually slow further due to a declining working-
age population and weaker productivity gains. 
 
While the EM outlook remains bleak, it has recently 
stopped worsening. The fear of a significant near-
term slowdown in China has abated due to the mas-
sive economic policy easing this year. Growth is 
expected to slow only modestly over the next two 
years. The authorities have room to ease policies 
further if necessary. The government’s commitment 
to sustain high growth is confirmed by the official 
target of at least 6.5% real GDP growth for the com-
ing five years.  
 
Falling commodity prices are still hurting commodity 
producers. In the biggest EMs like Russia, Brazil 
and Mexico, flexible exchange rates have absorbed 
a large part of the shock. Indeed, weaker currencies 
have partly shielded profits of exporters while tem-
porarily eroding the purchasing power of consumers 
through higher import prices. This effect is gradually 
fading, leading to lower inflation and stabilising 
growth going into 2016. Some commodity export-
ers, mainly in the Middle East, Africa and Latin 
America, that manage their exchange rates will con-
tinue to suffer as the shock is gradually absorbed by 
the real economy. More crises and devaluations are 
a risk in these countries, but should not matter much 
for the overall EM growth outlook. 

Monetary policy divergence 

The episode of falling headline inflation in advanced 
economies is now over, if commodity prices stabi-
lise. Thus, over the next few months fading base 

effects from falling energy prices a year ago will push 
12-month inflation rates higher, assuming oil prices 
develop in line with our forecast. Core inflation rates 
have already started to rise and are expected to track 
slightly higher during 2016. 
 
Nevertheless, central banks are generally believed to 
maintain extraordinary levels of monetary support. 
After all, disinflation concerns are unlikely to disap-
pear any time soon given the amount of spare capaci-
ty in the global economy. Although wage pressures 
should start to build in advanced economies as la-
bour markets tighten, the pick-up is generally likely 
to be slow. 
 
Still, because the business cycle is more advanced in 
the US, the Fed is likely to start hiking rates in De-
cember this year for the first time since 2006. We 
currently expect the Fed to raise the funds rate by 
100 bp in both 2016 and 2017. The Bank of Eng-
land should start raising rates in Q2 2016. 
 
By contrast, a projected modest pick-up in Euro-
area wage inflation and core inflation will give the 
ECB ample room to continue its easy policy stance. 
We have pencilled in the first ECB rate hike in H1 
2018. The Bank of Japan is also expected to contin-
ue its aggressive quantitative easing. 
 

 

 

 

  

 

 6.5% 

China’s official GDP growth 
target confirms the gov-
ernment’s commitment to 
sustain high growth 
 
 
 
 
 
 
 
 

1.50% 
Our fed funds rate forecast 
for end 2016 
 

C / 
Fed and BoE expected to 
start raising rates before 
long, while ECB and BoJ 
are likely to continue their 
easy policy stance 

 
Sources: [Source] 
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C / Monetary policy divergence 

Key central bank interest rates 
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OPEC will force low prices for a long time 

OPEC is drowning the market with cheap oil to try to 
squeeze out the more costly producers, but the pro-
cess has been more painful and longer lasting than 
expected. Despite a year with punitively low prices, 
non-OPEC production has remained stubbornly 
high as the US shale production has been more re-
silient to lower oil prices and Russia is producing at 
the highest level since the breakup of the Soviet 
Union. We expect to see a sharper fall in US oil 
production next year, but the effect will be outbal-
anced by the return of large volumes of Iranian oil 
after the sanctions are removed. Oil prices have to 
stay low for an extended period for OPEC to reap its 
reward and win back market share.  
 
Low oil prices and ten years with ballooning costs 
have forced oil companies to put new projects on 

hold. Global investments have been cut by 20% in 
2015 and more cuts are expected in 2016. Oil de-
mand has surged as lower oil prices have triggered 
above-trend growth especially in India and from 
motorists in US and China. This will abate next year.  
 
The transport sector accounts for 55% of the world’s 
oil consumption, and oil-based fuels have in effect 
been shielded from competition. OPEC’s production 
control has contributed to a decade of rising oil pric-
es. In addition, climate change and growing pollution 
in metropolises around the world have increased the 
pressure for new energy efficiency standards and 
emission cuts from transport. This has in turn trig-
gered development of new sources and new battery 
technology – ultimately a dampener for oil demand. 

 
 

HIGHLIGHTS • High cost producers more resilient than expected to OPEC squeeze • Prices will stay low for longer • Production keeps outstrip-

ping a surging demand for oil   

OIL  

Hard times not 

over for oil 
Oil prices remain under pressure as oil production growth contin-
ues to outpace a formidable growth in oil demand. Inventories are at 
a record high leaving the market with a healthy cushion in case of 
unexpected supply disturbances. If OPEC continues to stick to its 
market share strategy, we don’t expect to see a sharp upswing in oil 
prices in the forecast period. 

 

-19% 
Drop in global oil invest-
ment projects between 
2014 and 2016 
 
 
 
 
 
 

A / 

In spite of surging demand, 
especially from the US and 
China, the world will be 
oversupplied well into 2017 
  

Sources: Nordea Markets, Rystad 
Energy, IEA and Macrobond Thina Margrethe Saltvedt 
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BRENT OIL PRICE FORECAST 

USD/barrel 
 

   Q1 Q2 Q3 Q4 Year 

2013 113 103 110 109 109 

2014 108 110 103 77 100 

2015E 55 64 51 47 54 

2016E 50 53 56 59 55 

2017E 60 63 67 70 65 
 

A / Supply will be outstripping demand until 2017: 

Year on year change in production/supply (mm. barrels/day) 
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RISK SCENARIOS 
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In our baseline scenario, we expect a modest pick-up 

in global growth as the cyclical recovery in advanced 

economies should strengthen and the downturn in 

Emerging Markets is bottoming out (read more in the 

global overview section). 

 

We outline here 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 or negative 

direction. All in all, at this juncture we continuously con-

sider the risks to our baseline scenario as balanced.   

Upside risks: 

• Stronger than expected growth in commodity-
importing countries due to the decline in com-
modity prices 

• The current negative growth outlook for China 
may turn out to be too pessimistic. The authorities 
might find ways to stimulate growth, though 
probably increasing longer-term downside risks 

• Less than expected tightening by the Fed 

• Growth in the Euro aread might pick up more 
than expected – for example owing to easier fis-
cal policy, positive wealth effects, a weaker euro 
or pent-up demand being released 

• Convincing structural reforms in countries such 
as France, Italy, Brazil and India 

• The situation in the Middle East could calm 
down, and sanctions against Russia could be 
lifted.  

 

Downside risks: 

• The downturn in Emerging Market economies 
may run further, e.g. triggered by a further drop in 
commodity prices or structural changes in China.  

• A hawkish repricing of upcoming Fed hikes or 
excessive risk-taking by investors hunting for 
yield may lead to financial market instability.  

• Europe could be hit by an uncertainty shock in 
the wake of the Paris attacks and the strong in-
flux of refugees holding back investments and / 
or private consumption. 

• Also, the EU is struggling to find common an-
swers to thorny issues like the refugees crisis. EU 
break up fears may rise also in the wake of the 
“Brexit” referendum to be held in the UK.  

• Geopolitical tensions (e.g. in the Middle East, 
Ukraine and South East Asia) might escalate, 
with negative repercussions on confidence 

 
Baseline and risk scenarios for global growth 
Year on year growth in real world GDP 
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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 3.4 World1) 4.1 3.8 3.6 4.1 4.1

Advanced economies 1.1 1.8 2.0 2.2 2.1 Advanced economies 1.4 1.4 0.3 1.6 2.2

USA 1.5 2.4 2.5 2.7 2.5 USA 1.5 1.6 0.2 2.2 2.8

Euro area -0.2 0.9 1.5 1.7 1.7 Euro area 1.4 0.4 0.1 1.1 1.6

Japan 1.6 -0.1 0.5 1.0 0.6 Japan 0.4 2.7 0.8 0.5 1.4

Denmark -0.2 1.3 1.4 1.7 1.9 Denmark 0.8 0.6 0.5 1.1 1.9

Norw ay 2.3 2.3 1.4 1.4 1.7 Norw ay 2.1 2.0 2.2 2.4 1.5

Sw eden 1.2 2.3 3.7 3.8 2.4 Sw eden 0.0 -0.2 0.0 1.2 1.8

UK 1.7 3.0 2.6 2.4 2.2 UK 2.6 1.5 0.0 1.1 1.9

Germany 0.4 1.6 1.5 1.8 1.6 Germany 1.6 0.8 0.2 1.1 1.7

France 0.7 0.2 1.2 1.4 1.6 France 1.0 0.6 0.1 1.4 1.6

Italy -1.8 -0.4 0.7 1.2 1.3 Italy 1.3 0.2 0.2 1.1 1.4

Spain -1.7 1.4 3.1 2.7 2.5 Spain 1.5 -0.2 -0.6 0.7 1.6

Finland -1.1 -0.4 -0.2 0.5 0.7 Finland 1.5 1.0 -0.2 0.8 1.0

Estonia 1.6 2.9 1.3 2.7 2.9 Estonia 2.8 -0.1 -0.4 1.7 2.9

Latvia 3.5 2.5 2.4 3.0 3.5 Latvia 0.0 0.6 0.3 1.3 2.6

Lithuania 3.7 3.0 1.8 4.0 3.5 Lithuania 1.0 0.1 -0.8 1.8 2.6

Emerging economies 4.9 4.6 3.9 4.6 4.9 Emerging economies 6.1 5.5 5.9 5.9 5.4

China 7.7 7.4 6.8 6.6 6.2 China 2.6 2.0 1.5 2.0 2.6

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 4.7 5.0 2.8

Brazil 3.0 0.1 -3.7 -2.4 1.1 Brazil 6.2 6.3 8.4 7.0 4.9

Poland 1.5 3.4 3.6 3.5 3.3 Poland 1.2 0.2 -0.8 0.6 1.9

Rest of World 3.6 3.3 2.8 3.6 4.0 Rest of World 6.2 6.0 7.3 7.6 7.2

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

USA -4.1 -2.8 -2.5 -2.2 -2.1 USA -2.3 -2.2 -2.4 -2.4 -2.5

Euro area -3.0 -2.6 -2.0 -2.0 -1.7 Euro area 2.5 3.0 3.5 3.4 3.0

Japan -10.1 -7.7 -7.5 -7.2 -6.8 Japan 0.8 0.5 2.0 2.0 2.0

Denmark -1.0 1.8 -2.9 -2.7 -2.3 Denmark 7.1 7.7 7.4 7.0 6.3

Norw ay 10.8 9.0 7.0 5.4 6.0 Norw ay 10.2 9.7 6.3 5.6 6.5

Sw eden -1.4 -1.9 -1.0 -1.3 -1.6 Sw eden 6.1 5.5 6.4 6.8 6.7

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 0.3 0.6 0.1 0.2 Germany 6.9 7.6 7.9 8.2 8.0

France -4.1 -3.9 -3.8 -3.8 -3.4 France -2.6 -2.3 -1.3 -1.6 -2.2

Italy -2.9 -3.0 -2.6 -2.3 -1.6 Italy 0.9 2.0 2.2 1.9 1.9

Spain -6.9 -5.9 -4.5 -3.5 -2.5 Spain 1.5 1.0 1.4 1.3 1.4

Finland -2.5 -3.3 -3.2 -3.1 -2.9 Finland -1.8 -2.2 -1.0 -0.1 -0.1

Estonia -0.2 0.8 0.2 -0.3 -0.2 Estonia -0.1 1.1 2.4 1.4 1.1

Latvia -0.9 -1.5 -1.7 -1.2 -1.0 Latvia -2.3 -1.9 -1.2 -2.0 -2.0

Lithuania -2.2 -0.7 -0.9 -1.2 -0.5 Lithuania 1.5 3.6 -2.0 -1.0 -1.0

China -1.1 -1.1 -1.3 -1.1 -0.8 China 1.9 2.0 2.0 1.5 2.0

Russia -0.8 -0.7 -4.0 -3.0 -2.0 Russia 1.6 2.9 3.5 2.5 2.0

India -7.6 -7.0 -6.5 -6.0 -6.0 India -1.7 -1.5 -1.0 -1.3 -1.0

Brazil -3.1 -6.2 -7.9 -7.5 -5.8 Brazil -3.3 -4.5 -3.9 -3.6 -3.4

Poland -4.3 -3.3 -2.9 -2.8 -2.5 Poland -1.3 -1.3 -1.0 -1.5 -2.0

1) Weighted average of 186 countries. Weights for all countries and data for Rest of  World are from the most recent  World Economic Out look, by the IM F. The weights are calculated f rom PPP-adjusted GDP-

levels
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Monetary policy rates Monetary policy rate spreads vs Euro area

9.12.15 3M 30.06.16 31.12.16 31.12.17 9.12.15 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 -0.75 -0.65 -0.50 -0.30 Denmark -0.80 -0.80 -0.70 -0.55 -0.35

Sw eden -0.35 -0.35 -0.35 0.00 0.00 Sw eden -0.40 -0.40 -0.40 -0.05 -0.05

Norw ay 0.75 0.75 0.50 0.25 0.25 Norw ay 0.70 0.70 0.45 0.20 0.20

UK 0.50 0.50 0.75 1.25 2.25 UK 0.45 0.45 0.70 1.20 2.20

Sw itzerland -0.75 -0.75 -0.75 -0.75 -0.75 Sw itzerland -0.80 -0.80 -0.80 -0.80 -0.80

Poland 1.50 1.50 1.50 1.00 1.50 Poland 1.45 1.45 1.45 0.95 1.45

Russia 11.00 10.50 9.00 8.00 7.00 Russia 10.95 10.45 8.95 7.95 6.95

China 4.35 4.10 4.10 4.10 4.10 China 4.30 4.05 4.05 4.05 4.05

India 6.75 6.75 6.75 6.75 6.50 India 6.70 6.70 6.70 6.70 6.45

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
9.12.15 3M 30.6.16 31.12.16 31.12.17 9.12.15 3M 30.6.16 31.12.16 31.12.17

US 0.44 0.60 1.10 1.65 2.65 US 0.56 0.75 1.25 1.80 2.75

Euro area -0.12 -0.15 -0.15 -0.15 -0.10 Euro area - - - - -

Denmark -0.18 -0.10 -0.05 0.00 0.10 Denmark -0.06 0.05 0.10 0.15 0.20

Sw eden -0.44 -0.30 -0.25 0.10 0.10 Sw eden -0.31 -0.15 -0.10 0.25 0.20

Norw ay 1.15 1.00 0.90 0.65 0.65 Norw ay 1.27 1.15 1.05 0.80 0.75

UK 0.57 0.60 0.85 1.65 2.65 UK 0.70 0.75 1.00 1.80 2.75

Poland 1.72 1.65 1.50 1.25 1.75 Poland 1.84 1.80 1.65 1.40 1.85

Russia 11.82 11.70 10.50 9.50 8.50 Russia 11.94 11.85 10.65 9.65 8.60

10-year government benchmark yields 10-year yield spreads vs Euro area
9.12.15 3M 30.6.16 31.12.16 31.12.17 9.12.15 3M 30.6.16 31.12.16 31.12.17

US 2.20 2.30 2.60 2.90 3.50 US 1.53 1.80 1.95 2.00 2.20

Euro area 0.67 0.50 0.65 0.90 1.30 Euro area - - - - -

Denmark 0.92 0.80 0.95 1.20 1.50 Denmark 0.25 0.30 0.30 0.30 0.20

Sw eden 0.87 0.95 1.00 1.20 1.75 Sw eden 0.21 0.45 0.35 0.30 0.45

Norw ay 1.61 1.70 1.80 1.95 2.30 Norw ay 0.95 1.20 1.15 1.05 1.00

UK 1.86 2.00 2.25 2.80 3.35 UK 1.19 1.50 1.60 1.90 2.05

Poland 2.69 2.80 2.80 3.00 3.25 Poland 2.03 2.30 2.15 2.10 1.95

Exchange rates vs EUR Exchange rates vs USD
9.12.15 3M 30.6.16 31.12.16 31.12.17 9.12.15 3M 30.6.16 31.12.16 31.12.17

EUR/USD 1.092 1.08 1.03 1.00 1.10 -

EUR/JPY 134.0 130 121 115 121 USD/JPY 122.7 120 117 115 110

EUR/DKK 7.461 7.46 7.46 7.46 7.45 USD/DKK 6.835 6.91 7.24 7.46 6.77

EUR/SEK 9.260 9.30 9.10 8.80 8.80 USD/SEK 8.483 8.61 8.83 8.80 8.00

EUR/NOK 9.536 9.20 9.00 8.80 8.50 USD/NOK 8.737 8.52 8.74 8.80 7.73

EUR/GBP 0.727 0.69 0.66 0.66 0.72 GBP/USD 1.502 1.57 1.56 1.52 1.53

EUR/CHF 1.083 1.08 1.09 1.09 1.10 USD/CHF 0.992 1.00 1.06 1.09 1.00

EUR/PLN 4.344 4.20 4.10 4.00 3.80 USD/PLN 3.980 3.89 3.98 4.00 3.45

EUR/RUB 75.86 69.7 62.3 58.0 61.6 USD/RUB 69.50 64.5 60.5 58.0 56.0

EUR/CNY 7.013 6.97 6.70 6.60 7.04 USD/CNY 6.425 6.45 6.50 6.60 6.40

EUR/INR 72.87 71.3 67.0 64.0 66.0 USD/INR 66.76 66.0 65.0 64.0 60.0

EUR/BRL 4.165 4.21 4.02 3.80 4.13 USD/BRL 3.816 3.90 3.90 3.80 3.75
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