Growth in Nordics between 1 and 2 % in 2020
Corona weighs on interest rates and Scandies
Special theme: Finland is getting too old

Growth is slowing down in the Nordic economies.
So far, the trade war, the global confidence glut
and the Corona virus have had limited effects on
the Nordics, the main channels being weaker
investments and slower export growth. If the
global insecurity deepens, industrial order books,
which have already started to empty in Finland
and Sweden, will start to look considerably
gloomier during Q1 and Q2. On the other hand,
industrial confidence seems to have bottomed in
Sweden and Denmark pointing towards a better
development in 2020. Finland, however, still has
falling industrial confidence. All in all, the signals
from the exporting sector are rather mixed.
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Even if the global setup is challenging the Nordics
keep getting support from resilient and strong
domestic demand. The good, and still improving,
labour market situation, low interest rates and
favourable disposable income developments keep
supporting households in 2020.

We expect favourable labour market
developments in all Nordics going forward,
even if unemployment seems to have
bottomed.
-Heidi Schauman, Chief Economist Finland
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We expect this development to continue even if
we have also seen negative signs in the labour
market recently. In Sweden the unemployment
rate has started to increase even if employment
still is growing, emphasizing structural matching,
problems rather than weak demand.
In Finland unemployment is increasing in some
groups, but overall unemployment has been
stagnant for a year, while employment is still
rising. In Norway and Denmark, the
unemployment rate is considerably lower than in
Sweden and Finland, but also in these countries
the unemployment rate is not falling anymore,
which underlines that the sharpest improvements
probably are behind us in the labour markets.

Rather large surprises in either growth, inflation
or the financial surrounding are needed in order to
get the central banks moving again.

Given the very uneventful outlook for monetary
policy we do not foresee any large changes in
market interest rates besides market jitters
related to the insecurity surrounding the Corona
virus. We expect a slight upward pressure on
longer rates during the year.
The overall picture is still very risk filled and if the
negative risks materialize, additional monetary
easing will be warranted, even if the tool box of
the central banks are rather empty. Further rate
cuts might be mentally difficult for central banks,
but additional QE purchase cannot be excluded if
the overall sentiment turns sour.

Underlying inflation pressure is still rather weak
and we see no large changes in monetary policy
either in Sweden, Norway or the euro area and
Denmark during 2020. The ECB is for the moment
doing a much-awaited strategic review of its
monetary policy and implementing the policy
decisions done in September 2019, including QE
purchases worth 20 bn per month.
The Riksbank did its big move in December 2019
when it hiked its main interest rate to zero.
Nothing new is awaited during the year. From
Norges Bank we expect no more hikes after the
hiking cycle that ended in September 2019.
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We expect both the SEK and NOK to stay weak
going forward. The continued weakness of the
global economy and during the past months also
the Corona virus fears put pressure on the two
currencies. In Norway also the longer-term
disinvestment trend among both investors and
companies adds to the weakness.
The euro has overall been rather stable during the
past year and we do not see any large
appreciation pressure of the euro if the Brexit
process continues in a controlled way and if the
trade war does not turn towards Europe, which
cannot be excluded, but which is not our baseline
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Finland struggles with consequences of rapid ageing
Long term fiscal sustainability problem evident
Current government has not taken measures that will close the sustainability gap

Finland’s working age population is shrinking fast.
The big cohorts born in the aftermath of WWII
have exited the working age population and much
smaller cohorts are entering. Age-related health
and care spending is estimated to increase rapidly,
putting pressure on public finances.
The problematic age structure has been known
for long, but much needed but unpopular reforms
have not been done in a sufficient manner.
Reforms have been done, and the employment
rate has increased, but not enough. Also, the
current government appears unwilling to push
through tougher reforms and instead focuses on
soft, but insufficient, measures for boosting the
employment rate.
Finland is now in a situation when it starts to be
urgent to do reforms to avoid a rapid increase in
public indebtedness.

20 percentage points in the coming 15 years
according to the Economic Policy Council.

In Finland the old-age-dependency ratio has
already surged to 35 %, which means the
population aged 65 or older is as large as 35 % of
the working age population. This ratio is forecast
to continue to increase to close to 45 in 20 years.

Due to rapid ageing of the population
Finland has some very difficult questions
to solve, and time is running out.
-Heidi Schauman, Chief Economist Finland

Finland’s debt-to-gdp ratio was in Q3 2019 59,4
% and is projected to continue growing. Finland is
already in a situation where it is expected to
breach the Stability and Growth Pact threshold of
60 % in the near future. Without policy changes
the deb-to-GDP-ratio will increase by more than

Completed: 26 February 2020. 09:11

Disseminated: 26 February 2020. 09:11

In order to take the public finances to a
sustainable long-run path and close the future
sustainability gap action is needed. This will be
the big test for Sanna Marin, the world’s youngest
prime minister.
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This report has been compiled by analyst(s) at Swedbank Macro Research, a unit
within Swedbank Research that belongs to Swedbank Large Corporates &
Institutions (“LC&I”). Macro Research are responsible for preparing reports on
economic developments in the global and domestic markets. Macro Research
consists of research departments in Sweden, Norway, Finland, Estonia, Latvia, and
Lithuania.
Swedbank Macro Research bases the research on a variety of aspects and analysis.
For example: A fundamental assessment of the cyclical and structural economic,
current or expected market sentiment, expected or actual changes in credit rating,
and internal or external circumstances affecting the pricing of selected FX and
fixed income instruments. Based on the type of investment recommendation, the
time horizon can range from short-term up to 12 months.
Recommendations in FX and fixed income instruments are done both in the cash
market and in derivatives. Recommendations can be expressed in absolute terms,
for example attractive price, yield or volatility levels. They can also be expressed in
relative terms, for example long positions versus short positions. Regarding the
cash market, our recommendations include an entry level and our recommendation
updates include profit and often, but not necessarily, exit levels. Regarding
recommendations in derivative instruments, our recommendation include
suggested entry cost, strike level and maturity. In FX, we will only use options as
directional bets and volatility bets with the restriction that we will not sell options
on a net basis, i.e. we will only recommend positions that have a fixed maximum
loss.
The analyst(s) responsible for the content of this report hereby confirm that
notwithstanding the existence of any such potential conflicts of interest referred
to herein, the views expressed in this report accurately reflect their personal
views about the securities covered. The analyst(s) further confirm not to have
been, nor are or will be, receiving direct or indirect compensation in exchange for
expressing any of the views or the specific recommendation contained in the
report.
This report by Macro Research is issued by the business area LC&I within
Swedbank AB (publ) (“Swedbank”). Swedbank is under the supervision of the
Swedish Financial Supervisory Authority (Finansinspektionen). In no instance is
this report altered by the distributor before distribution.
In Finland this report is distributed by Swedbank’s branch in Helsinki, which is
under the supervision of the Finnish Financial Supervisory Authority
(Finanssivalvonta).
In Norway this report is distributed by Swedbank’s branch in Oslo, which is under
the supervision of the Financial Supervisory Authority of Norway (Finanstilsynet).
In Estonia this report is distributed by Swedbank AS, which is under the
supervision of the Estonian Financial Supervisory Authority (Finantsinspektsioon).
In Lithuania this report is distributed by “Swedbank” AB, which is under the
supervision of the Central Bank of the Republic of Lithuania (Lietuvos bankas).
In Latvia this report is distributed by Swedbank AS, which is under the supervision
of The Financial and Capital Market Commission (Finanšu un kapitala tirgus
komisija).
This document is being distributed in the United States by Swedbank and in
certain instances by Swedbank Securities U.S. LLC (“Swedbank LLC”), a U.S
registered broker dealer, only to major U.S. institutional investors, as defined
under Rule 15a-6 promulgated under the US Securities Exchange Act of 1934, as
amended, and as interpreted by the staff of the US Securities and Exchange
Commission. This investment research is not intended for use by any person or
entity that is not a major U.S institutional investor. If you have received a copy of
this research and are not a major U.S institutional investor, you are instructed not
to read, rely on or reproduce the contents hereof, and to destroy this research or
return it to Swedbank or to Swedbank LLC. Analyst(s) preparing this report are
employees of Swedbank who are resident outside the United States and are not
associated persons or employees of any US registered broker-dealer. Therefore,
the analyst(s) are not subject to Rule 2711 of the Financial Industry Regulatory
Authority (FINRA) or to Regulation AC adopted by the U.S Securities and Exchange
Commission (SEC) which among other things, restrict communications with a
subject company, public appearances and personal trading in securities by a
research analyst.
Any major U.S Institutional investor receiving the report, who wishes to obtain
further information or wishing to effect transactions in any securities referred to
herein, should do so by contacting a representative of Swedbank LLC. Swedbank
LLC is a U.S. broker-dealer registered with the Securities and Exchange
Commission and a member of Financial Industry Regulatory Authority and the
Securities Investor Protection Corporation. Its address is One Penn Plaza, 15th Fl.,
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New York, NY 10119 and its telephone number is 212-906-0820. For important
U.S. disclaimer, please see reference:
http://www.swedbanksecuritiesus.com/disclaimer/index.htm
In the United Kingdom this communication is for distribution only to and directed
only at "relevant persons". This communication must not be acted on – or relied on
– by persons who are not "relevant persons". Any investment or investment
activity to which this document relates is available only to "relevant persons" and
will be engaged in only with "relevant persons". By "relevant persons" we mean
persons who:
Have professional experience in matters relating to investments falling
within Article 19(5) of the Financial Promotions Order.
Are persons falling within Article 49(2)(a) to (d) of the Financial Promotion
Order ("high net worth companies, unincorporated associations etc").
Are persons to whom an invitation or inducement to engage in investment
activity (within the meaning of section 21 of the Financial Services and
Markets Act 2000) – in connection with the issue or sale of any securities –
may otherwise lawfully be communicated or caused to be communicated.
All information, including statements of fact, contained in this research report has
been obtained and compiled in good faith from sources believed to be reliable.
However, no representation or warranty, express or implied, is made by Swedbank
with respect to the completeness or accuracy of its contents, and it is not to be
relied upon as authoritative and should not be taken in substitution for the
exercise of reasoned, independent judgment by you.
Be aware that investments in capital markets – such as those described in this
document – carry economic risks and that statements regarding future
assessments comprise an element of uncertainty. You are responsible for such
risks alone and we recommend that you supplement your Decision-making with
that material which is assessed to be necessary, including (but not limited to)
knowledge of the financial instruments in question and the prevailing
requirements as regards trading in financial instruments.
Opinions contained in the report represent the analyst's present opinion only and
may be subject to change. In the event that the analyst's opinion should change or
a new analyst with a different opinion becomes responsible for our coverage, we
shall endeavour (but do not undertake) to disseminate any such change, within
the constraints of any regulations, applicable laws, internal procedures within
Swedbank, or other circumstances.
If you are in doubt as to the meaning of the recommendation structure used by
Swedbank in its research, please refer to “Recommendation structure”.
Swedbank is not advising nor soliciting any action based upon this report. If you
are not a client of ours, you are not entitled to this research report. This report is
not, and should not be construed as, an offer to sell or as a solicitation of an offer
to buy any securities.
To the extent permitted by applicable law, no liability whatsoever is accepted by
Swedbank for any direct or consequential loss arising from the use of this report.
In Swedbank Macro Research, a unit within Swedbank Research, internal
guidelines are implemented in order to ensure the integrity and independence of
the research analysts. For example:
Research reports are independent and based solely on publicly available
information.
The analysts are not permitted, in general, to have any holdings or any
positions (long or short, direct or via derivatives) in such Financial
Instruments that they recommend in their investment analysis.
The remuneration of staff within the Swedbank Macro Research department
may include discretionary awards based on the firm’s total earnings,
including investment banking income. However, no such staff shall receive
remuneration based upon specific investment banking transactions.
An investment recommendation is normally updated twice a month. This material
may not be reproduced without permission from Swedbank Research, a unit
within LC&I. This report is not intended for physical or legal persons who are
citizens of, or have domicile in, a country in which dissemination is not permitted
according to applicable legislation or other Decisions.
Produced by Swedbank Research, a unit within LC&I, Stockholm.
Swedbank LC&I, Swedbank AB (publ), SE-105 34 Stockholm.
Visiting address: Malmskillnadsgatan 23, 111 57 Stockholm.
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