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GLOBAL OVERVIEW

Down, and up and then down again. We have due to the coronavirus pandemic entered a period of
extreme real-economy volatility. It started with unprecedented drops in GDP in the first half of the
year, after that a strong rebound, and now again lockdowns and bleaker economic prospects due to a
new wave of the pandemic.
It is time to say goodbye to v-, u-, or swoosh-shaped recovery options. It is all starting to look more
like a fading sine wave. A little bit like when you meet another boat at sea: the first wave is the
biggest and for every new wave you hit the bumping becomes smaller and smaller. At some point,
there will again be calm waters.

After the catastrophic first and second quarters of 2020, when large parts of the world economy
were in free fall, there has been an impressive rebound. Confidence has improved, industrial orders
have picked up a lot in many countries, and labour market indicators have rebounded. The third
quarter in many ways surprised with its strength.
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But, after a summer and early autumn with improving activity and a fading pandemic, the COVID-19
cases have risen over the last few months in many regions of the world, and the promising recovery
has had to give way to weaker confidence and a gloomier near-term outlook.
The Nordics and Baltics have so far economically coped with the crisis better than many regions in
Europe, but will continue to be vulnerable, due to both a fragile pandemic situation at home and
weaker external demand. We are now in a situation where, although the first steps towards a
recovery have been taken, growth is going to be volatile as the world economy adjusts and adapts to
a fading virus and a possible vaccine. At the same time, other growth drivers will start to dominate.
In light of the changed circumstances, we are making some small, but not insignificant, changes to
our economic forecasts from August, when we assumed that a vaccine or medicine would provide us
with a smoother way out of the recession. Now we see that the major channel of recovery, which the
vaccine will support in 2021, is better business and consumer confidence. To make the vaccine available across the world will take time, and, most important, surveys show that half of the population is
not planning to get vaccinated. This means that, although the vaccine will help to slow the spread of
the virus, especially among the most vulnerable, it will not eliminate the virus from our lives.
In our new forecast, the rebound is delayed and considerably more uneven than earlier thought. The
global economy will shrink by 3.9% (-5% in August forecast) in 2020 and then grow by 4.7% in 2021
(5% in August forecast). Our view of 2020 is upward revised due to a stronger-than-expected
recovery during the summer. The latest developments have, however, been weaker, and the outlook
for the fourth quarter of this year and 2021 has deteriorated somewhat. The US economy takes a
considerably smaller blow than the euro area economy, but China for now looks like the short-term
winner in this pandemic-driven recession.

We have made upward revisions to the Nordic countries’ growth forecasts for 2020, due to a
remarkably strong rebound in the third quarter. All Nordics are now seen to have their GDP levels
shrink between 3% and 4% in 2020, much less than feared in the spring and much less than the euro
area average of -7.3%. Even if 2020 appears to be a better year than envisaged, the outlook for the
beginning of 2021 is gloomier than previously expected, and we forecast a stronger recovery to take
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hold only in the second half of the year. The Baltics have had a more uneven experience of the crisis,
with Lithuania, so far, suffering less than either Estonia or Latvia, but we expect a rather strong
recovery in all the Baltics in 2021.
The recovery will be marked by large regional and sectoral differences. China seems to be on a more
stable growth path, which will, if it continues, also support a European, Nordic, and Baltic recovery
driven by traded goods. World trade saw a significant rebound during summer and will continue to
pick up. Many sectors that were seen as temporary victims of the lockdowns are now facing longerterm challenges, and large structural changes will have to take place. Areas such as travel, culture,
and many other services will continue to struggle in a pandemic-ridden society for as long as people
avoid venues where the infection can spread. At the same time, many other sectors will recover or
even prosper when consumption patterns adapt to new realities.

The inevitable restructuring of the economy is also a difficult question from a policy perspective:
Which are the companies that should be helped through the recession? In 2020, general support
packages to the corporate sectors have been used in order to build a bridge to the other side of this
pandemic. But, as the virus fades, some sectors are recovering while others are not, and will perhaps
never. At this point it is too early to say how large the structural changes will be and how long the
recovery may take in sectors such as travel; nonetheless, the situation is creating a very difficult
policy dilemma for governments globally. A different mix of policy tools, as opposed to one-size-fitsall-solutions, will be needed going forward in order to solve the diverse set of challenges following
from the pandemic and the subsequent lockdowns.
Massive policy stimulus, both fiscal and monetary, has in many ways defined the past year. Public
debt has already risen a lot globally and will continue to do so for years to come in many countries.
Central bank balance sheets have risen to levels never seen before. Even if the public debt increase is
problematic in the longer term, there are also short-term risks related to cutting back stimulus too
fast, and thereby pushing vulnerable economies back into recessions. This question is maybe most
central in many southern European countries, where public debt was already high before the crisis
and where debt has risen exceptionally fast during the past months. Hence, balanced approaches to
public spending and support are needed going forward, still keeping in mind that a return to prudent
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fiscal policies is needed when the pandemic risks have faded. For this reason, it is important to push
forward structural reforms even during the pandemic and to steer borrowed money wisely into
productive investments, which could accelerate potential growth and ease consolidation of public
finances in the post-pandemic future.

Interest rates remain at historically low levels across the world. Policy rates are zero or negative, and
long-term government bond rates are extremely low. Ten-year German government bonds yield
about -0.5% in nominal terms and -1.3% in real terms (inflation-protected bonds). Ten-year US
government bonds yields are higher, at about 0.8% in nominal terms, but more similar in real terms,
at close to -1%.

Central banks around the globe continue their massive monetary stimulus, aimed at pushing up
inflation, boosting real economy activity, and ensuring financial market stability. The government
bond rates currently reflect the large asset purchases by central banks and an implicit willingness to
support the large fiscal stimulus of governments. In many cases, this support is essential for high and
rapidly rising government debt to remain sustainable. Fiscal stimulus has, in turn, been essential for
households and companies to keep afloat during the crisis, but these measures will at some point
need to be scaled down.
Long-dated rates usually, but not always, rise as recessions end. For US rates, we see some signs of
this now, reflecting expectations of a broader vaccine-driven economic upswing, combined with more
fiscal stimulus under a new government. We expect long-dated rates to rise only moderately in the
years ahead in the US and even less in the euro area.
The low interest rate environment has increased demand and prices for other assets on a broad scale,
helping to boost a rally in equities, credit bonds, and alternative ways to store value, such as gold.
Global equities have come back close to all-time-high levels. The rally has, however, been quite
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uneven, and much driven by technology related companies and the FAANGM1 stocks, which alone
now account for about 25% of the US equity market. These stocks have largely benefitted from
coronavirus.
Global credit spreads have narrowed to average historical levels. Together with ultra-low benchmark
rates, this means that the total cost of borrowing for most firms is now at a record low. At the same
time, the credit market recovery has also been uneven. As risk taking in the financial system has
increased, credit spreads for companies with high credit quality is largely back to pre-crisis levels,
while riskier debt still demands significantly higher premiums.
As the recovery broadens next year, we expect improvements in equity and credit markets to broaden
as well. Cyclical sectors and riskier debt stand to gain the most from this economic upswing,
benefitting also from continued fiscal and monetary support.
We expect short-term interest rates to remain ultra-low and asset purchase programmes to continue
for as long as it takes to get through the crisis. There is a risk that the high levels of indebtedness for
both governments and companies will make it hard for central banks to raise interest rates. The
Federal Reserve, the ECB, and the Bank of Japan look increasingly trapped into low interest rates,
perhaps forever.
Sweden and Norway have low levels of government debt, which could give more room for rates to
rise over time. We expect Norges Bank to raise policy rates already by 2021. The scope for raising
rates in Sweden is likely smaller, as the Riksbank will stay committed to the inflation target and
inflationary forces remain subdued.

The Swedish and Norwegian currencies were hit hard in the early parts of the crisis but have since
regained considerable strength. We see the Swedish krona as close to fairly valued against the euro
and envision only a slight further strengthening towards 10 krona per euro in the year ahead. The

1

Facebook, Apple, Amazon, Netflix, Alphabet (parent company of Google) and Microsoft.
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Norwegian krone has more potential to strengthen as Norges Bank raises rates but, at the same
time, capital outflows related to the oil sector will be a considerable drag.

We make the following forecast assumptions regarding coronavirus and mitigating measures:
In the near term, the increased spread of the virus will lead to more physical-distancing
measures in many countries. These measures will, however, be more local and targeted and not
reach the high levels seen during the spring.
Later in 2021, the physical-distancing measures are gradually relaxed as the spread of the virus
slows. At the end of 2021, or early 2022, the impact of the virus fades further, and basically all
physical-distancing measures are lifted.

Continued uncertainty will weigh on economic activity in the short run.
The pace of the overall recovery will be slower than previously assumed. However, the lows in
economic activity registered during the spring will not be reached.
As physical-distancing measures are relaxed, the economic recovery broadens and accelerates.
The economic recovery is supported by super-expansionary monetary and fiscal policies during
the whole forecast horizon.
The economic recovery will be uneven across sectors. The branches that are currently suffering,
such as tourism and other services relying on physical interaction, are expected to face
headwinds also in the near term. Other sectors, on the other hand, that have recovered strongly
over the past few months, such as exports of goods and retail sales, may continue to do well if
complete lockdowns are avoided.
Even if the virus situation were to improve relatively quickly, the economic recovery may come
with a delay since households and companies are likely to stay cautious for yet some time
before regaining risk appetite. Also, the already long-lasting crisis may cause scarring effects on
parts of the economy, which will further hinder the recovery.
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After a strong rebound during the third quarter, coronavirus is again resurging, and the euro area
economic recovery is losing momentum. This implies that next year’s rebound will be more muted
than what we forecast in August. Especially for the services- and tourism-reliant southern Europe,
the second virus wave and related physical-distancing measures are likely to have strong negative
economic effects. The recovery will likely be stretched out over a longer period and be more uneven
than what we expected in the summer.

Change in GDP during the first half of 2020 compared with the first half of 2019; EU average -9.3%

Sources: Swedbank Research & Macrobond.

There are also bright spots among all the gloominess. Confidence indicators for the industrial sector
continued to improve in October; German industrial confidence, especially, indicates strong growth,
but the rebound in industrial production is encouraging on a broader scale, not only in Germany.
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Manufacturing is likely to outperform services in the near term as goods trade will not suffer as
much as services from a prolonged period of physical distancing.
Divergence across regions and sectors is what we expect to see going forward and there is a
considerable risk of desynchronisation of the European business cycle. This would be problematic,
especially from a monetary policy perspective, but it would also put additional pressure on EU-level
fiscal stimulus if the countries suffering the most have limited fiscal space. The European recovery
fund is only a partial solution needing further changes in order to create a stable and lasting
economic framework. Permanent automatic fiscal stabilisers would go a long way towards
alleviating the risk related to a desynchronisation of the business cycle but implementing these are
politically difficult. The recent issuance of EU social bonds revealed record-high demand for EU debt,
which signals that financial markets approve of the central European fiscal measures, but also
indirectly reflects the massive demand for bonds from the central bank.
Even if accumulation of massive public debt is problematic in Europe for now, this is a second-order
problem. In the current juncture, it is important not to consolidate the fiscal position too quickly. This
could endanger the fragile and uneven recovery taking hold in countries struggling with fighting the
pandemic while keeping the economy running. This is a particularly large risk in prudent countries like
Germany, but also in the Baltics and Nordics, which want to return to fiscal surplus as soon as
possible.
The ECB will continue to play an active part in economic policy going forward. Massive bond
purchases continue and will most likely be expanded and prolonged. But we also expect more longterm refinancing operations will support the banking sector and lending to corporates and
households, by providing financing to banks at lower costs than the official central bank interest rate.
In the UK, the end of the Brexit transition period is creating uncertainty and continues to weigh on
the economy. This also increases risks for countries such as Ireland, Germany, the Netherlands, and
Belgium, which are highly dependent on trade with the UK. British data show a rebound during the
summer with support from expansionary fiscal and monetary policy. The recovery has, however, lost
speed, and the economic outlook has worsened since August with the virus resurgence and new
restrictions, just like in continental Europe.

At the time of finalising this forecast, the results from the US election were still unknown. Our
forecast is based on a Biden victory, which was in line with predictions and opinion polls ahead of the
election. Should we be wrong in this assumption it would still not have major implications for the
economic outlook over this rather short forecast horizon. With a Trump victory we would, however,
expect marginally lower growth due to a somewhat less expansionary fiscal policy.
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As in many countries the rebound in the US economy has been faster than expected. Activity data, as
well as employment, continued to improve over the summer, but some data started to level off at the
end of the third quarter. As the virus is spreading, and additional fiscal stimulus is absent, it is hard to
see that the economic momentum will return in the near term. That said, we do however, expect
growth picking up notably later in 2021 and 2022.
With the assumed Biden victory, we expect enormous stimulus bills to be approved in 2021. This
would boost household consumption, especially by low- and middle-income consumers, and lift
government spending. Also, infrastructure investments as well as other “green” investments are
expected to pick up going forward but will take time to get an effect. The Biden plan is not expected
to be implemented in full, but it will be large enough to put the economy on a stronger footing, and a
full recovery in GDP is expected by end-2021. Next year, the recovery will continue and broaden to
include the export sector. Both 2021 and 2022 are expected to register growth rates much higher
than in the last decade.
However, the Biden plan also poses some long-run risks to the economy. Possibly more regulation
will be implemented, and corporate taxes may be increased, which could decrease business incentives
to invest; also, small firms will find more regulations challenging. The trade relationship with China is
expected to remain frosty, as some protectionism will continue, though it may be somewhat softer
than in the past.

Finally, the long-term fiscal position is expected to deteriorate further. Under current laws on taxes
and spending, the Congressional Budget Office, in its September projections, estimated that the
federal public debt would be historically large (195% of GDP by 2050). A mitigating factor of the
indebtedness is that interest rates are low and are expected to remain so for many years. The fed
funds interval of 0-0.25% is expected to remain unchanged through at least 2022. Thus, if more
stimulus is needed, the Fed will work with balance sheet measures in coming years; as public debt
increases, we expect the Fed to increase its asset purchases.
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The rebound in the Chinese economy that started in the second quarter has solidified and become
more broad based: while industry continues to lead, services production is catching up. Retail sales
has also returned to growth after a period of stagnation and consumption should continue to
improve as labour market uncertainty wanes. The strength in China’s exports during the past few
months has been remarkable, driven by the sales of electronics, medical products, and other
pandemic-related goods. However, weakness in the global economy will limit the upside until the
virus uncertainty fades.
The surprising strength of China’s recovery also means less pressure for strong stimulus going
forward. Monetary stimulus has remained moderate, and, while credit growth has picked up, it is
nowhere near the pace seen after the last crisis. A shift in policy from stimulus towards containment
of financial stability risks is expected to lead to a moderation in the pace of GDP growth beginning
the second half of next year.
China’s climate ambition has increased which is expected to imply large green investments. In the
long run though, it also means that wasteful industrial spending to boost short-term growth must
be reined in. The Chinese government is also targeting a more domestically driven economy and
diversification of exports across countries, in order to increase the resilience of the economy.
In the long term, the government will prioritise these structural reforms and financial stability rather
than very high growth rates. Technological decoupling from the US and Europe and an ageing
demographic also weigh on China’s long-term growth potential. Political and trade-related conflicts
with the US will continue regardless of the outcome of the US election, though Biden’s policies would
be more predictable. We expect the US-China tariffs to remain at around their current levels in the
near future. Geopolitical risks remain, especially around the Taiwan strait, but no major escalation
takes place in our main scenario.
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Globally, the green stimulus remains disappointing. Spending that can be classified as green added up
to only around 1% of total global stimulus by September according to estimates by BNEF. Indeed, the
support targeting fossil-intensive sectors is estimated to be five times as large.2
The green stimulus has largely been limited to Europe, especially France and Germany, as well as
South Korea, while fossil-intensive stimulus has been deployed in many countries across the globe.
The green stimulus has largely focussed on reducing carbon emissions, with spending in areas such
as electric transport, clean power, and energy efficiency. The net effects of crisis spending on
biodiversity and ecosystems could, therefore, be even more negative than the effects on climate.

There are also glimpses of light, however. The climate spending promised in the EU recovery fund and
long-term budget would increase the green stimulus nearly fourfold. The EU Commission wants to
partly finance the recovery fund with green bonds, which should help ensure that the money is really
channelled to green investments. Despite the crisis, global clean energy investment declined only
slightly over the first half of this year. The issuance of green bonds increased sharply in the third
quarter, which is a positive sign of coming investment.
Perhaps most important, unlike during the financial crisis, global climate ambitions have not been
dimmed but, on the contrary, intensified. China recently announced a target of carbon neutrality by
2060 and a peak in emissions before 2030. While the policies to be implemented in the near term
may not be as ambitious, they are likely to spur large green investments. The EU is also negotiating a
more stringent 2030 emission target and has plans to strengthen its emission trading system. South
Korea and Japan have also committed to carbon neutrality by 2050. In the US, Joe Biden has promised
huge green investments and pledged to re-join the Paris agreement and to target net-zero emissions
by 2050 if he is elected. Together, these policy commitments could be a game changer for global
climate action. Thus, even if the recovery has been rather grey so far, it is not coal black.

2

Read more in our previous analyses on green recovery spending and the climate implications of the US election here.
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Denmark stands out, with substantial green spending, that is significant even at a global level.
Sweden and Norway have boosted their green spending during the fall, but the direct spending in
Finland, Norway and Sweden remains modest compared to Germany and France. Norway’s crisis
support to the oil-related sector has been considerable. Overall, it’s positive that the Nordic countries
have still made substantial green investments. In Sweden and Finland, the work on removing harmful
subsidies and green tax-reforms has also continued.

In Sweden, Finland, and Norway, transport, including railways and electrification, receives a large
share of the green spending. All Nordic countries have announced support to energy efficiency
projects, R&D, and emission-reduction measures in manufacturing industries. Norway’s plan also
includes support to carbon capture and storage. These plans are generally sensible and in line with
local investment needs.
Additional green measures are likely going forward, and the budget plans for 2022 will probably be
more ambitious regarding green investment than before the crisis. To get the green recovery going,
the Nordic countries should also advance more concrete long-term policy strategies.
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As we enter the chillier part of the year, the coronavirus pandemic has once again taken hold of
Sweden, even though the economy has fared better this year than we previously anticipated. The
GDP drop this year stays at 3.5%. The rising spread of the virus is increasing the uncertainty about
the strength of the recovery, and there are already ominous signs that activity has begun to weaken.
We have, therefore, revised down the outlook for next year to just over 2%. A more marked recovery
will be delayed until the second half of 2021, and growth in 2022 is expected to be just over 3%.
In the labour market, the turnaround will be sluggish, and unemployment remains stubbornly high.
Monetary policy remains expansionary, while fiscal policy will roll out measures of an unprecedented
nature. Yet, we anticipate that the government will have to do even more in the coming years. These
are not only coronavirus-related expenditures, but also resources needed to meet the challenges of
high unemployment, demographic changes, and green investment.

Large parts of the economy suffered a major blow when the coronavirus broke out in the second
quarter. However, exports and industrial output, which fell sharply in the wake of severe restrictions
on key export markets, have recovered better than expected. Still, the recent increase in the spread of
infection, not least in Europe, raises concerns about developments in industry. Nonetheless, as we do
not believe that the total lockdowns of the past spring in Europe will be repeated, we therefore do
not expect that the industrial sector will be hit as hard as it was then.
Current data indicate that the economic recovery has lost momentum. The monthly activity indicator,
hours worked, and households' card transactions from Swedbank Pay, all show a much slower
development since August. We expect economic activity to stagnate, or even shrink slightly, in the
fourth quarter, compared with the third quarter. Sentiment indicators, such as the purchasing
managers' index, also point to a more cautious sentiment in the economy.
Households, as a whole, have done well economically during the crisis. Government measures, in the
form of generous short-term furlough schemes, increased unemployment benefits, and abolition of
qualifying day of sickness, have helped households. Although short-term furloughs are now less
generous, lower taxes, combined with an improvement in the labour market and future wage
increases, will help to boost households’ income next year.
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Household consumption patterns pinpoint the two-tiered economic development created by the
crisis. Nearly half of households' basket of consumption, mainly in consumption of services, is
evolving weaker than normally, in some cases much weaker. Read more about the restaurant sector
in the in-depth (page 21). When households stayed at home to a greater extent, grocery shopping
and sales linked to "home refurbishing” benefitted. But this has not fully compensated for the fall in
the consumption of services, and household savings are expected to increase significantly this year.
Public consumption has developed weaker this year compared to last year as some public services
have not been fully kept up in the wake of the pandemic. At the same time, the government has
significantly increased state subsidies to municipalities and regions. Despite the major challenges
facing the local government sector, the situation has paradoxically led to large surpluses for the local
governments this year. However, we see this as very temporary. The needs of the welfare sector,
including pent-up care needs and those resulting from rapid demographic change, are expected to be
significant in the coming years and require increases in investment and municipal consumption.

Investments so far this year have been more resilient than expected, partly due to increased housing
investment. However, the uncertainty among companies is significant, and we expect investment to
be weak during the next year before the uncertainty dissipates in 2022.
Unemployment, which rose sharply in the second quarter to 9% from just over 7% in the first
quarter, has levelled off at just above 9% in the autumn. The slowdown in the economy, evidenced by,
inter alia, gloomy warnings about increases in the number of redundancy notices, means that the risk
of slightly higher unemployment this winter prevails. During the forecast horizon, unemployment is
slowly turning downwards to reach just over 8% by the end of 2022. We estimate that around
135,000 more people will be unemployed this winter than before the crisis, and it is the youth and
the young adults who have been hit hardest. This could have been even worse without the
government intervention. Short-term furloughs have saved very many from unemployment, and
more youth and young adults have begun to study. Data from the Swedish Board of Student Finance
(CSN) suggest that at least 60,000 more people than last year are expected to study this autumn,
which corresponds to just over 1 percentage point of the workforce. It is mainly interest in higher
education that has increased, but interest in municipal adult education has also picked up.
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The crisis led to the exposure of structural problems. One such problem is that young people and new
immigrants have been hit hard and are now even further away from the prospect of finding a job,
while long-term unemployment is increasing. Unlike other European countries, unemployment in
Sweden began to rise even before the crisis, when many new immigrants entered the labour market.
To fix these problems, labour market and education policies are needed. It is good that the
government has increased the number of education and training places, but continued efforts are
important; they also must be of a good quality and fit to meet the needs of the employers. The rapid
pressure for transformation in the economy, not least for digitalisation accelerated by the
coronavirus crisis, also pinpoints the need for regular education possibilities throughout people’s
professional careers.

The housing market has been resilient during the coronavirus crisis. There are several explanations
for this, and one of them might be that households have re-evaluated their housing needs. This has
been reflected in an increase in demand for single-family homes and larger tenant-owned
apartments. Continued low interest rates combined with the various government measures to keep
household incomes up, have also supported the rise in prices. There are also other underlying
explanations for the high prices. Among other things, the economic policy over the past years has led
to a high demand for owned housing, as alternatives to owned housing in practice are few. In
addition, the overall tax burden on owned housing is light. The temporary possibility for banks to
grant borrowers an exemption from the amortisation requirements may also have contributed to the
recent upturn. As the coronavirus situation stabilises in 2021 and 2022 and household consumption
patterns normalise, we expect price increases to gradually slow in the coming years.

The government deficit this year will be smaller than previously expected thanks to the economic
recovery and less costly emergency measures. But it is clear that the crisis will be protracted, and
that many parts of the economy are far more affected than others. Fiscal policy, therefore, needs to
remain expansionary for several the years to come. In the budget bill for 2021, the government
announced measures for just over SEK 100 billion next year and SEK 85 billion more in 2022. In
addition to this, we expect additional expenditure, of SEK 25 billion next year and SEK 60 billion for
2022. Initially, the expenditure will be very much coronavirus related but over time further support
to the local government sector to respond to demographic challenges will also be included. We are in

Swedbank Economic Outlook | November 2020 | 19

SWEDEN

favour of a substantial and permanent increase in the level of state subsidies in order to facilitate the
planning of investments and operation by the local government sector. With continued high
unemployment and the need for major changes in working life, as a result of both the coronavirus
and digitalisation, we also foresee continued investments in labour market policy and education. We
also expect more public investment, including to support the green transition, e.g., through
investments in electric transport and railways.
General government net lending is negative throughout the forecast period, and Maastricht debt will
reach just over 42% of GDP in 2022. This is lower than we thought in August and is low both in a
historical and an international perspective.

The Riksbank has been very active during the crisis with measures to ensure liquidity in the financial
system, maintain the credit supply, and keep the general interest rate level down. This is a policy that
we believe the Riksbank will maintain during the forecast period. This has mainly been done through
offers of loans to companies through the banks, krona and dollar loans to the banks on favourable
terms, and the purchase of various types of assets. Asset purchases, which previously encompassed
only government bonds, have been widened during the crisis to include covered bonds, municipal
bonds, commercial papers, and corporate bonds. In light of the deteriorating situation, it is likely that
the Riksbank will extend asset purchases until the second half of 2021. Furthermore, we expect the
Riksbank will make full reinvestments of maturing bonds during the forecast period.
The Riksbank's management has left the repo rate unchanged at zero percent even though inflation
is below the inflation target of 2%. The Riksbank has expressed uncertainty about the long-term
impact on the economy of negative interest rates and has, therefore, found balance sheet measures
to be more effective during the current crisis. We expect inflationary pressures to remain subdued as
a result of the recession that has followed in the wake of the pandemic. This will make it difficult to
reach the inflation target more permanently during the forecast horizon, although inflation is
expected to trend slightly upward. Inflation statistics are currently difficult to interpret, and
households' basket of consumption looks different from the consumer price index (CPI) basket. We
therefore believe that the Riksbank will continue to be patient with the low inflation and leave the
repo rate at zero percent throughout the forecast horizon.
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The economy is divided - while turnover is falling for services based on physical encounters and
travel, it is rising for goods we consume at home. Card transaction data from Swedbank Pay shows
that sales compared with last year are higher for food, consumer electronics, and home
refurbishment activities, while expenses for travel, restaurant visits, etc. are below last year's level.
We expect the differences to persist until the spread of the infection is controlled and the restrictions
are removed.

One sector hit particularly hard during the coronavirus crisis is the restaurant industry, which lost
more than half of its turnover in the spring. The recovery during the summer was strong, but it has
stalled in recent months, and now the turnover is around 15% below last year's level.

Card transaction data, which records where a transaction was carried out, shows that, during the
summer, “staycation” gave a significant boost to some tourist areas. For example, in Gotland and
Österlen restaurants’ turnover exceeded last year's levels during August. In larger cities, the recovery
has been more sluggish. In terms of turnover up until September this year, the drop in Malmö is 34%,
in Stockholm 30%, and in Gothenburg 26%. After the summer’s staycation-effect, sales have fallen
slightly again, and, so far this year, sales with a few exceptions are significantly lower than last year
in all postcode areas.

Unemployment has risen from last year in all labour market regions3 except Övertorneå. At its peak, it
rose in Arvika-Eda by almost 4 percentage points. In the three metropolitan regions – Stockholm3

Labour market region refers to a region in which people live and work, and the classification is based on actual commuting
patterns. In Statistics Sweden's latest classification, from 2018, Sweden is divided into 69 local labour market regions.
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Solna, Gothenburg, and Malmö-Lund – unemployment has risen faster than for Sweden as a whole.
In both Stockholm-Solna and Gothenburg, however, the level of unemployment remains slightly
lower than the average for Sweden.

There is a positive correlation between the share of employed persons in trade, hotels, and
restaurants and the increase in unemployment. Strömstad's labour market region, which has an
exceptionally high proportion of employed in tourism and trade, is an example of a region that has
experienced rapidly rising unemployment as a result of restrictions and reduced cross-border
shopping.
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Sources: Public Employment Service, Statistics Sweden & Swedbank Research

Considering the faster spreading of infection and the new restrictions, we expect that the
differences will persist in the near future. But future developments will also be characterised by
changes and rationalisations in other industries, partly as a result of rapid digitalisation. Short-term
layoffs and the number of redundancy notices, which have also been significant in the manufacturing
sector, indicate that more industries and regions may see rising unemployment.
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Recent developments in Norway suggest a relatively strong recovery in the domestic economy. The
downturn has been deep, but less so than in many other economies. Unemployment fell rapidly, from
almost 11% at the peak in March to 3.5% in October but remains 1 percentage point higher than
before the crisis. Unemployment is now relatively concentrated in the travel, hospitality, and other
services sectors. The ongoing virus spread will make further improvements to the labour market
more difficult.
Household demand has remained strong overall. Goods consumption has risen to higher levels than
before the pandemic, boosted by falling interest expenses and a substitution away from spending on
tourism and other services. House prices have increased five months in a row and are up 6% over the
last year. Falling mortgage interest rates and upbeat consumer confidence have proved more
important to the housing market than the uncertainty surrounding the economy at large. The
authorities have tightened the mortgage lending regulations that had been loosened this spring, in
response to the strong developments in the housing market.

Norwegian oil investments are set to decline in the year ahead due to a more challenging outlook for
the global oil market. Since June, the Brent oil price has been stable in a band between USD 40 and
USD 45/barrel, and estimates from the International Energy Agency indicate a fairly balanced oil
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market going forward. However, the renewed virus spread represent a downside risk to demand in
the short term, and the shift to greener forms of energy implies great uncertainty regarding longerterm demand. This will weigh on investments and activity in the oil sector for many years to come.
Both fiscal and monetary policy has been very expansionary during the crisis. Norges Bank lowered
its policy rate to 0% in May, down from 1.5% before the crisis. In contrast to most central banks
worldwide, Norges Bank has already clearly announced that it will seek to raise the rate back to more
normal levels eventually. We expect Norges Bank to hike the rate for the first time in autumn 2021.
This is one year earlier than the bank’s current policy rate forecast. We outline our views on Norges
Bank in a separate in-depth article in this outlook on page 27.

Economic activity has picked up in large parts of the Danish economy following the large economic
losses in the first half of the year. Households have been a major driver of the recovery, and
household consumption seems to be back to the pre-lockdown level. The housing market has also
performed surprisingly well. Moreover, the labour market improved over the summer.
The recovery is, however, losing its pace. Retail sales have declined the latest months, while the
number of newly registered unemployed has started to increase again following the phaseout of the
wage compensation scheme. We expect unemployment to increase in the coming months and to
peak this winter before turning down as the economic recovery gets up to speed.

GDP is expected to grow at a moderate pace in the coming quarters as new containment measures
are implemented in Denmark and abroad. In total, we expect GDP to drop by 3.7% this year and to
grow by just over 3% next year. Falling services exports and low investments will weigh on growth
going forward. New investment plans of the manufacturing industry decreased markedly in the
second quarter and remained low in the third quarter. In addition, some industries are still subject to
restrictions and will be characterised by low activity for a period of time.
The low inflation this year reflects, among other factors, lower oil prices and lower demand during
the crisis, and consumer prices are expected to stay subdued during the forecast horizon. House
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prices, on the other hand, are rising rapidly again after a drop during the lockdown. As interest rates
remain low and households’ income are increasing, house prices are expected to continue to rise.
While most of the direct support measures to businesses have been phased out, fiscal policy
continues to be very expansionary. The disbursement of the frozen holiday allowance is expected to
support the recovery going forward. Public debt will rise significantly, although it will stay well
below the EU limit of 60%.

After a deep dive in the first half of the year, albeit much smaller than in many other countries, the
Finnish economy has rebounded. The overall picture of the economy continues to be rather good
from a short-term perspective. According to our forecast, GDP will drop by only 3.7% in 2020, which
is much less than in most other advanced countries and also less than we forecast in August.
Unemployment has risen but was 7.7% in the third quarter - rather low by Finnish standards. So far,
the successful handling of the pandemic, together with the economic structure, has supported the
Finnish economy.
After a strong rebound in the third quarter, the performance in the last quarter of the year will,
however, be modest, as will be growth in 2021. Consumer confidence has turned down and is now at
roughly the same level as last year. Industrial order books in Finland are filling up more slowly than in
its most important trading partners, Sweden and Germany. A continuation of the muted labour
market response is essential for the cautious recovery to continue. We forecast a modest 2% growth
in 2021, with unemployment peaking this winter.

The current crisis magnifies the bigger underlying problems Finland is facing. The massive public
stimulus supporting the economy in 2020 and 2021 creates even more daunting challenges, in
combination with the rapidly ageing population, for the already burdened public economy. The public
sector was not balanced before the pandemic and ageing-related public expenses are expected to
grow fast in the coming decade. Public debt will already climb to over 70% of GDP this year and
continue to rise throughout the forecasting period, far above Finland’s Nordic peers.
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Norges Bank lowered its policy rate to zero per cent in May this year, down from 1.5% before the
crisis. Currently, the policy rate is on hold, but in contrast to most central banks worldwide, Norges
Bank has already clearly announced that it will seek to raise the rate back to more normal levels,
eventually. We expect Norges Bank to hike the rate for the first time in autumn 2021. This is one year
earlier than the bank’s current policy rate forecast. Actual core inflation is currently 3.3% and thus
considerably above the 2% inflation target. However, this is not an important issue for monetary
policy at present: the focus is on the real economy, and imported inflation is expected to come down
gradually, as the krone has strengthened.
In the small, open Norwegian economy, actual inflation fluctuates considerably. In particular, prices of
imported goods vary sharply with the exchange rate. It is, therefore, hardly possible for Norges Bank
to stabilise actual inflation in the short run. Rather, the bank aims to stabilise inflation over time to
close to 2%. The bank currently expects inflation to fall on account of the recent stabilisation of the
krone, as well as the slower wage growth. Also, inflation expectations remain well anchored.
In practice, Norges Bank has always put much emphasis on developments in the real economy.
During the downturn in oil markets in 2014-2016, Norges Bank lowered the policy rate
systematically in response to the weakening labour market despite a sharp upswing in inflation. As
the economy improved, Norges Bank raised its policy rate despite the falling inflation.
Norges Bank’s mandate is different from many other central banks’ in that it explicitly requires the
bank to take financial stability into account. The impact on house prices from the policy rate has
always been very strong and links to mortgage credit growth. Household indebtedness has been
rising for decades to very high levels - and also in international comparison - and represents a risk for
financial stability. This is an important argument for Norges Bank seeking to normalise its policy rate
sooner rather than later.
We expect Norges Bank to hike the rate for the first time in autumn 2021. This is one year earlier
than the bank’s current policy rate forecast. At present, considerable uncertainty surrounds the
economic outlook. This means the policy rate will be kept on hold. But, in one year’s time, we expect
there will be clear signs that economic conditions are normalising, as an effective vaccine should be
available for distribution. This will be the right time for Norges Bank to start policy rate
normalisation – possibly as one of the first central banks in advanced countries.
Our projection raises the question of whether it will be possible for Norges Bank to deviate from
other central banks. Historically, this has been difficult, as this could easily lead to a strong exchange
rate. However, recent developments suggest there is more leeway for Norges Bank than previously
thought. During 2018-2019, Norges Bank raised the policy rate four times to 1.5%, while the ECB
kept its policy rate unchanged at -0.5%. Despite widening interest rate differentials, the Norwegian
krone weakened relative to the euro. Clearly, more factors are at play in exchange rate markets than
interest rates, which thus provides more leeway for central banks. We expect Norges Bank to use this
room for manoeuvre to set interest rates as they see fit for the Norwegian economy.
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Most important, households didn’t hold back for long – retail trade had already exceeded last year’s
level by May and growth even accelerated in September. Even though the fall in tourism-related
sectors has been large and painful, the dependence on incoming tourism, except for Estonia, is
comparatively low, and households were eagerly vacationing and spending money in local beaches
and resorts. This, however, is backfiring now, as we see the number of new COVID-19 cases per
million inhabitants rising well above the spring levels; the first signs of decreasing activity can also
be observed in, e.g., google mobility data. The situation now seems most worrisome in Lithuania,
which suffered one of the mildest recessions in the EU; however, amid the parliamentary elections,
the government was hesitant to impose any new restrictions.

GDP rebounded forcefully across the Baltics in the third quarter, but, given the spread of the virus
and imminent dent to consumer and business confidence, we now expect GDP to contract again in
the final quarter of this year. Yet, the low point is already behind us, and the economic shock is still
unlikely to be as bad as it was during the spring, since we do not expect lockdown measures to be as
stringent or damaging. Furthermore, the governments still have plenty of room to mitigate the
losses in the most-affected sectors. Unemployment rates have risen by 2-3 percentage points across
the Baltics but are likely to be close to the peak, as most of the job losses were concentrated in
tourism-dependent sectors; meanwhile, government support measures were largely efficient and
should soften losses going forward. Nevertheless, the risks have tilted to the negative side, and we
now foresee a somewhat slower and more bumpy recovery in 2021.
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In the first half of this year, the GDP contraction in Estonia (-3.9% y/y) was among the smallest in
Europe; thus, we expect the GDP contraction in 2020 to be milder than we forecast in August. We
have revised next year’s economic growth somewhat downwards due to the larger expected
negative impact of the second wave of the virus on Estonia, but especially on the economies of
Estonia’s trade partners.
Estonia is reforming its pension scheme by allowing participants to withdraw their retirement
savings from the second-pillar pension funds. Aside from the longer-term risks, this is expected to
amplify GDP growth, primarily with the increasing consumption in the fourth quarter 2021 and in
2022 as a one-off effect. The government has planned a substantial fiscal stimulus, especially as of
2022. The general government budget will remain strongly negative during the forecast period and
for some years beyond, whereas the public debt will increase substantially from a very low level – it
is estimated to increase to close to 30% of GDP in 2022 from 8.4% in 2019.

The economy rebounded by an impressive 6.6% in the third quarter from the previous quarter. The
GDP levels of last year have not yet been reached, but a good chunk of the losses of the first half of
the year have been clawed back. GDP was supported by great performance in retail trade and the
general swift bounce back of private consumption. Better-than-expected results were recorded also
in manufacturing and goods exports, while services exports have shown virtually no improvement
since spring.
We assume that the virus will cast gloom over the economic recovery for the coming quarters,
resulting in quite volatile economic performance. The GDP growth forecast for this year has been left
unchanged with the virus surge in the final quarter cancelling out the better-than-expected third
quarter. The worsening performance this winter will affect next year’s growth negatively. A more
robust recovery is projected to kick in only towards the middle of 2021.The investment projects
linked to EU funds will be supplemented by increased private sector confidence, supporting a
stronger recovery in 2022, when the economy is likely to experience markedly above-potential
growth.
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The government has supported the economy; however, the support has been less substantial than
that of other EU countries – the budget balance in the second quarter deteriorated less than
elsewhere. There seems to be enough room for a further boost. With economic recovery hindered by
the second wave of the virus, the government will need to step in again. In theory, with its previous
experience, this time around assistance to the economy should be provided at least as quickly; in
practice, there is so far little clarity as to the shape of the support mechanisms. Support to
businesses can be more targeted this time around. Whereas support to the income of individuals and
families hurt by the crisis should be provided more boldly than previously and should be combined
with the opportunity to learn new skills.

The parliamentary elections at the end of October have yielded a radical shift in the governing
coalition, with the centre-left government being replaced by a centre-right government, formed from
three parties (conservatives and two liberal parties). From the business perspective, this should be
considered a positive development, with likely a more predictable and business-friendly tax policy,
less stringent regulation, and, possibly, a dialling back of the state capitalism initiatives (such as
starting a state bank or state pharmacies). The first job of the new government will be to get the
pandemic under control, but later it is expected to implement several long-awaited and very needed
structural reforms, especially in education. These changes, if implemented, are likely to boost
business confidence and investments, and lift potential output.
Despite this second pandemic wave, business and consumer confidence remained surprisingly
resilient. In September, manufacturing (except for oil products) growth was still strong, and output
rose above last year’s level, while retail trade had already well exceeded last year’s level by May.
Swedbank card transaction data suggest that household consumption remained stable also
throughout October. But the buoyant domestic demand is unlikely to last, and we expect some
setback during the final months of this year. Next year, if the pandemic does not get completely out
of control, we expect a further rebound on the back of fiscal stimulus at home (Lithuania has a
planned budget deficit of 5% of GDP) and in the main export markets.
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