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Nordic Macro Monthly

Booming house prices

D The Nordiceconomiesare recovering but the spread of the virus remains a big unknown
D Special theme: the Nordic housing markeétPrices at new reord highs

D We foresee continued house price increases laita slower pace

Swedbank's Nordic GDP forecast

Annual % change 2019 2020 P 2021 P 2022
Sweden 1,2 -5 (-5) 3 (2) 3
Norway 2,5 -4 (-6) 3 (3) 2
Denmark 2.3 -6 (-4) 4 (2) 4
Finland 1,0 5 (-6) 2 (2) 3

Previous forecast in parenthesis
Sources: Swedbank Research & Macrobond

Recovery on its way in the Nordics of the Nordiceconomies begurin the late spring

The decline in the Nordic countries during the first andduring the summer.

half of 2020 was deep and extensivewith
historical GDP drops ranging from5 to almost The road ahead will be bumpy and is
- 9 percent.Household consumption, investments RS LIS Y RS y g 2 y S Q’HQ/N\E 2y 303

and exports were severely hit during the second . . . -
quarter in all Nordic countriesExports fell sharply With the righteconomic policigshe

in the wake of massive restrictions in the Nordics will continue torecover

c 0 u n tkeyiex@artdnarkets, not least in Europe, -Maria Wallin Fredholm, Economist Sweden
and companies were also hit by broken supply

chains.

Nordic key numbers in 2021

GDP growth during the corona pandemic Finland
202002 compared to 201304, % GDP: 20%
Inflation: 1.0%

Unemployment: 7.5%
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Sources: Swedbank Research & Macrobond GDP: 4.3%
Inflation: 1.0%

Unemployment: 7.0%
Although all Nordic economies have had varying

levels ofrestrictions andlockdownsto contain the Analyst:
spread of the virus the ecoromies have so far Maria Wallin Fredholmmaria.wallin-fredholm@swedbank.se
fared better compared to the rest of Europe +46 8700 92 87

Qurrent data alsoclearly shows that the recovery
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Swedbank Pay card transaction data show that
Swedish household consumption improved during
the summer, and similar data of consumer
spending show anmprovement also in Denmark,
Finland and Norway.Also, official data of retail
sales show a remarkable bounce back in Norway
and Denmark this is explained by the fact that
there have been no crosborder salesandwhich
have boostedsales in Norway and Bnmark.

Daily spending in Sweden, 2020
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In Sweden, Norway and Denmanroduction and
foreign trade data also indicate a turnaround in
the corporate sector while the industrial sector in
Finland is struggling with falling demand.
Moreover, @ntiment indicators such as
purchasing managers indices and economic
tendency indicatorspoint to a better mood now
compared with where we were in ApriMay. A
welcome signal to the Nordic trathg partners is
the fact that the important German
manufacturing sector B finally showing more
solid gains according to the preliminary
purchasing manageréindex for September.

Industrial confidence
std.dev from average, smoothed
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Sources: Swedbank Research & Macrobond
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Improving labour market

The labour market in Sweden has not deteriorated
quite as much as our SEO forecast, but
unemployment has stillreached slightly above 9%
(according to LFS)in Norway wtnemployment fell
rapidly from 10.7% at the peak in early April to
42% at the end of August. In Denmark the
unemployment has also decreased somewhat
from 5.6% in May to 5.2% in Julwhich isslightly
better than forecast. In Finland, on the other hand,
the official trend unemployment rate increased
somewhat to 7.5% in August.

Unemployment in the Nordic countries
Unemployment rate %, LFS, (smoothed & s.adj.)

100
90
- /\_,/\—/
7.0
6.0
50
o /\/\/\_J
30
2010 2012 2014 2016 2018 2020

Denmark === Finland === Norway Sweden

Sources: Swedbank Research & Macrobond

Despite the increasen unemployment in Finland,
labour marketdata in the Nordics is slightlyetter
than our forecasts in the SEO. In Finland and
Sweden there is a risk that the elevated number
of temporary laidoff workers will become
unemployed in the future.

The SEO forecast is largely on track

All in all, new data support our view apresented

in the SEQO; a gradual recovery batarted and will
continue during the autumn. However, the
recovery stands on fragile ground as the
uncertainty about the virus remains, especially as
the number of COVIEL9 cases agairis increasing
around Eurog and in the Nordic countries. We
therefore foresee a bumpy road ahead where
continued support from economic policy
measures is needed to support businesses and
households, enabling further recovery. It is only
during the first half of 2021 that the uncertainty
will fade fully, possibly as a result of a vaccine or
medicine being widely available to the public.
During 2021 we expect the economic recovery to
pick up more markedly.
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Apart from increasing COVIEL9 cases around the
world there are also other moe longterm
tensions that affect the outlook going forward.
The ongoing Brexitrelated negotiations between
the EU and the UK, as well agdde tensions
between US and China are still looming, and the
upcoming US presidential election puts a political
twist to everything. However, in the US the
labour market is now improving supporting
further economic recovery. The surprisingly quick
recovery in China led by expansionary policies is
also a positive sign.

No change in monetary policy from the
Riksbank

Undetying inflation pressure is still ratherwealk,
and we see no large changes in monetary policy
either in Sweden, Norway orDenmark during
2020. The very low inflation and insufficient price
pressure in the euro area in combination witka
rapidly escalatingspread of Covidl9, however,
adds pressure on the ECB and additional stimulus
measures are looking increasingly likely.

We expect he Riksbankto keep the policy rate
unchanged at zeropercent during the forecast
horizon. Andit has been clear that it sees the QE
measures as the primary tool to support the
economic recovenat this point, to maintain credit
supply and to keep general interest ratebow for
the coming years Norges Bankdecided to keep
the policy rate path almostunchanged at its
meeting last weekand it signals a first hike only
in 2022. However, we expect Norges Bank to
start to hike the policyrate already in 2021as we
have a more optimistic view on the pace of the
economic recovery.
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Ultra-low interest rates for a long time

We expect interest rates to remain very low and
asset purchase programmes to continue for at
least as long ast takes to get through the crisis.
There is a risk that high levels of indebtedness for
both governments and companies will make it
hard for central banks to raise interest rates in the
future. The Fed and otherentral bankswill, going
forward, tolerate higher inflation, in order to make
up for low inflation in the past This will also make
it a little easier toinflate away public delb.

10-year government bond rates
Outcome and forecast, %

3,0
2,0

1.0

-

-
-

- 3

00

-
-
-

-1.0
2015 2016 2017 2018 2019 2020 2021 2022

== Sweden USA == Germany

Sources: Swedbank Research & Macrobond

The NOK and SEK to strengthen further

The Swedish and Norwegiarcurrencies were hit
hard in the beginning of the crisis but have since
regained considerable strength. We envision a
further, but still  relatively = moderate,
strengthening of both these currencies towards a
rate of 10 krona per euro in the yeaahead.Thisis
supported by a continued recovery in the global
economy. The fact thatall Nordic countries have
low to relatively low public debt and have
suffered smaller GDP dropghan the rest of
Europe and the USwhile there is hope of a future
vaccine could also support the strengthening of
the Swedish and Norwegian currencies.
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Theme: Nordic housing market - Prices

at new highs

D Initial price dropwhen uncertainty was the greatest

D Prices have already reboundednal are heading for new alttime highsin many regions

D Low mortgage rates for longsupport interest-rate sensitive households but risk for higher
property tax or other fiscal or regulatorychangesin Sweden

Initial uncertainty cooled housing market
When the pandemic hit the Nordic countries
uncertainty regarding both the spread of the virus
as well as the economic outlook and the labour
market was huge. In the acute phase of the crisis
the housing markes dd react. In Sweden and
Norway, the averagetime to sell an object(time
on market) became longer the number of
transactions fell, and so didbid premiums Prices
dropped as demand recededIn Denmark the
number of transactions droppedsubstantially in
March and Aprilalthough the time on market on
average decreased but at the same timethe
number of homes for salewas markedly lower
than previous years. In Finland transactions
droppedby an incredible one thirdn March and
April. In Stockholm and Gothenburgprices of
tenant-owned flats fell by 6 and 4% respectively
during the six weeks from mieMarchto the end
of April. However, in most other Swedish cities
the housing market only cooled off a little bit, with
lower bid premiums and slightly longer time on
market, and pricesonly saw a slight decrease.

The price increase was delayed by Covid
After the Nordic governments had launched
several fiscal support packages and the central
banks had ensured they would do whatever it
takes to keep general interest rates low for a long
time, confidence started to return.As household
confidence and economic sentiment started to
recover, home buyers returned to the housing
market and the number of transactions has risen
to new record levelsAlso,the spread of the virus
in Swedencame down from the highs in April.
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Prices have already rebounded

The Nordic housing market heproved resilient so
far in the crisis, and t
been milder than expected in the springsigns of
surging prices of singlefamily homes in Sweden
started to show in several types of housing
statistics already in the end of MayBid premiums
quickly bounced backtime on marketdecreased

and the number of transactions was back at or
beyond | ast year 0s |l evel s.
housing prices in Sweden had already recoiled up
and passed the precrisis level, mainly driven by
the increased demand for singldamily homes
and vacation homes. Prices of these types of
objects have continued to boom during the rest of
the summer and are now up around 10% on
average over the year.

he

Swedish housing prices

HOX Valueguard price index, y/y, %
25

\

2008 2010 2012

= Composite

2014 2016 2018
Houses === Flats

2020

Sources: Swedbank Research & Macrobond

Housing prices in Denmark andorway have also
recoveredand are now above or well above the
level before the outbreak of the virus. With the
gradual reopening of societies, thedlemand for
housing has increased, inboth Norway and
Denmarktime on marketis shorter and Norway
has also seerhigher bid premiums for housesin
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Denmark most home buyers bid below the
starting price and the difference between the
starting price and sale price has decreased
substantially since May, indicating a rising
demand. According to a consumer survey,
Norwegian households have expressed that they
would rather save and spend money on housing
than on consumer goods, which could also explain
the quick recovery of housing prices. In the
coming months pricesin both Norway and
Denmarkwill also be supported by thefact that
the number of homes for sale is the lowest since
2017.

In Finland prices on average fell only slightly in the
second quarter, and the overall impact on the
housing market has been milder than expected.
The reason for the modest price developmeérin a
Nordic perspective, i s
differences. Prices in the greater Helsinki region
and some other cities have seehigher growth,
while rural Finland and many smaller cities have
struggled with low demand and negative price
developnent. However, there are signs that the
housing market in Finland started to recover
during the summer, although in a much slower
pace than in the Nordic neighboursand prices of
single-family homes rose by 1% on average in July
compared to a year ago.

Cocktail for rising housing prices

There are a few speciakircumstances for the
resilient housing marketsin this crisis

For starters, theunprecedented fiscalmeasures,
especially the shortterm furlough schemes
prevented a situation with mass unemployment
in all Nordic countries Another fact is the
monetary policy response withfalling mortgage
rates or continued low mortgage rates in the
coming yearsas a result All else being equal,
lower mortgage rates means that households can
service a higher debtYet another condition is the
effect of more people working from home andhe
travel restrictions. As people spend more time at
home, not only have they more time to tmk
about their home, but they also realise they need
some extra space, at least aextra room as office
space With more time spent at home people also
seemwilling to spend moremoneyon their home.
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Altogether this means that ¢mand for single
family homes and vacation homes$ave risen For
the same reasos the supply of these types of
objects has been very low on the secondary
market, those already owning ahouse, or a
vacation home did not want to sell.

Households’ financial situation is a key

Given the high household indebtedness in
Sweden, Norway and Denmatkhe central bank
measures to keep mortgage rates low have been
one of the key explanatiors for the resilience of
the Nordic housing markets.The remarkable
recovery of the stock market since the crash in
March is another explanation. Moreoverthe
generous shortterm furlough schemes in the
Nordic countries,means that we have not seen
the kind of mass unemployment that many had
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young people or people that are not typical
homeowners, so the crisis hasot really affected
the marginal home buyerand therefore demand
for housing has not decreasedAs mortgage rates
have remained lowpeople havestill been able to
continue to service their debt although some of
them may have been included in the shoterm
furlough schemeor have become unemployedn
this context, it is also worth pointing out the
strong social safety nets in the Nordic countries,
which mitigates the risk of homeowners being
forced to sell their home if they suddenly become
unemployed

We see a continued growth 8wedish and
Norwegianhousing pricebut there are
factors that suggest a slow@ace

going forward.
-Maria Wallin Fredholm, Economist Sweden

Prices expected to rise slightly

There are several reasons why we continue to see
rising prices. Firstly, the mortgage rates are
expected to remain low the cormg years.
Secondly,the supply is low at least in Sweden,
Norway and Denmark Thirdly, the vast majority
of homeowners have not become unemployed.
Instead their financial situation has most likely
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improved in the wake of the quickly recovered
stock markd. In spite of this, we expectthe
somewhat elevated prices in Sweden, Norway
and Denmarko rise inaslower pace than the past
months a s househol ds b
become more normal again.

Macroprudential tools could dampen
further

The Norwegian FSA recently proposed new
tighter lending regulations. The consultation
document includes adecreaseof the maximum
debt-to-income rato from 5 to 4.5 times gross
annual incomeas well asa reduced flexibility
quota for new loans secured on residential
properties.If these proposalswere to beadopted,
they would dampen housing price growth quite
substantially in e.g. Oslo and some othetities.
However, we do not expect theproposals to be
adopted, insteadit is likely that the current
regulation is extendeda year or two,and that the
crisis measure of higher flexibility quota will
expire as of end of Septemberf the Swedish
economy isrecovering according to ourforecast,

it is reasonable to assume that themortisation
exemption will not be extended by the Swedish
FSA in August 2021.Although, the exemption
should not have influenced housing prices as it
was temporary and banks still includes
amortization in the
creditworthiness, it is reasonable to think that it
did affect home buyergo some extent In Finland
we continue to see the large regional differences
as the main factor for the relatively modest
average price growth in the country. Aother
dampening factor for future housing price growth
in Finland is suggestions by a finance ministry led
working group of further macroprudential tools
that could be introduced to combat possible
negative side effects of low interest rates.The
group suggested a maximum debto-income
ratio of 4.5 times gross annual income and also
that housing loansbe no longer ttan 25 years.

Completed30 September 202014:49 Disseminated30 September 2020 14:49

consumnt.i non

30 September 2020

None of these tools would have any major effects
on the housing market dynamics fomow but
could of course restrict possible overshooting in

the future.
8] a t t e r n <

The Swedishax system and the regulated
rental market have led to housing
shortageswhile housingis not
being optimally utilized
-Maria Wallin Fredholm, Economist Sweden

Swedish housing market in transition?
Voices are now again being raised to carry out
major changedo improve the functionality of the
Swedishhousing marketand to improve mobility.
Changes that are discussed arereintroduced
property tax, reduced possibility to deduct
interest expenses reduced capital gains taxas
well as possible changes in the regulations of the
rental market. Since the 1990s the authorities
and politicians have only made a few changes at a
time leading to a system whichin fact subsidse
debt while property tax is low and capital gains
tax is high. Al in all, this have led to a housing
market that does not promote mobility, with
higher housing prices due to lower supply and
higher household indebtedness. By creating

a s s eiacenmedfor indebsedmmobilisy,ewr avbuldi 2do

use the existing housing stock in a more
sustainable way, instead of having to build new
homes to cover the demand ofour growing
population. However, wen changesare done in
this area, it is very important that the politicians
and authorities have a comprehensive approach
to avoid excessive negative consequences.
Several policy areasneed to collaborate to
improve the functionality of the housing market;
taxation  system, macroprudential  tools,
regulation of the rental market to mention a few.
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Appendix: Comparison of main indicators between Nordic countries

FX Spot Rates: SEKUSD and NOKUSD
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Nominal effective exchange rates

2015 2016 2017 2018 2019 2020
= Sweden, KIX Index Norway, I-44 == Denmark, BIS Broad
~ Finland, BIS Broad
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Fixed income
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