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Global Macro Forecast

Executive summary




Not all doom and gloom: vaccine boost ahead
Inflation stubbornly below targets, despite central banks’ efforts
Zombie firms are not a major threat

Global backdrop: Hope returns
COVID-19 has been the dominant force behind the
global economy for almost a year now. The second
wave of the pandemic has been sweeping across the
world and new restrictions have put the brakes on
the global economic recovery. Nevertheless, there is
light at the end of the tunnel thanks to highly effective
vaccines. We expect that most of the restrictions will
be gradually lifted during the second quarter. As a
result, economic activity should rebound quite
rapidly this year. However, we believe that it will take
time before the global economy recovers fully from
the downturn in production, and inflation will be
below targets in the coming years. As a
consequence, the low interest rate environment will
likely endure for many years.
UK: Land of hope, if not glory
The start of 2021 comes with two very welcome and
one less welcome piece of news. On the
encouraging side, there was the agreement on
Christmas Eve of a free-trade deal between the
European Union and the United Kingdom, and,
equally important, the beginning of a mass
COVID-19 vaccination programme. Less welcome
was the renewed full national lockdown set to last
until at least mid-February, if not longer. The
recovery in the summer demonstrated healthy
demand was there, but any sustained recovery must
now wait for the vaccine rollout; thus, we expect
sustained growth biased to the latter half of the year.
Sweden: Consumption in temporary demise;
exports rising
The Swedish economy is experiencing its second
period of shrinking GDP in less than a year.
However, while consumption is once again in
decline, manufacturing is holding firm, thanks to
resilient export demand. We expect a quick recovery
once restrictions have eased and households revert
to consuming a more normal proportion of their
income. The labour market has been undermined,
so a definitive reverse in unemployment is unlikely
until later in 2021. An inflation spike this spring will
mask cooling underlying inflation. The Riksbank

appears hesitant, but we believe that it will ultimately
decide against setting a negative policy rate.
Norway: Consumption-led rebound and
faster rate rises
Stricter containment measures are having a
dampening effect on activity in the near term, but the
ongoing rollout of vaccines has improved the outlook
for the economy further down the road. We expect a
consumption-led rebound in the second quarter, with
prospects of overall economic activity normalising
quickly. Accordingly, we believe that Norges Bank
will be the first central bank to raise interest rates,
with a first rate rise already in March 2022 and a
second rise by Q3 2022.
Denmark: Short-term pain, long-term gain
Our ‘less optimistic’ forecast from October proved
not to be pessimistic enough. Surging infection rates
and lockdowns have weakened the short-term
outlook more than expected. As a result, we lower
our GDP forecast for 2021. We see this as a
temporary setback and positive news about
vaccines has increased our confidence in a strong
rebound in the second half of 2021, led by private
consumption. We now expect GDP to have
recovered to pre-crisis levels in early 2022.
Finland: Return to growth with minor damages
The Finnish economy has been left relatively
unscathed by the pandemic so far, although a more
lasting impact will be higher public debt. For 2021-22,
we forecast that the Finnish economy should
rebound quite strongly. We expect that private
consumption will be the main driver of economic
growth, supported by exports, and that the labour
market will improve during our forecast period.
Netherlands: Slow start to vaccinations amid
second lockdown
The second COVID-19 wave hit the Netherlands
hard and the resultant lockdowns are among the
harshest in the eurozone. The vaccination campaign
started later than for most peers, but we expect the
rollout to pick up pace in the first quarter. As a Brexit
deal was our base case, we merely tweak our
forecasts to reflect a delay in the recovery.
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Global backdrop

Hope returns
COVID-19 has been the dominant force behind the global economy for almost a year now. In
recent months, the second wave of the pandemic has been sweeping across the world and new
restrictions have put the brakes on the global economic recovery. Nevertheless, there is light at
the end of the tunnel thanks to highly effective vaccines. We expect that most of the restrictions
will be gradually lifted during the second quarter. As a result, economic activity should rebound
quite rapidly this year. However, we believe that it will take time before the global economy
recovers fully from the downturn in production, and inflation will be below targets in the coming
years. As a consequence, the low interest rate environment will likely endure for many years.
Second wave of the pandemic delays recovery
During 2020, COVID-19 wreaked havoc worldwide.
Social-distancing restrictions have been imposed
across the globe, drastically changing everyday life
for individuals and companies. The global economy
declined by 4.1 percent in 2020, according to our
forecast, marking the worst global downturn since
World War II. Economic policy is doing what it can to
prop up the economy. Huge, fiscal and monetary
policy stimulus measures support growth, but, above
all, they have reduced the risk of a negative scenario
of rapidly rising unemployment, bankruptcies and
financial turmoil.

Following the historic collapse in the first half of
2020, a strong recovery took place over the summer,
when the spread of infections declined and
restrictions were eased. In recent months, however,
the spread of infections accelerated again, and we
expect the new restrictions to restrain economic
activity in the short term. Even if we have been
forecasting a sputtering recovery for the world
economy – two steps forward, one step back – the
second wave of the pandemic has been more
serious than we had anticipated. However, signs of
a downturn in the economy emanating from the

second wave are not as palpable, as survey data
point to a relatively mild downturn globally.
Economic activity is not falling as steeply as last
spring, primarily as the manufacturing sector
appears to be performing far better. Moreover, China
has not been hit as hard by COVID-19 as it was in
the spring. Nevertheless, we expect that the global
economy ended 2020 on a weak note and that the
first months of 2021 will be weak too.

Huge disparities in the global economy
While the whole world has felt the impact of the
pandemic, there are differences in how countries and
sectors have been economically affected. China was
the first to introduce lockdowns, but it is now leading
the recovery, driven by major public investment in
construction and a strong rebound in global industrial
production. At the same time, emerging economies
that are dependent on international tourism have
been hit hard by the pandemic.
The manufacturing sector suffered from supply
disruptions last spring, but global industrial production
was almost back at its pre-COVID-19 level during the
autumn. The strong recovery in the manufacturing
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sector, combined with huge monetary policy stimulus,
contributed to a quick recovery on stock markets.
However, the service sector has been hit particularly
hard, as households limited their movements and, in
some cases, were forced to stay at home. The
restrictions introduced during the second wave have
also mainly targeted close-contact service sectors.

Global growth picks up
After a strong decline last year, we expect global
GDP to rise by around 4.9 percent this year, and by
4.1 percent in 2022, as the impacts of the pandemic
on economic activity gradually wane. In both Europe
and the US, the service sector should see a strong
rebound in the second and third quarter of this year
due to fewer restrictions, reduced uncertainty about
the pandemic and pent-up demand.
After the initially strong rebound in economic activity,
the recovery will continue at a slower pace.
Extensive stimulus measures and particularly
furlough schemes should support the recovery;
workers are available and the firms are ready to
resume activity once restrictions are lifted.
Furthermore, household savings have increased
significantly, due to massive stimulus measures
alongside reduced opportunities for consumption
amid lockdowns. This creates extra potential for
increases in consumption once economies re-open
and uncertainty fades. Growth prospects have also
been buoyed by reduced uncertainty about Brexit
and expectations of more expansionary fiscal policy
during the incoming Biden administration.

Effective vaccines lift hope of a strong recovery
In our view, economic growth remains highly
dependent on the ongoing spread of the coronavirus
and how long the restrictions imposed to slow it
remain in place.

Next year, the recovery will probably be more selfsustaining, as households should benefit from an
improved labour market and higher capacity
utilisation should contribute to higher investments.

For the first time since the pandemic began, there is
now light at the end of the tunnel thanks to highly
effective vaccines. Although there is still great
uncertainty about the timing, distribution and
participation in vaccination campaigns, it seems
likely that most advanced economies could
vaccinate the majority of their most vulnerable
people in the first quarter of this year, while broader
population groups may be vaccinated by the
summer. However, the vaccine rollouts differ
markedly across the main economies. For example,
France has so far moved very slowly. Meanwhile, the
UK has made early inroads into deploying vaccines.
Additionally, there appear to be seasonal variations
in infection rates, so the spring could mark a turning
point for the pandemic in Europe and the US.
Reflecting this, our main scenario is that most of the
restrictions will be lifted during the second quarter of
2021, thereby allowing for a gradual return to a more
‘normal’ life. We believe this should fuel an economic
recovery from the second or third quarter of this year,
depending on different countries vaccine rollouts
(see page 8 for two alternative scenarios for the
rollout of the vaccines and relaxation of restrictions).

While we forecast relatively strong growth this year
and next, it will take time before global GDP fully
makes up the lost ground. At the end of our forecast
period, we expect that unemployment will still be
higher than it is was before the pandemic. This in
turn contributes to keeping a lid on wage inflation,
and we expect inflation to be below target in the
eurozone and the US for the coming years. In the
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longer term, when resource utilisation has
normalised, our main scenario is that the powerful
disinflationary trends will persist, with inflation
continuing to undershoot central banks' targets. As
such, we believe the challenge for monetary policy
is likely to be avoiding deflation, rather than the
reverse. However, a post-COVID-19 era of abovetarget inflation cannot be ruled out (see our Macro
Comment Will there be inflation or deflation in the
post-COVID-19 world?).

The low interest rate environment implies continuing
support for asset prices, as well as housing prices.
At the same time, it helps keep the number of
bankruptcies down. The low interest rates could also
amount to artificial respiration for firms that in fact
"should" go bankrupt – we write about these socalled “zombie” firms in the theme article “Fear of
zombies”.

Ultra-loose monetary policy persists…
We expect that central banks around the globe will
continue their sharply expansionary monetary policy,
aimed at buoying inflation, boosting economic
activity and ensuring financial market stability. The
low interest rate environment will endure throughout
our forecast period and probably for a number of
years beyond 2022. Without expectations of policy
rate rises, short-term market rates will likely be stuck
at around zero. We also expect that the asset
purchase programmes will continue; accordingly,
long-term yields should only increase slightly as the
economic outlook improves. In our view, such a yield
increase will be led by US yields. The Fed now ties
both the policy rate and asset purchases to its policy
goals, implying easy monetary policy until the labour
market has recovered from the pandemic and
inflation has met the Fed’s new target of averaging
2 percent per year. However, if the economic
recovery materialises faster than the Fed estimates,
this will likely raise questions about the possibility of
the Fed starting to scale down its asset purchases
earlier than expected.

The pandemic seems to have reinforced the green
transition, as more and more states have linked
economic stimulus to long-term climate goals. Public
support for more climate measures is stable, but this
could come under threat if changes in the energy
sector increase energy costs. See the theme article
"Green is the new black".
…but less fiscal support
Many of the sweeping, fiscal policy, ‘life-support’
measures launched last year are now starting to
come to an end, although some countries will
probably extend them into the summer.
Subsequently, there will be a balancing act, with the
danger of a misstep, as politicians switch from ‘lifesupport’ measures to more general fiscal stimulus.
We believe this transition will be largely successful.
In the next stage of the crisis, the task of
policymakers will be to maintain a certain injection
into the economy, and then gradually withdraw
stimulus when the recovery is on firmer ground. We
agree with organisations such as the IMF, OECD
and others that governments should err on the side
of providing too much stimulus, rather than too little.
Even if accumulation of massive public debt can be
problematic in the long run, we argue that this is a
second-order problem in the short run. The lesson
from the financial crisis is that overly tight fiscal
policy can have a major contractionary effect on the
economy that would ultimately require greater fiscal
HANDELSBANKEN | GLOBAL MACRO FORECAST
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consolidation. Moreover, the low interest rate
environment should substantially reduce the need
for austerity measures once the economy has
normalised. Interest expenses as a percentage of
GDP are at historical lows, despite sharply rising
debt levels.
Overall, we expect that fiscal stimulus will gradually
diminish in 2021 and 2022, and that mistakes (such
as forcing austerity measures on the worst-hit
countries during the euro crisis) will be avoided.

Slightly stronger dollar
The US dollar has remained under pressure lately,
and one of the most widely held views at the
beginning of this year has been for dollar weakness
to persist. We are not so sure. US monetary policy
was eased the most during the course of the
pandemic. In our view, the Fed is unlikely to be in
any rush to reverse policy, but once a global
recovery takes hold, the market is likely to expect the
Fed to start this process sooner than e.g. the ECB.
This should play out through a bigger increase in
long bond yields in the US than elsewhere. A
Democratic majority in the US Congress means
more room for expansionary fiscal policy, which
should work in the same direction. We expect the
recovery in the eurozone to take longer than in the
US. Overall, we expect that slightly rising interest
rates will gradually reverse dollar weakness, and we
expect the EUR/USD to be at 1.18 at the end of 2021.

Still major risks in forecasts
Since our previous forecast, the fog has lifted
somewhat and we deem that the positive vaccine
news has shifted the balance of risk in a more
encouraging direction, despite the poor short-term
economic outlook. However, there is still a lot of
uncertainty surrounding the outlook, with both
upside and downside risks. Growth prospects
depend on many factors, including the duration and
intensity of the pandemic and associated
restrictions, and the extent to which monetary and
fiscal stimulus measures continue to support demand.
To illustrate the uncertainty surrounding our main
scenario, we present two alternative scenarios:
1) a rapid recovery and 2) a delayed recovery.


Rapid recovery. Our first alternative scenario
assumes a more rapid relaxation of restrictions
and rollout of vaccines during the first half of
2021 than in our main scenario, and that
sentiment rapidly improves among households
and companies. This leads to a strong rebound
this year, with a mid-year boom in consumption
and a boom in investments in the autumn.
Furthermore, expansionary monetary and fiscal
policy continues, thereby supporting the
recovery. Overall, the global economy recovers
quickly, with vigorous growth and a sharp
decrease in unemployment in 2021 and 2022.
Consequently, the long-term economic damage
from the pandemic would be minimal in this
alternative scenario, in addition to higher
government debt and higher balance sheets of
central banks. In the US, GDP is back to its prepandemic trend by the end of 2021.
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GDP growth, main and alternative scenarios
Annual percentage change

Eurozone
Rapid recovery
Main scenario
Delayed recovery
US
Rapid recovery
Main scenario
Delayed recovery

2021

2022

5.6
4.0
1.6

4.8
4.3
3.2

5.4
4.1
2.3

4.2
3.6
3.2

Source: Handelsbanken



Delayed recovery. Our second alternative
scenario assumes that containment measures
remain in place throughout 2021, as the rollout of
mass vaccination programmes progresses slowly
due to limited participation in vaccination
campaigns or logistical bottlenecks in distribution.
As a result, the recovery is much weaker than in
our main scenario. In addition, economic activity
is restrained by businesses postponing
investment amid uncertainty about the pandemic,
and governments are reluctant to embark on new
support measures due to rising public debt. The
prolonged downturn means that many companies
go bust and unemployment soars. This will, in
turn, impede the eventual recovery.
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US

From political headwind to economic tailwind
The US economy changed course this autumn from the worst contraction in history to one of the
fastest recoveries. Even though the recovery from the first wave of the pandemic outperformed our
expectations, the immediate outlook for the economy seems poor again. However, we argue that
the fast recovery offers concrete evidence of the private corporate sector's risk tolerance, which will
likely be a key feature of any self-sustaining recovery once COVID-19 is overcome. In our view,
Democratic control of US Congress signals a brighter fiscal outlook, and post-COVID-19 economic
growth should be positive, again with consumption as the engine.
Reopening offered a surprisingly strong rebound
US GDP growth was at 33 percent (annual rate) in the
third quarter, marking its highest quarterly growth ever
and buoying our y-o-y GDP growth estimate for 2020 to
-3.6 percent (previously -4.0 percent). Private
consumption rose 40 percent even though the
unemployment benefit had started to diminish, thereby
decreasing personal income for many households. The
labour market recovered better than expected, but it lost
momentum again in December. The manufacturing
sector is holding up quite well, and the service sector is
still staging a recovery according to sentiment indicators.
Higher-income households have largely recovered from
the crisis and, importantly, total wages and salaries have
increased, nearly to pre-pandemic levels. This
compensated for the loss of the unemployment benefit
during the autumn. The consumer savings ratio has
decreased, but as savings remain at high levels there is
still further room for consumers to use their savings to
increase consumption, assuming that today's ratio
would drop halfway towards the historical average of
around 9 percent.
Fiscal aid is mitigating the second wave
The pandemic has continued to worsen over the
winter, and we expect it to lead to stagnant growth in
both the fourth quarter of 2020 and the first quarter of
2021. The outlook for the vaccine rollout in the US is
burdened by a strong public hesitancy in the country.
According to Ipsos, only 65-67 percent of adults aged
17-74 years would take the vaccine. Thus, there is a
risk that it could take some time for a critical mass of
people to become immune to COVID-19, although US
authorities estimate that herd immunity should be
achieved as early as mid-2021. Despite this backdrop,
we find that the fiscal outlook is much brighter now. The
latest stimulus package, corresponding to 4 percent of
GDP, should support consumer confidence and the
economy to weather the new restrictions on activity
during Q1. The boost to consumption from the stimulus
measures will materialise with a lag, but we expect it to
result in a strong recovery during Q2 2021. That said,
we believe GDP will not reach pre-pandemic levels
until Q3 2021. We have revised upwards our US GDP

growth forecast for 2021 to 4.1 percent (3.8 percent),
and for 2022 to 3.6 percent (2.9 percent).

Save the middle class to buoy US consumption
With a razor-thin majority in Congress, the Democrats will
still face a tough political landscape to enact Biden’s
spending plan. Republicans can block any bill in the
Senate with 40 votes. Still, the outlook for another fiscal
package worth USD 0.5-1trn is reasonable, and we
believe it can receive bipartisan support. This would
probably
include
increased
stimulus
checks
corresponding to around 1.5-2.0 percent of GDP, as well
as additional aid to distressed states and cities, which were
excluded from the previous package. This could boost
employment in the public sector. Increased government
spending in education, healthcare and clean energy are
more likely as part of the long-term agenda. Some of the
USD 2trn infrastructure investment plan could also receive
bipartisan support. Democrats could also use the budget
reconciliation process to advance some of the spending
bills. Biden’s plan to save the middle class, which is still
financially burdened, should contribute to personal
consumption. We expect annual growth in personal
consumption of 4-4.5 percent for the coming two years.
Looking beyond the crisis, we find that the outlook for the
US is fairly positive.
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Eurozone

Rocky vaccination rollout, but recovery is in sight
Despite the second wave of COVID-19 pushing activity into decline once more, a rocky and
asynchronous vaccination rollout should ultimately enable the region to begin a more sustainable
recovery by the second half of 2021. Loose monetary- and fiscal policy, including recently
approved recovery funds, appear set to accompany a consumption rebound after the summer,
although risks remain.
Significant events since October
Since our October report, the outlook has improved
thanks to the development of effective vaccines,
stronger-than-expected GDP in the third quarter, a
final Brexit deal, and the approval of the EU budget
and accompanying recovery fund, despite some
opposition from Hungary and Poland. Furthermore,
the ECB recalibrated its policy instruments in
December, resulting in its PEPP bond purchase
programme being extended and increased in scope.
The TLTRO programme was also bolstered, with the
result that the ECB is well prepared to boost activity
into 2022. Meanwhile, the second wave of COVID-19
and the accompanying lockdowns have pushed
Q4 GDP into decline once more, and Q1 growth is
also likely to be weak.

Netherlands likely have the capacity to roll out
vaccines effectively, other countries, such as Italy
and, to some extent, France, may face more
challenges. Take-up is also likely to be tepid due to
well-documented scepticism in some countries.
Following roughly flat growth in the first quarter, we
expect an uptick in the second quarter as the more
draconian restrictions are eased. We expect a more
thorough normalisation only during the second half of
the year, when conditions for a more sustained
recovery are met, especially with regards to
consumption. EU recovery funds will start to be
distributed this year and will likely boost investment,
especially after the summer, in pace with
consumption regaining strength as the restrictions are
loosened. Given the new Biden administration and a
more cooperative transatlantic framework, we also
expect some positive effects on trade and sentiment.
Strongest recovery in 2022
By the second half of 2021, the economy will begin
to function in a more normal manner and the service
sector, in particular, should be less constrained by
social distancing. We expect 2022 will be the year
when the economy recovers and GDP to return to
pre-pandemic levels by Q3 2022. We forecast a
GDP growth rate of -7.2 percent in 2020, 4 percent
in 2021 and 4.3 percent in 2022.

Outlook for 2021 dependent on vaccination
Over the holidays, restrictions have been tightened
significantly and harder lockdowns have been
implemented in many European countries. The
speed with which governments can ease the
restrictions will, to a certain extent, depend on the
pace of vaccination. Unfortunately, some of the
harsher restrictions may also have made the
vaccination campaigns more difficult. That said,
take-up and distribution remain the key challenges.
Whereas countries such as Germany and the

Inflation fell to a record low at an average of
0.3 percent in 2020. Although inflation may increase
modestly, we do not expect the ECB to reach its
inflation target during our forecast horizon. Instead,
we forecast for 0.9 percent in 2021 and 1.2 percent
in 2022. In the labour market, fiscal measures such
as furlough programmes continue to put a lid on
unemployment increases. We expect unemployment
to rise to 9.3 percent this year before receding
somewhat as the recovery gathers pace the
following year. At the end of 2022, we expect
8.6 percent unemployment, which is still significantly
higher than before the crisis.
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Theme article

Fear of zombies
Are you among those who fear that lax economic policies are keeping ever more zombie
companies alive? And are you scared that zombie companies are eating away at overall
productivity growth, threatening our common wellbeing? Do you fear the pandemic could be the
perfect breeding ground for undead companies? Well, research suggests this is most likely a
figment of your imagination.
Zombie companies (zombies) first became a thing in
the stagnating Japanese economy in the 1990s. In
the wake of the 2008-09 global financial crisis (GFC),
they attracted renewed interest. One widespread
theory is that zombies have become an increasing
threat to global productivity growth and therefore our
common wellbeing. Many now fear that the
coronavirus pandemic will intensify the zombie
problem with ever more companies limping along
barely alive, feeding on ultra-loose monetary policy
and fiscal support; money that could have gone to
healthy and more productive companies.

In this article, we will look at what a zombie company
is, what keeps them alive, and what could fix the
problem, if there even is one. Research suggests
zombie fear is likely a figment of the imagination.
The living dead
To be labelled a zombie, a company must typically
have demonstrated a lack of profitability and inability
to service its debt over time, yet manage to stay
afloat. Using data to identify these companies,
however, is not necessarily straightforward. Many
researchers resort to looking at companies’ regularly
reported accounting data. A company is then
classed as a zombie if its interest coverage ratio
(calculated as earnings before interest and taxes
divided by interest paid) is lower than one.
Furthermore, the company must have been in this
1
2

state for some time. A common assumption, also
adopted in a recent Riksbank study1, identifies a
zombie as a firm that is ten years or older and that
has been unable to make enough earnings to pay
interest expenses on its outstanding debt for three
consecutive years.
So, zombie companies are weak enterprises that
somehow manage to stay in business. But what
makes them scary? The theory goes that zombie
companies crowd out healthier investment, sucking
the life out of aggregate productivity growth and
potentially threaten overall financial stability.
BIS researchers suggest there could even be a
vicious circle whereby lax economic policy keeps a
higher share of zombie firms alive, which again
depresses productivity growth, contributing to even
lower interest rate levels2. If this is true, policymakers
should be focusing on slaying the zombies. This is
sometimes referred to as creative destruction;
making room for healthier investments and thereby
reviving overall productivity growth. However, this
hypothesis of a vicious circle as a result of lax
monetary policy does not seem to match collective
research findings, and if policymakers were to go
down this route, they would risk destruction alone,
with no creativity.

“Creative destruction” risks
being just destructive
destruction

What keeps zombies alive
So why have zombie companies come to life again,
and what are they feeding on? One theory, along the
BIS lines, is that lax economic policy has created and
is fuelling this trend. In particular, some argue that
the lowering of interest rates to stimulate aggregate
demand has the side effect of reducing the financial

Cella, Riksbank Staff Memo, September 2020
Banerjee, Hofman, BIS Quarterly Review, September 2018
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pressure on zombies to restructure or to exit the
market. The zombie problem received renewed
attention in the wake of the 2008-09 GFC when
interest rates were slashed to new lows to stimulate
aggregate demand. The ultra-low policy rates are
thought to contribute to keeping ever more
companies alive that should have been dead.
According to this hypothesis, loose monetary policy
is dampening overall productivity growth, as the rise
of
the
zombie
companies
crowds
out
healthier investments.

However, research at central banks and the OECD
suggests that this conclusion is misguided.
BIS research finds that the share of zombie
companies has increased in 14 advanced
economies since the 1980s. Furthermore, since the
GFC, the zombie share has grown even more, and
zombie companies seem to survive for longer. The
research also concludes that interest rates play a
role in this.

However, while monetary policy has been loosened
in most advanced economies since the GFC, the
OECD finds that the share of zombie companies
varies greatly between countries.

For instance, while the industry share of capital
invested in zombie companies in Japan was just
over 5 percent in 2013, the share was close to
20 percent in Italy.
Furthermore, looking at Europe in particular, there is
a large variation of ‘zombie shares’ and ‘zombie
trends’ across eurozone countries that have been
exposed to the exact same monetary policy. This
finding would suggest that monetary policy is
unlikely to be the main driver of the zombie rise.
Research at the Riksbank3 even concludes that,
during 2011-16, when the policy rate in Sweden was
consistently lowered, and in 2015 reached negative
territory, the percentage of zombie companies fell
consistently. In 2016, only 3 percent of the total
number of Swedish companies in the Riksbank
sample could be classified as zombies, and these
firms absorbed less than 5 percent of total lending
by financial institutions to all non-financial firms. The
Riksbank study therefore concludes that overall, in
Sweden, zombie companies do not seem to pose a
threat to either financial stability or economic growth.
Research from the Bank of Finland 4 suggests that
zombie companies are often not truly distressed
firms but rather companies with temporarily low
revenue relative to interest payments. Their findings
indicate that over the past 15 years roughly a third of
these firms were in fact growing companies, and two
thirds eventually recovered from zombie status to

3

Cella, Riksbank Staff Memo, September 2020

4

Nurmi, Vanhala, Viren, Bank of Finland Research
Discussion Paper, 8/20 May 2020
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become healthy firms. Similarly, research from
Japan5 shows that most of the zombie companies
that arose during the “lost decade” had recovered by
the turn of the century.

Expansionary central bank
policy is not to blame for the
rise of the zombies

So, if expansionary economic policy is not primarily
to blame, what is fuelling the resurgence of the
zombie trend and why do these companies thrive in
some places and not others? Research points to a
number of explanations. One possible explanation is
weak banks and “evergreening” of loans. Banks that
struggle to meet their imposed capital requirements
will, more often than other banks, roll over debt to
weak companies and sometimes improve the loan
terms rather than realising the losses on their
balance sheet. That way, weak banks contribute to
keeping companies alive that should really have
exited the market6.
Some research also suggests that ineffective
insolvency regimes that hinder company exits are
associated with the rise of the zombies in some
countries7. Government support can also be a factor,
as is the case in China, where zombie companies
constitute a large share of state-owned enterprises8.
Furthermore, research suggests that, after a crisis,
equity and debt capital often flows to the solid
companies, not necessarily the most productive
ones. For instance, in southern Europe, after the
drop in real interest rates following the economic
downturn and the introduction of the euro in the early
2000s, resources were allocated to companies that
had higher net worth but were not necessarily more
productive9. The previously mentioned Riksbank
study finds that while zombie firms in Sweden
consistently decreased their exposure to financial
institutions over the period 2010-16, they at the
same time received large contributions from their
shareholders. These findings indicate that risk
aversion resulting from a crisis can contribute to
dampening productivity growth, and also to keeping
zombies alive.

5

Fukuda and Nakamura, The World Economy 34(7), 2011
Arrowsmith et al., Quarterly Bulletin, Bank of England,
2013. Duval et al., The Review of Financial Studies
33(2), 2020.
6

Pandemic effect
The zombie discussion has intensified this year as
many now fear that the pandemic presents the
perfect breeding ground for the undead companies.
Granted, the longer the pandemic lasts, the more
companies will struggle. However, they need not
become zombies.

Firstly, the pandemic is mostly affecting companies
in the services sector that would otherwise be
healthy and sustainable, benefitting from ample
demand for their products. Most of these companies
are very likely to rebound once lockdowns ease and
demand returns.
In addition, this crisis was not caused by excessive
risk- taking by companies or financial institutions. On
the contrary, going into the pandemic, banks were
more solid than before and should thus be able to
absorb loan losses to a greater degree. This would
reduce the risk of banks rolling over “bad debt”,
contributing to keeping more zombies alive.
That said, government support is currently ensuring
that many companies remain afloat. There is always
the risk that some of these companies will not be
viable in the end. Consequently, it is important that
policy is fine-tuned and that subsidies are
channelled to the best possible extent to the
companies that will be healthy and sustainable once
the pandemic has passed. That said, it is also vital
that support is not withdrawn too soon, which could
cause more companies that would be viable under
normal circumstances to go bust.
In some countries, governments have implemented
temporary measures to make it harder for
companies to file for bankruptcy during the ongoing
pandemic. If these pandemic-related temporary
7

McGowan et al., OECD Economics Department
Working Papers no. 1399, 2017
8 Lam et al., IMF Working Paper WP/17/226, 2017
9 Gopinath et al., The Quarterly Journal of Economics
132(4), 2017
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measures remain in place longer than initially
planned, they might increase the number of zombie
companies. However, this would likely be a
temporary problem and would probably not affect
any zombie “trend”.
There is also the risk that despite generous
economic stimulus, many companies with limited
savings might go under before the pandemic is
quelled. However, among the cash-strapped
companies, there will typically be both “gazelles”,
with high productivity growth, and zombies. And if
they both die, the zombie share will not rise; it might
even fall.
Zombies aren’t that scary
As mentioned earlier, there is an assumption that
zombie companies crowd out healthier investment,
quenching overall productivity growth, eating away
at financial stability. However, as already discussed,
this is not necessarily the case. Rather, their
existence is often unrelated to that of other healthier
companies. For instance, research at the Bank of
Italy finds that during and after the GFC, the rise of
zombie companies did not negatively affect the
growth rate of healthier companies10. The previously
mentioned Riksbank study documents that the
presence of zombie companies in Sweden during
2011-16 was mostly uncorrelated with growth in nonzombie companies.
Where the real danger lurks…
So if lax monetary policy and zombies are not killing
overall productivity growth, what is?
To take a step back, the slowdown in productivity
growth is a global phenomenon and has been
ongoing for some time now. Since the early 1970s,
median global productivity growth has trended lower.
It is very likely that the period from WWII until the
early 1970s presented unusual productivity
opportunities with a lot of low-hanging fruit following
the war. Then, from the 1990s, overall productivity
growth increased temporarily in many advanced
economies, a phenomenon that has been linked to
important technological breakthroughs and the rapid
drop in semiconductor prices. However, once the
effect of this surge had passed, productivity growth
continued to slow.

10

Schivardi et al., Bank of Italy Working Paper no 1139,
2017

There are a number of potential and partial
explanations for the slowing global productivity
growth. However, one outstanding research finding,
which the OECD has focused a lot on lately, is the
possibility that slower productivity growth is not the
result of slower rates of innovation, but rather from
slower rates of diffusion of innovation from the
technology leaders to other companies and
countries. That is, the productivity frontier still seems
to be advancing, but with a smaller number of
companies growing notably faster than the rest.
Since the 1980s, the convergence process, whereby
the laggards catch up with the leaders, appears to
have slowed, in both advanced and emerging
economies. Consequently, there is a productivity
gap between a few leaders and a fat tail of weaker
companies. For example, in the UK, around
1 percent of companies have had average
productivity growth of around 6 percent per year since
the turn of the century, while around a third of UK
companies have seen no rise in productivity at all11.
The slower spread of technological breakthroughs
and the widening productivity gap between
companies could help explain much of the fall in
overall productivity growth rates.

The diffusion of technological
breakthroughs and best practice
has slowed

11

Haldane, Bank of England speech, 2017
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One notable explanation for the increasing
productivity gap between the few leaders (i.e.
superstar companies) and the fat tail of laggards
seems to be the increasing concentration of power
in a limited share of companies, hindering the
majority of companies from progressing.
Conclusion
To sum it up, zombie companies are not that scary.
They provide employment and generally do not take
your money or your brains. Research does not
support the hypothesis that there is a vicious circle
whereby lax monetary policy keeps more zombies
alive, further depressing productivity growth. The
zombie share has not risen across all OECD
countries where monetary policy has been loosened
and varies greatly across countries exposed to the
exact same monetary policy. Rather, research
suggests zombies stay alive thanks to weak banks
and insolvency regimes and sometimes as a result
of risk aversion stemming from previous crises.
Furthermore, zombies do not necessarily crowd out
healthier investments.
Rather than being the cause of the waning global
productivity growth, zombies are probably a
symptom of it. As demand growth weakens, more
companies will struggle, but can stay afloat if the
circumstances are right.

trend higher in the wake of the pandemic, demand
growth would have to remain muted. However, that
is not what we expect. On the contrary, we forecast
demand growth will accelerate quite markedly this
year and next. That said, there is a risk that demand
growth will weaken again further down the road. And
if regulatory frameworks are weak, that might lay the
foundation for more zombies. But as previously
mentioned, this crisis was not caused by excessive
risk-taking on the part of companies or banks.
Rather, going into the pandemic, banks were more
solid than before and should thus be able to absorb
loan losses to a greater degree. Rather than fearing
more zombies, we see a risk that if pandemic
stimulus measures are rolled back too quickly, we
may see more bankruptcies than necessary.
We believe that tightening policy to kill zombies is
the wrong answer to the wrong question. If
policymakers want to revive overall productivity
growth and at the same time rid themselves of the
zombies, they should focus for instance on issues
that hamper the diffusion of technological innovation
and, if needed, shape up the regulatory frameworks
that contribute to keeping
the
unviable
companies alive.
Kinemortophobia be gone!

In our view, the problem is not the zombies, but the
waning productivity growth caused by other forces
discussed earlier. Consequently, we believe an
attempt to kill off the zombies by tightening policy
would be a very costly mistake.
Policymakers need to keep in mind that among the
highly indebted companies there are not only
zombies, but also “gazelles” with high productivity.
Higher interest rates would hit both, limiting any
overall productivity gain. And assuming there would
actually be a productivity gain, it would still come at
a painful employment cost. Naturally, it takes time to
replace a company. Therefore, any productivity gain
would materialise only after a period of time. The
unemployment cost, however, would be immediate.
Killing zombies would put more people out of work,
further dampening aggregate demand. In particular,
deliberately killing zombie companies now during the
pandemic would primarily present a risk of the
current economic crisis deepening.
Will more zombies arise from the pandemic? As we
have argued, zombie companies probably arise from
weak demand growth combined with bad banks,
weak insolvency regimes and possibly also risk
aversion following a crisis. For the zombie share to
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Theme article

Green is the new black
Achieving the temperature goal set out in the Paris Agreement would require a rapid overhaul of the
energy sector and massive investments in a transformation increasingly supported by investors.
Supportive public sentiment, government policies and technological progress have been powerful
drivers of capital flows into new energy assets. Public support for more climate measures is stable and
we will probably see continued investments in companies that offer solutions to the climate challenge.
However, if energy costs increase, public support for climate measures could be eroded.
The green transition survives the pandemic
It seems that hardly a day passes without a country or
a major business pledging carbon neutrality within a
few decades. The pandemic has only strengthened
this trend. Whereas many people suspected that
short-term growth considerations would take
precedence over climate goals during the deep
economic contraction this year, some governments
have instead tied economic stimulus to longer-term
climate goals in an effort to ‘build back better’12.

The Paris Agreement aims to limit the increase in the
global average temperature this century to well
below two degrees Celsius relative to pre-industrial
levels. The agreement entered into force in late
2016, and about 190 countries have signed it. While
the Paris Agreement does not include a
predetermined path to achieving the temperature
goal, it is clear that success would require an
unprecedented transformation of energy production.
Over 70 percent of total global greenhouse gas
emissions can be attributed to the energy sector 13.
The challenge of achieving net-zero greenhouse gas
emissions
is
enormous
and
requires
a
For instance, the EU’s pandemic recovery plan is tied
to sustainability goals.
12

comprehensive reduction in the use of fossil fuels in
electricity, power generation and transport.
Although this challenge has been well known for
many years, the focus has increased lately as
countries are looking ahead to achieve their national
contributions for 2030. The economic contraction in
2020 has led to an estimated fall in global energy
consumption of about 5 percent14. However, the fall
in energy consumption has been confined to the
non-renewables sector, while renewable energy
consumption has increased.

According to IEA, the overall fall in energy
consumption and the transition towards renewable
energy sources will lead to a 7 percent drop in global
CO2 emissions in 2020. However, most of this drop
is a consequence of the economic hardships that the
world has endured due to the pandemic, and will
likely be transitory as the world economy recovers.
To achieve the goals of the Paris Agreement,
governments around the world would have to
intensify the transition from fossil fuels to low-carbon
energy production.

13
14

According to OurWorldinData.org
IEA World Energy Outlook 2020
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Investors are catching on
As governments continue to tighten their emissions
goals and, at least to some extent, enact policies
designed to accelerate the energy transition,
investors are paying attention. While climate-related
goals are not new, there seems to have been a
marked change in investor preference for lowemission energy assets over the past few years. On
the stock market, traditional oil and gas producers
have clearly been dealt a blow by the pandemicinduced fall in product prices. However, in the past,
lower fossil fuel prices have usually also led to
weaker stock price performance for alternativeenergy companies. Developments in the past year
seem to have broken this relationship. While the stock
prices of oil majors have tumbled in recent years,
those for low-carbon energy companies have surged.

in debt markets. The opposite is true for renewable
projects. Investors and creditors are increasingly
emphasising climate-related risk in their investment
decisions. These risks include reputational risks, as
well as purely financial risks connected to higher
uncertainty around future fossil fuel prices and the risk
of ‘stranded assets’ given the regulatory push towards
decarbonising energy production.

Investors channel funds
towards green energy
Powerful forces steer financial flows
We see the green trend in financial markets as being
driven by three main forces:




Government regulation
Technological innovation
Public sentiment

These forces are clearly not unrelated, but rather act
to reinforce each other. The regulatory push towards
low-carbon energy production is indicated by the
global support for the Paris Agreement. While actual
global policies are so far inadequate to reach the
temperature goal, a number of countries have
strengthened their shorter- and longer-term
emissions targets ahead of the 26th United Nations
Climate Change Conference due this year. The EU
Green Deal has likely been a major driver of
investments since last fall. In it, the EU has outlined
a set of policy initiatives with the overarching aim of
making Europe climate-neutral in 2050.
The regulatory emphasis on decarbonising energy
production has included a number of financial
support mechanisms for renewable energy. That has
enabled R&D and pilot projects for large-scale
deployment of low-carbon energy solutions. Over
the past decade, the cost of both wind and solar
energy production has declined substantially. In
some locations, the cost per MWh has fallen below
that of competing fossil-fuel energy. This
development has been a driver for the shift in
financial markets as profitability no longer rests
solely on governmental support.

Oil majors now face increasing project-funding costs,
due to both lower stock prices and higher interest costs

Public support for climate policies has increased in
the US and Europe over the last decade. In a 2019
Pew Research Center survey, 67 percent of American
adults reportedly said the federal government was
doing too little to reduce the effects of climate change.
Almost 80 percent agree that the most important
priority for US energy supply should be developing
alternative energy. Ninety-two percent of Europeans
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agree that greenhouse gas emissions should be
reduced to make the EU economy climate-neutral by
2050, according to a 2019 survey by the European
Commission. The popular support for climate action
has therefore become an important political issue,
and has contributed to increased climate regulation.
Growing climate awareness has also put investment
managers under increased scrutiny over the climate
impact of their financial positions. Over the past few
years, campaigns promoting de-investment from
fossil fuel assets have gained momentum.
Decarbonisation comes with costs
With the public, politicians and investors all seemingly
supporting decarbonisation of the economy, the green
trend in financial markets seems fairly robust. If the
future of energy production is all about renewable
energy, then clearly much more investment is required.
Although public support for climate policies is high in the
developed world, the willingness to pay for reduced
greenhouse gas emissions appears quite low. For
instance, in late 2018, more than two-thirds of
Americans were reportedly unwilling to pay USD 10 per
month to combat climate change15. Results like these
suggest that support for climate policies is likely to be
somewhat conditional on costs being kept under control.
There are clearly costs related to rebuilding our
energy production infrastructure. However, the cost
disadvantage of renewable energy seems to be
diminishing in a cost-per-energy-unit comparison
with fossil fuels. Even so, research points to potential
hidden costs of renewables that standard levelised
cost of energy (LCOE) calculations do not capture.
A recent OECD report16 concluded that system costs
per MWh increase with the share of renewables in
the electricity grid. The OECD’s results show that a
renewable share of 75 percent could double the
price of electricity compared to a baseline with very
low renewables penetration. Most of the increase in
costs is due to costs associated with providing
residual load in the system. Due to the intermittent
nature of most renewables, other sources of energy
must provide backup for the periods when the sun is
not shining and the wind is not blowing. The cost per
kWh of providing this backup increases with the
share of intermittent renewables in the system.

energy transition, but might cause popular backlash
as the share of renewables in energy production
increases. If public sentiment on climate policies
sours, there is a risk that government policies might
be reversed. Given the cost challenges for
renewables, this could lead to reversal of capital
flows in the energy space.

The intermittent nature of some
renewable energy sources
could materially increase costs
for the system as a whole
Pricing of green energy increases vulnerability
The momentum for climate policies in the western
economies appears to be on the side of more action
to prevent global warming. The pandemic seems to
have strengthened policymakers’ resolve to rebuild
economies with at least some weight being put on
achieving the Paris Agreement temperature goals.

Given the costs associated with decarbonising
energy production, there is a risk that public
sentiment might turn against politicians and policies
that increase energy costs substantially in an effort
to advance the climate cause. These costs are
unlikely to be disruptive in the early stages of the

However, it seems likely that transitioning from highly
energy-dense sources to less dense sources will come
with significant costs. Elevated costs could threaten the
supportive policy backdrop. Companies in the new
energy sector are priced at elevated multiples, likely
reflecting investor confidence in their long-term earning
potential. The high multiples increase vulnerability to
reversals in policy support and countertrends in capital
flows. However, climate devastation also comes with
large costs. As long as public support remains firmly
behind more climate action, we are likely to see
increased capital flows to companies that provide
solutions to the climate challenge.

15

16

According to a survey by Energy Policy Institute at the
University of Chicago

‘The Cost of Decarbonisation: System Costs with High
Shares of Nuclear and Renewables’, OECD 2019
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Key figures

Our home markets
United Kingdom
GDP
Unemployment*
Inflation
Policy rate, percent**
Exchange rate, EUR/GBP**
Sources: ONS, Macrobond and Handelsbanken
* Percent of the labour force **At year-end

Finland
2019
1.4
3.8
1.8
0.75
0.85

2020
-10.1
4.5
1.2
0.1
0.90

2021p
5.8
6.5
1.5
0.1
0.86

2022p
4.4
5.5
2.0
0.1
0.86

Sweden
2019
2020
2021p
2022p
GDP*
1.4
-3.1
2.7
4.1
GDP, actual
1.3
-2.9
2.8
4.1
Household consumption*
1.3
-5.0
2.6
5.8
Fixed investment*
-1.2
-1.9
1.1
4.0
Net exports, GDP contribution*
1.1
0.3
0.5
0.0
Unemployment**
6.8
8.4
8.7
7.6
Employment
0.7
-1.4
-0.3
1.7
Inflation, CPIF
1.7
0.5
1.3
1.1
Policy rate, percent***
0.0
0.0
0.0
0.0
Exchange rate, EUR/SEK***
10.43
10.04
9.95
9.80
Government net lending****
0.6
-3.3
-2.5
-1.0
Maastricht debt****
35.1
39.6
39.5
36.8
Sources: Macrobond and Handelsbanken
*Calendar adjusted **Percent of the labour force ***At year-end **** Percent of GDP

Norway
GDP. mainland
Household consumption
Petroleum investments
Unemployment*
Inflation. CPIATE
Policy rate. percent**
Exchange rate. EUR/NOK**
Sources: Macrobond and Handelsbanken
*Percent of the labour force **At year-end

2019
2.3
1.4
12.6
2.3
2.2
1.5
9.86

2020
-3.4
-8.1
-4.5
5.0
3.0
0.0
10.47

2021p
3.7
6.2
-5.0
3.3
2.1
0.0
10.30

2022p
2.8
6.7
-5.0
2.7
1.4
0.5
10.20

GDP
Household consumption
Fixed investments
Net exports, GDP contribution
Unemployment*
Inflation
General govt balance**
EMU debt**
Sources: Macrobond and Handelsbanken
*Percent of the labour force **Percent of GDP

2019
1.1
0.8
-1.1
1.7
6.7
1.0
-1.0
59.3

2020
-3.1
-3.7
-2.0
-0.8
7.7
0.3
-5.3
68.4

2021p
2.5
2.5
0.7
0.6
7.5
0.9
-4.5
70.3

2022p
2.3
2.0
1.6
0.6
7.2
1.3
-2.4
70.0

2020
-3.8
-3.7
-1.2
-0.1
-8.9
-7.0
5.8
0.4
-0.60

2021p
1.3
1.5
2.1
0.8
1.9
2.6
6.4
1.2
-0.60

2022p
4.0
5.1
-0.1
4.0
7.1
6.9
5.5
1.4
-0.60

2020
-4.2
4.1
1.1

2021p
3.0
6.0
1.3

2022p
3.6
5.3
1.5

Denmark
2019
GDP
2.8
Household consumption*
1.4
Government consumption
1.2
Fixed investments
2.8
Exports
5.0
Imports
2.4
Unemployment, LFS**
5.1
Inflation
0.8
Policy rate (dep. rate), percent**
-0.75
Sources: Macrobond and Handelsbanken
*Incl. NPISH **Percent of the labour force ***At year-end

Netherlands
GDP
Unemployment*
Inflation, HICP
Sources: Macrobond and Handelsbanken
* Percent of the labour force

2019
1.6
3.4
2.7
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United Kingdom

Economic outlook: land of hope, if not glory
The start of 2021 comes with two very welcome and one less welcome piece of news. On the
encouraging side, there was the agreement on Christmas Eve of a free-trade deal between the
European Union and the United Kingdom, and, equally important, the beginning of a mass COVID-19
vaccination programme. Less welcome was the renewed full national lockdown set to last until at
least mid-February, if not longer. The recovery in the summer demonstrated healthy demand was
there, but any sustained recovery must now wait for the vaccine rollout; thus, we see sustained
growth biased to the latter half of the year.
UK: The shocks before the spring
Last year was shocking for the United Kingdom: not
only was there the challenge of trying to cope with
COVID-19, there were the ongoing negotiations and
the very real potential of a no-deal Brexit. These
issues affected all aspects of economic growth, from
consumer spending through to business investment,
the trade balance and government spending. The
good news is that there is light, quite a bright light, at
the end of the tunnel. First, there is a vaccine, and at
least in the UK a rapid vaccination programme is
being rolled out; then, on Christmas Eve, there was
the announcement of a free-trade agreement
between the UK and the European Union. A bright
future beckons, but first, a renewed national
lockdown must be endured.

Monthly GDP data shows that the first lockdown
resulted in a 25.6 percent fall in GDP. What is notable
during the second lockdown (the interim tier four
partial lockdown from mid-December to early
January) and now the third (from January 5 until at
least mid-February) lockdown was that people have

become more adept at continuing to work and spend
online. In June, 64.7 percent of businesses reported
decreased turnover; by December, this had fallen to
42.7 percent17. As before, the impact is being most
keenly felt in areas where lockdowns are the tightest:
restaurants, holiday spending, arts venues and highstreet retailers. Overall, our expectation is that UK
GDP will fall by 10.1 percent in 2020, then grow by
5.8 percent in 2021 and 4.4 percent in 2022.

UK unemployment reached a 45-year low of
3.8 percent in December 2019 and remains officially
at 4.9 percent. However, 14 percent of the workforce
remained on furlough in mid-December and many of
those people are likely to be made redundant
eventually. The government furlough programme,
now extended to the end of April, is aimed at
preserving viable jobs. This aim will only be met in
part and our forecast is for unemployment to rise to
6.5 percent in 2021 as businesses adjust the size of
their workforces to meet consumer demands.

ONS; ”Business insights and impact on the UK
economy: 7 January 2021”
17
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Finally, a Brexit deal
The EU-UK free-trade agreement announced on
Christmas Eve covers trade in goods, (some)
services, energy, transport, security and of course,
fish. It sets tariffs and quotas to zero, although there
will be some extra paperwork to cope with to ensure
that trade qualifies for zero rates.
While tariffs are no longer a worry, businesses will
continue to deal with non-tariff barriers (NTBs), with
extensive rules around how much of a good can
come from outside the EU and still qualify for zero
tariffs or quotas. For industries with complex supply
chains, such as car manufacturing, the potential cost
of NTBs has been estimated to be as high as
26 percent when looking to sell into the United
States18. Given that car manufacturers are looking to
shift production towards electric vehicles, it is to be
welcomed that there are provisions to phase in rules
to allow time for manufacturers to find, or build,
alternative sources for batteries.
For financial services, the big impact has been the
loss of ‘passporting’, which allows UK financial
services firms to provide services across the EU.
The final shape of what UK financial services firms
are able to offer is the subject of ongoing
negotiations, due to be completed by March 2021.
Flights to and from the UK are to continue
unimpeded and hauliers are allowed to drop goods
at multiple destinations in the EU. The bigger
challenge is customs, where eventually high-tech
solutions should enable physical trade to operate
seamlessly. At least the renewed lockdown will
ensure ports remain relatively uncrowded.
The key to consumption: a vaccine
While consumer confidence, and hence spending,
will benefit from the Brexit deal, the even bigger
driver is the arrival of an effective vaccine, which is
being rolled out across the country in the first
quarter. Our forecast is for consumer expenditure to
surge by 7 percent over the course of 2021, although
this will be weighted to the latter part of the year. This
recovery is also dependent upon businesses
accommodating pandemic inspired changes to
consumer behaviour.
Business investment, which fell by 12 percent in
2020, is now forecast to rise by 10 percent in 2021.
This means businesses will be investing up to half of
their pandemic-induced accumulated savings over
the course of the coming year, upwards of
GBP 30bn. While government expenditure remains
18

Institute for Government; No-Tariff Barriers explainer; 2020

reasonably steady, we expect the Brexit deal will not
result in significant change to the UK trade deficit
with the EU; any diminishing of exports to the EU, or
increase in UK exports more widely, will only be seen
in the longer term.
Sterling shows some strength
Our outlook for GBP is more positive. Alongside the
Brexit deal, the UK has negotiated over
60 international free-trade agreements. At this
stage, these are largely ‘roll over’ agreements
previously agreed with the EU. However, there are
ambitions to deepen these relationships. For GBP,
long accustomed to reflecting a current account
deficit, increasing trade with these high-growth
markets holds out the prospect of a diminishing trade
imbalance and ultimately GBP strength. More
immediately, we expect the Brexit deal and the
looming prospect of a COVID-19 vaccine to support
GBP; we see USD/GBP moving to 1.40 and
EUR/GBP at 0.86 in the first half of the year.
The Chancellor’s dilemma
Most budgets are touted as being historic: it is rarely
true. Such exaggeration cannot be said of the
budget, now set for March 4, in which the chancellor
will set out a financially and fiscally sustainable way
of growing the economy out of the worst downturn in
three centuries. The UK’s public sector net
borrowing amounted to GBP 241bn for the first eight
months of the present account year (the peak of the
global financial crisis saw borrowing reach
GBP 158bn)19 and the forthcoming budget will
almost certainly look to wind down extensive
government support schemes and reintroduce
foregone taxes to help bring government finances
into much closer balance. There are fears that toorapid a roll back of these programmes will lead to a
wave of business insolvencies and drive up
unemployment; these have to be balanced against
tax rises, which could cool or even kill a recovery. On
this latter point, caution seems to be justified, as tax
as a percent of GDP of 34.6 is at the top of its longestablished range.
One helpful element in achieving this balance is that
the Bank of England has indicated that it does not
see the need to raise interest rates above
0.1 percent anytime soon. Indeed, even if inflation
were to move to its target of 2 percent, authorities
are willing to look at average figures in seeking to
ensure that any recovery is well established before
a rate rise is considered.

19

OBR; Budget deficit continues to rise very sharply;
Dec 2, 2020
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Sweden

Consumption in temporary demise; exports rise
The Swedish economy is experiencing its second period of shrinking GDP in less than a year.
However, while consumption is once again in decline, manufacturing is holding firm, thanks to
resilient export demand. We expect a quick recovery once restrictions have eased and households
revert to consuming a more normal proportion of their income. The labour market has been
undermined, so a definitive reverse in unemployment is unlikely until later in 2021. An inflation spike
this spring will mask cooling underlying inflation. The Riksbank appears hesitant, but we believe
that it will ultimately decide against setting a negative policy rate.
Worse outcome, but better growth prospects
The second wave of COVID-19 has hit Sweden’s
economy hard. According to surveys carried out by
the University of Oxford, the restrictions in Sweden
are now at their most severe to date. This has
resulted in a sharp increase in social distancing
since November. With people socialising less,
household consumption has begun to fall again.

Falling consumption has mainly affected the service
sector, which is once again experiencing a severe
decline in turnover, in some cases as devastating as
the collapse witnessed last spring. The negative
impacts have so far disproportionately affected
sectors such as hotels, restaurants and travel.
Overall, however, we find that the economy is coping
much better now than it did during the first wave of
the pandemic. Order books in manufacturing are
filling due to export demand, while the construction
sector has benefitted from low interest rates and
improved growth prospects.

We foresee a quick recovery
for consumption once
restrictions are eased

Household consumption may seem to be a long way
from recovering, considering it was down 5 percent
y-o-y in November and certainly even more in
December. However, we expect a quick recovery
once the current restrictions have eased, particularly
as households revert to consuming a higher
proportion of their income. Overall, we expect a
strong correction to boost the second and third
quarter of 2021. As general uncertainty dissipates
and more people return to work after furlough and
unemployment, we expect the consumption
recovery to continue, savings to decline and
incomes to rise.

We had previously expected a sputtering recovery –
two steps forward, one step back – but the current
setback seems to be substantial, delaying the
recovery. Our GDP growth forecast for 2021 has been
cut since our October forecast, from 4 percent to
2.7 percent. Once growth finally picks up again in the
spring, we expect the recovery to be unmistakeable.
From that point, we raise GDP growth to reflect the
success of vaccination programmes and surprising
strength in export-driven manufacturing, which bodes
well for fast investment growth.
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Economic policy is supportive
Economic policy has supported the recovery and
reduced the risk of slower economic growth in 2021.
Several of the government’s crisis packages have
helped temper the rise in unemployment and
bankruptcies. As such, we argue it is crucial not to
phase out stimulus measures too soon. We expect
fiscal policy measures to boost GDP by more than
1 percent than would otherwise have been the case
in 2021. The Riksbank’s emergency measures
helped to prevent the negative impacts of COVID-19
from spreading, averting a potential financial crisis
last year. The Riksbank is now making monetary
policy more expansionary, which should support
the recovery.

Definitive turnaround in unemployment delayed
The decline in production during 2020 has led to a
sharp increase in unemployment, despite the fact
that many companies have primarily chosen to
furlough their staff. The stabilisation of the labour
market occurred sooner than we expected.
However, we are now expecting a labour market
setback mirroring the new GDP developments. All
told, the definitive turnaround in the labour market
will likely be delayed until later in 2021, when
recruitment picks up in sectors that benefit from the
re-opening of society. Labour demand should
gradually rise in line with the economic recovery and
unemployment should fall further in 2022.
Inflation spike masks underlying weakness
Already in 2020, inflation was very low, but this was
partly due to temporary factors such as travel and
energy prices being subdued by the COVID-19 crisis
and the weather. This temporary factor will reverse,
likely creating an inflation spike during the spring.
Looking past these fluctuations, underlying inflation
is in gradual decline, owing to the poor economic

climate. We do not expect to see the start of a
sustainable rise in inflation until 2022.
Other factors behind weak inflation include the
modest new three-year wage agreement, weak
inflation growth globally and a stronger krona. These
factors are expected to dampen companies’
marginal costs and, accordingly, underlying inflation.

Riksbank refrains from negative policy rate
Despite the slow turnaround in already lukewarm
inflation, our view is that the Riksbank will not rock
the boat. Admittedly, we expect the Riksbank to
expand its balance sheet in 2022, but at a declining
pace. Moreover, we stand by the view that the repo
rate will remain at zero percent for the foreseeable
future, even though several members of the
Executive Board have declared themselves open to
a reduction. Fiscal policy is also expansionary and at
present there is no significant pressure on the
Riksbank to take further action.
Nevertheless, the possibility of an interest-rate cut
cannot be excluded if the Riksbank’s outlook on
reaching the inflation target deteriorates dramatically
– something that could be triggered by continued
material strengthening of the krona. While the krona
has certainly strengthened more than expected in
2020, the trend now appears to have broken and we
expect a stable or marginally weaker EUR/SEK in
the near term. However, we forecast some renewed
krona strengthening, starting in the second half of
2021, when the focus shifts from the pandemic to the
economic recovery that should follow. For that to
materialise in the eurozone, we calculate that the
ECB would need to introduce more stimulus than the
Riksbank, which speaks in favour of the krona.
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Norway

Consumption-led rebound and faster rate rises
Stricter containment measures are having a dampening effect on activity in the near term, but the
negative effects are mainly being felt across the service-producing sectors. More importantly, the
ongoing rollout of vaccines has improved the outlook for the economy further down the road.
Against this backdrop, we expect to see a consumption-led rebound in the second quarter, with
prospects of overall economic activity normalising quickly. Accordingly, we believe that Norges
Bank will be the first central bank to raise interest rates. We expect a first rate rise in March 2022
and a second rise by Q3 2022.
Near-term setbacks…
The mainland economy has gained a lot of ground
since hitting its trough in early April last year.
However, rising COVID-19 infection rates followed
by the reintroduction of tighter societal restrictions
are weighing on activity again, although we find that
the economic setbacks appear to be isolated to parts
of the service industries. Contrary to the situation in
March and April, neither schools nor preschools
have been subject to national lockdowns this time.
Activity in healthcare remains close to normal. In
combination with an increase in wholesale and retail
trade, plus a good performance in manufacturing,
mainland GDP has experienced only a modest
setback so far. Even though we lack the hard GDP
data for the final month of 2020, we can see from
labour market statistics that part of the initial
unemployment increase – as seen in November –
reversed in December. Furthermore, overall
unemployment has levelled out so far in the first
quarter. All told, we view the near-term slowdown as
relatively mild for the economy as a whole.

…should soon be replaced by a faster rebound
More importantly, we believe that the ongoing setback
will be relatively short-lived. Thanks to the

commencement of COVID-19 vaccinations, there are
reasons to believe that the ongoing setbacks should
soon be replaced by a stronger rebound. According to
the Norwegian Directorate of Health, vaccinations are
expected to increase significantly by April, and we
assume that a large percentage of the population will
be vaccinated during the first half of 2021. This could
lead to containment measures being wound down
relatively quickly, especially during the first half (or so)
of 2021. As such, we maintain our view that
consumption should rebound strongly in the wake of
vaccinations, and we believe this will prove to be a
key boost to growth throughout 2021.
Prospects of consumption-led rebound in 2021
In terms of the baseline for such a rebound,
household disposable incomes avoided a potentially
steep downturn, even during the height of the crisis.
This again must be viewed in the context of
generous benefits, as well as steep rate cuts by
Norges Bank lowering debt-servicing costs, which is
a vital factor given elevated household debt. Despite
such support, consumption possibilities have been
limited owing to the containment measures. While
spending has shifted towards goods and the retail
sector (especially for online purchases) at the
expense of depressed spending on services, overall
consumption has dropped significantly during the
crisis. In November, the latest available data,
consumption was about 7 percent below its precrisis level. The flipside of the coin is that household
savings have increased greatly.
With an encouraging outlook for the vaccine rollout
and prospects of containment measures being
eased thereafter, we believe that savings are poised
to drop sharply in the period ahead. Our main
scenario is that savings will gravitate towards their
pre-crisis levels, implying that household spending
will accelerate sharply, buoyed by a return to
spending on services. This is important, as the
import content is much smaller for services than for
retail goods, implying that the boost to the
Norwegian economy should be significant.
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Could we be wrong about ‘the savings story’?
One possible caveat to the story is that savings could
remain elevated, even though consumption
opportunities should rise with containment measures
being eased, owing to shaky sentiment. However, we
note that the rise in savings during 2020 appears to
have been driven by ‘force’ rather than by ‘fear’. As
shown below, households’ plans to amortise and save
have not trended upwards; instead, they have
continued to hover around their pre-crisis levels. We
also note that consumer sentiment has recovered and
is now back in slightly positive territory, implying that
households are generally not too worried about their
economic prospects ahead. Digging further into the
details, we can see from the breakdown of savings that
it is net lending (i.e. the acquisition of financial claims
minus new loans) that enjoyed a boost during the crisis.
This again is explained by a sharp rise in bank
deposits. All told, as we see it, the evidence points to
clear prospects of a consumption-led rebound ahead.

We also believe that a firmer footing should lead to
investment activity recovering faster than previously
assumed, thereby further buoying the outlook for
2022. Lastly, new information from the operators on
the Continental Shelf shows that the temporary
changes to the tax code have dampened the decline
in real petroleum investments more than previously
assumed.
In sum, following a contraction of about 3.4 percent
in 2020, we believe the economy will pick up by
3.7 percent in 2021 and 2.8 percent in 2022.
Whereas our annual estimates for 2020–21 are
relatively unchanged, we lift our estimate for 2022 by
0.8 percentage points.

Entering 2022 on a firmer footing, we believe
Despite all of this, our GDP forecasts for 2020-21 are
not visibly revised on an annual basis. True, the
present situation is a bit weaker than assumed in our
previous report. However, at the same time, the
setback is happening from a slightly higher base than
previously assumed. More importantly, the rollout of
vaccines, which is no longer just a hypothesis, has
improved the outlook further down the road, we
believe. In terms of revisions to our annual GDP
estimates, these effects broadly cancel out for
2020–21. That said, the upward adjustments to our
quarterly estimates throughout 2021 have a material
effect on our forecast for the 2022 GDP growth rate.

Faster rate rises from Norges Bank
Accordingly, we raise our expectations for Norges
Bank’s rate decisions. The central bank has already
signalled a more hawkish stance, citing improved
economic prospects and housing prices rising faster
than previously assumed. In the new path from
December 2020, the first policy rate rise was brought
forward and is now expected sometime in the first
half of 2022 (previously: end-2022). The central
bank also expects one further rise in the second half
of 2022. We share the base assumption that the
encouraging vaccination news has significantly
improved the economic outlook; we now expect a
first rate rise in March 2022 and a second rate rise
by the third quarter of 2022. That would leave the
key policy rate at 0.50 percent at the end of our
forecast horizon.
With Norges Bank standing out from the crowd of
other central banks leaving rates on hold, we believe
wider interest rate differentials and improved risk
sentiment should support the NOK. We expect the
EUR/NOK to hover around 10.40 during the next
three to six months (previously: 11.00).
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Finland

Return to growth with minor damages
The Finnish economy has so far been left relatively unscathed by the COVID-19 pandemic, with the decline
in 2020 GDP being small compared to many other countries, although higher public debt will be a more
lasting impact. For 2021-22, we forecast the Finnish economy rebounding quite strongly. After a soft patch in
early 2021, we expect Finland’s economic growth to accelerate during the second half of 2021, as mass
vaccination programmes are well under way. The recovery should continue in 2022, with GDP growing
above its potential rate. We expect that private consumption will be the main driver of economic growth,
supported by exports, and that the labour market situation will improve during our forecast period.
A return to growth
The second wave of the pandemic dampened
economic activity at the turn of the year. After a soft
patch, we expect economic growth to accelerate during
the second half of 2021, as mass vaccination
programmes are well under way. The recovery should
continue in 2022, as GDP should grow above its
potential rate (long-term trend growth rate). We
forecast that after contracting by 3.1 percent in 2020,
the Finnish economy will grow by 2.5 percent in 2021
and 2.3 percent in 2022. Moreover, we expect the
economic recovery will be reflected in the labour
market. Unemployment should decline in 2021 and the
positive trend should continue in 2022 too.

construction investments are likely to contract for the
third year in a row in 2021, but we expect a slight
turnaround in 2022. A notable rebound in machinery and
equipment investments, thanks to a revival in global
demand, and expanding public investments should
return total investments to growth in 2021-22.

We expect the public-finances deficit to have reached
5.3 percent of GDP in 2020 and foresee smaller
deficits for 2021-22. With that, the general government
debt-to-GDP ratio should surpass 70 percent in 2021.
Household consumption fuelling recovery
Private consumption fell significantly in the first half of
2020 as demand for services and semi-durables
collapsed and households’ savings increased in the
wake of the pandemic. A gradual recovery in
household consumption is currently underway, and
this should be buoyed by improving consumer
confidence and pent-up demand in 2021-22. In
particular, we see room for services consumption to
accelerate. Additionally, higher wages and moderate
inflation will increase households’ real incomes; taken
together with better employment, households’
purchasing power will improve. Overall, we expect
that private consumption will be the main driver of
GDP growth in our forecast period. However, as the
household saving rate already fell in the third quarter
of 2020, to 3.5 percent from 9.5 percent in the
second quarter, Finnish households have less
savings to consume in 2021.

Export sector ready for pick-up in demand
Robust economic growth in Finland’s main export
markets should boost its goods exports in 2021-22. So
far, we find that the Finnish industrial sector has been left
relatively unscathed by the pandemic. Recently, there
have been positive signs from new order intake in
manufacturing, although exports of services have been
heavily burdened. Travel services suffered significantly
as the flow of tourists stalled. Weak export growth was
also seen in business and IT services. However, we
expect vaccination programmes and the recovery in the
world economy to boost Finnish service exports ahead.
Exports of business services and IT services will
accelerate, due to shifts in the digital business
environment caused by the pandemic.

Improving outlook for investments
Private investments have slightly decreased over the
past two years, due to a waning residential construction
cycle and a plunge in machinery and equipment
investments in 2020. Permits and starts indicate that
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Denmark

Short-term pain, long-term gain
Our ‘less optimistic’ forecast from October proved to not be pessimistic enough, as surging infection rates
and draconian lockdowns have weakened the short-term outlook by more than expected. As a result, we
lower our GDP forecast for 2021 significantly. We continue to see this as a temporary setback and positive
news about vaccines has increased our confidence in a strong rebound in the second half of 2021, led by
private consumption. We now expect GDP to have recovered to pre-crisis levels in early 2022.
The winter of discontent
Surging infection rates and even more draconian
lockdowns than during the initial phase of the
pandemic – now including the closure of all nonessential shops – have soured the short-term
economic outlook more than previously expected.
Paradoxically, the prospect of a vaccine makes us
assume that restrictions will be kept in place for longer
in Denmark, as it lifts the near-term costs of infections
relative to the cost of temporary lockdowns. This
argument is enhanced by the recent appearance of
more contagious virus strains. Thus, we expect
restrictions to be with us for at least most of the first
quarter. The upshot is that, following a stronger-thanexpected rebound in GDP in the third quarter last year,
we expect the economy to slow significantly in the short
term. Due to a strong start to the quarter, led by
consumption, GDP growth likely remained slightly
positive in Q4. However, we now expect a contraction
in GDP in Q1, due to the strict lockdown measures.

The hit to the economy is expected to be smaller than
in the spring, as the manufacturing and construction
sector is less affected this time around. Reimplementation of aid packages and wage
compensation schemes, made possible by sound
public finances, in tandem with continued favourable
financial conditions should also cushion the negative
economic impact. However, unemployment is

expected to increase again in the short term, as
bankruptcies, which have so far been surprisingly
subdued, increase in the sectors hit hardest by the
virus, where firms have whittled away their financial
cushions. This trend could be enhanced as last year’s
postponed tax and VAT payments become due.
Summer made glorious by vaccines?
Positive vaccine developments have strengthened our
view that the current economic setback should be
temporary in nature. Even though total herd immunity
will most likely not be achieved before summer, the
vaccine rollout should have eradicated COVID-19
sufficiently for restrictions to be lifted gradually during
the second quarter, supported by the return of warmer
weather. As the economy opens up, we expect private
consumption to be the main driver of a strong
economic rebound over the summer. Household
savings rates have risen during the pandemic, but the
Danish central bank has estimated that precautionary
savings amounted to only 5 percent of the rise in the
savings ratio, with 85 percent driven by the lack of
spending opportunities. Thus, savings ratios should
quickly return to pre-pandemic levels once restrictions
are lifted. Consumption will be supported by new
disbursements of holiday allowances in April, as well
as increasing house prices. The service sector will
likely be the biggest beneficiary, as cash-rich
households make up for lost time, but without having to
cut back on spending on goods to do so. As the global
economic recovery gains traction, exports are likewise
expected to pick up pace, hopefully bringing exports of
services back from the abyss. As hopes for a virus-free
world increase, business investments and employment
should also improve during the second half of 2021.
Overall, we now expect GDP to have fully recovered
to pre-crisis levels earlier than stated in our October
GMF. However, the trajectory of quarterly GDP
implies a significant downgrade of our full-year GDP
forecast for 2021 (1.3 percent), followed by an
equally large upgrade to 2022 (4.0 percent). We
expect inflation to increase from 0.4 percent last year
to 1.2 percent this year and 1.4 percent in 2022.
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Netherlands

Slow start to vaccinations amid second lockdown
The second wave hit the Netherlands hard and the resultant lockdowns are currently among the
harshest in the eurozone. The vaccination campaign started later than for most peers, but we
expect the rollout to pick up pace in the first quarter. As a Brexit deal was our base case, our
forecasts are only tweaked for a delay in the recovery.
Second wave hits the Netherlands much harder
The second wave of the pandemic hit the
Netherlands much harder than the first, with cases
increasing rapidly during the winter. As a result,
harsher restrictions were imposed late last year
(they are now among the harshest in the eurozone),
which suppressed measures of mobility significantly.
Discussions over extending the lockdown are
underway, as infection rates remain stubbornly high.
Meanwhile, the vaccination rollout started later than
for many peers. As in the broader eurozone,
concerns about the timing of supplies suggest a
protracted vaccination campaign, albeit more orderly
than in some of the region’s other countries.
The settlement of a Brexit deal sees our base case
realised, leading to little effect on our forecasts. Just
as in the rest of the eurozone, higher-than-expected
third quarter GDP growth results in an upward
revision to 2020 annual growth, despite expectations
for the fourth quarter to be in negative territory. As
stated before, delayed negative effects on the labour
market and businesses are due once the fiscal policy
measures currently in place are phased out, which is
expected by the middle of this year.

Fiscal policy cushions impact on labour market
Late last year, additional fiscal stimulus worth
approximately EUR 3.7bn, or 0.3 percent of GDP,
was announced. Two-thirds of it is earmarked for
discretionary spending via wage subsidies, while the
balance is the result of existing measures being
increased. However, the package is not that large
compared to the EUR 36bn of previously announced
COVID-related discretionary measures.
As stated before, we see a steep budget deficit and
an increase in public-debt-to-GDP of almost 40
percent, a much greater rise than during the recent
financial crisis. However, we think the situation is
surmountable, given the Netherlands’ fiscal
headroom and the EU’s declaration that the Stability
Pact rules can be ignored during the pandemic.
Established political agreements covering areas
such as pensions and climate agreements will
probably also contribute to increases in public
expenditure this year. A push to improve
households’ purchasing power through tax cuts is
likely to have a limited effect on consumption, as
households are concerned about jobs and have high
debt burdens. Given that fiscal policy measures are
aimed at supporting the labour market, our forecasts
see the pandemic having a greater impact on GDP
growth than on unemployment.
Steep GDP decline in 2020; recovery in 2021-22
Our current estimate of GDP falling by 4.2 percent in
2020 is slightly better than our October forecast.
Thereafter, we expect growth of around 3 percent in
2021 and 3.6 percent in 2022. Unemployment will
rise slowly, in our view, given the stimulus packages
implemented so far; we expect it to average
4.1 percent for 2020, peak at 6 percent in 2021 and
fall to 5.3 percent in 2022. Energy prices may
improve that somewhat, but we still see only a
moderate upward trend thereafter.

Although the service sector has been hit hardest, the
manufacturing sector has come back strongly, boosted
by exports and rivalled only by Germany in the region.
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Key ratios
GDP

Annual average
2019

2020p

2021p

2022p

Sweden*

1.4

-3.1 (-3.4)

2.7 (4.0)

4.1 (2.7)

Denmark

2.8

-3.8 (-4.4)

1.3 (2.2)

4.0 (2.8)

Finland

1.1

-3.1 (-3.5)

2.5 (2.5)

2.3 (1.7)

Norway, mainland economy

2.3

-3.4 (-3.5)

3.7 (3.6)

2.8 (2.0)

Eurozone

1.3

-7.2 (-8.4)

4.0 (4.4)

4.3 (2.4)

Netherlands

1.6

-4.2 (-4.5)

3.0 (4.0)

3.6 (2.1)

United Kingdom

1.4

-10.1 (-8.6)

5.8 (3.9)

4.4 (1.7)

United States*

2.2

-3.6 (-4.0)

4.1 (3.8)

3.6 (2.9)

China

6.1

2.4 (2.8)

8.2 (8.0)

5.3 (5.0)

*Calendar adjusted

Inflation

Annual average
2019

2020

2021p

2022p

Sweden, CPI

1.8

0.5 (0.6)

1.2 (1.4)

1.1 (1.4)

Sweden, CPIF

1.7

0.5 (0.5)

1.3 (1.3)

1.1 (1.3)

Denmark

0.8

0.4 (0.5)

1.2 (1.1)

1.4 (0.9)

Finland

1.0

0.3 (0.4)

0.9 (1.1)

1.3 (1.4)

Norway, CPI

2.2

1.3 (1.5)

2.2 (3.0)

1.9 (1.5)

Norway, CPIATE

2.2

3.0 (3.1)

2.1 (2.2)

1.4 (1.5)

Eurozone

1.2

0.3 (0.2)

0.9 (0.8)

1.2 (1.2)

Netherlands

2.7

1.1 (1.1)

1.3 (1.6)

1.5 (1.4)

United Kingdom

1.8

1.2 (1.2)

1.5 (1.5)

2.0 (2.0)

United States, PCE Core

1.7

1.4 (1.3)

1.7 (1.6)

1.9 (1.7)

Unemployment

Annual average
2019

2020p

2021p

2022p

Sweden

6.8

8.4 (8.6)

8.7 (8.9)

7.6 (7.9)

Denmark

5.1

5.8 (5.8)

6.4 (6.6)

5.5 (6.1)

Finland

6.7

7.7 (8.0)

7.5 (8.2)

7.2 (7.6)

Norway*

2.3

5.0 (5.0)

3.3 (3.3)

2.7 (3.0)

Eurozone

7.6

8.0 (7.8)

9.3 (9.3)

8.6 (9.3)

Netherlands

3.4

4.1 (3.9)

6.0 (5.6)

5.3 (5.0)

United Kingdom

3.8

4.5 (6.0)

6.5 (6.5)

5.5 (5.5)

United States

3.7

8.1 (8.3)

6.1 (6.3)

5.5 (5.7)

Source: Handelsbanken
In brackets: Handelsbanken Global Macro Forecast October 7, 2020
*Registered unemployment NAV
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Interest rate forecast
Policy rates
United States
Eurozone
Sweden
Denmark
United Kingdom
Norway
Interbank rates
United States, LIBOR
Sweden, STIBOR
Euro Area, EURIBOR
Denmark, CIBOR
Norway, NIBOR
2 year govt. bond yield
United States
Eurozone
Sweden
Denmark
Finland
United Kingdom
Norway
5 year govt. bond yield
United States
Eurozone
Sweden
Denmark
Finland
United Kingdom
Norway
10 year govt. bond yield
United States
Eurozone
Sweden
Denmark
Finland
United Kingdom
Norway
2 year swap rate
United States
Eurozone
Sweden
Denmark
United Kingdom
Norway
5 year swap rate
United States
Eurozone
Sweden
Denmark
United Kingdom
Norway
10 year swap rate
United States
Eurozone
Sweden
Denmark
United Kingdom
Norway
Source: Handelsbanken

End of year
2019
2020
2021p
1.625
0.125 (0.125)
0.125 (0.125)
-0.50
-0.50 (-0.50)
-0.50 (-0.50)
0.00
0.00 (0.00)
0.00 (0.00)
-0.75
-0.60 (-0.60)
-0.60 (-0.60)
0.75
0.10 (0.10)
0.10 (0.10)
1.50
0.00 (0.00)
0.00 (0.00)
2019
2020
2021p
1.91
0.24 (0.25)
0.25 (0.25)
0.15
-0.05 (0.00)
-0.05 (0.05)
-0.38
-0.55 (-0.40)
-0.40 (-0.40)
-0.40
-0.23 (-0.20)
-0.15 (-0.15)
1.84
0.49 (0.30)
0.40 (0.30)
2019
2020
2021p
1.57
0.13 (0.15)
0.25 (0.20)
-0.62
-0.71 (-0.70)
-0.60 (-0.60)
-0.32
-0.34 (-0.30)
-0.20 (-0.20)
-0.66
-0.63 (-0.65)
-0.55 (-0.55)
-0.57
-0.74 (-0.63)
-0.55 (-0.50)
0.52
-0.07 (-0.02)
0.10 (0.10)
1.34
0.23 (0.15)
0.40 (0.25)
2019
2020
2021p
1.69
0.36 (0.30)
0.85 (0.50)
-0.49
-0.73 (-0.60)
-0.60 (-0.50)
-0.21
-0.30 (-0.25)
-0.15 (-0.15)
-0.48
-0.60 (-0.60)
-0.40 (-0.40)
-0.35
-0.70 (-0.45)
-0.45 (-0.35)
0.60
-0.12 (0.00)
0.25 (0.25)
1.38
0.40 (0.40)
0.85 (0.60)
2019
2020
2021p
1.92
0.93 (0.65)
1.60 (1.20)
-0.21
-0.56 (-0.50)
-0.30 (-0.30)
0.14
0.03 (0.00)
0.25 (0.15)
-0.17
-0.46 (-0.40)
-0.15 (-0.15)
0.05
-0.40 (-0.30)
-0.10 (-0.15)
0.74
0.19 (0.35)
0.50 (0.50)
1.55
0.70 (0.70)
1.35 (1.05)
2019
2020
2021p
1.66
0.20 (0.30)
0.40 (0.35)
-0.29
-0.52 (-0.45)
-0.40 (-0.45)
0.24
-0.02 (0.00)
0.10 (0.10)
-0.17
-0.18 (-0.20)
-0.05 (-0.05)
0.80
0.03 (0.10)
0.15 (0.15)
1.99
0.45 (0.45)
0.70 (0.55)
2019
2020
2021p
1.70
0.42 (0.35)
0.90 (0.55)
-0.13
-0.46 (-0.40)
-0.35 (-0.30)
0.39
0.13 (0.10)
0.20 (0.20)
0.01
-0.17 (-0.20)
0.05 (0.03)
0.88
0.19 (0.23)
0.33 (0.33)
2.01
0.75 (0.75)
1.20 (0.95)
2019
2020
2021p
1.86
0.91 (0.65)
1.60 (1.20)
0.19
-0.26 (-0.25)
0.00 (-0.05)
0.69
0.39 (0.30)
0.65 (0.45)
0.33
-0.03 (0.00)
0.30 (0.15)
1.02
0.40 (0.45)
0.65 (0.65)
2.08
1.05 (1.05)
1.70 (1.40)
In brackets: Handelsbanken Global Macro Forecast, October 7, 2020

2022p
0.125 (0.125)
-0.50 (-0.50)
0.00 (0.00)
-0.60 (-0.60)
0.10 (0.10)
0.50 (0.25)
2022p
0.25 (0.25)
-0.05 (0.10)
-0.40 (-0.40)
-0.15 (-0.15)
0.90 (0.55)
2022p
0.45 (0.35)
-0.60 (-0.60)
-0.20 (-0.20)
-0.50 (-0.50)
-0.55 (-0.50)
0.10 (0.10)
0.60 (0.45)
2022p
1.00 (0.75)
-0.30 (-0.40)
0.10 (-0.05)
-0.15 (-0.20)
-0.20 (-0.25)
0.35 (0.35)
1.05 (0.75)
2022p
1.75 (1.40)
0.00 (-0.10)
0.50 (0.30)
0.10 (0.05)
0.20 (0.10)
0.65 (0.65)
1.55 (1.25)
2022p
0.60 (0.50)
-0.40 (-0.40)
0.10 (0.10)
0.00 (0.00)
0.25 (0.25)
0.90 (0.75)
2022p
1.05 (0.80)
-0.05 (-0.20)
0.45 (0.30)
0.30 (0.20)
0.40 (0.40)
1.40 (1.10)
2022p
1.75 (1.40)
0.30 (0.15)
0.90 (0.60)
0.55 (0.35)
0.80 (0.80)
1.95 (1.65)
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Exchange rate forecast

End of year
2019

2020

2021p

2022p

EUR/SEK

10.43

10.04 (10.35)

9.95 (10.20)

9.80 (10.00)

USD/SEK

9.29

8.20 (8.92)

8.43 (8.95)

8.31 (8.77)

GBP/SEK

12.31

11.15 (11.13

11.57 (11.33)

11.40 (11.63)

NOK/SEK

1.06

0.96 (0.94)

0.97 (0.94)

0.96 (0.95)

DKK/SEK

1.40

1.35 (1.39)

1.34 (1.37)

1.31 (1.34)

CHF/SEK

9.61

9.29 (9.58)

9.39 (9.62)

9.25 (9.43)

JPY/SEK

8.55

7.95 (8.50)

7.81 (8.36)

7.62 (8.12)

CNY/SEK

1.33

1.26 (1.30)

1.26 (1.30)

1.24 (1.27)

2019

2020

2021p

2022p

EUR/USD

1.12

1.22 (1.16)

1.18 (1.14)

1.18 (1.14)

USD/JPY

108.68

103.22 (105.00)

108.00 (107.00)

109.00 (108.00)

EUR/GBP

0.848

0.900 (0.930)

0.860 (0.900)

0.860 (0.860)

GBP/USD

1.33

1.36 (1.25)

1.37 (1.27)

1.37 (1.33)

EUR/CHF

1.09

1.08 (1.08)

1.06 (1.06)

1.06 (1.06)

USD/CNY

6.96

6.53 (6.85)

6.70 (6.90)

6.70 (6.90)

2019

2020

2021p

2022p

EUR/DKK

7.47

7.44 (7.44)

7.45 (7.45)

7.46 (7.46)

SEK/DKK

0.72

0.74 (0.72)

0.75 (0.73)

0.76 (0.75)

USD/DKK

6.65

6.08 (6.41)

6.31 (6.54)

6.32 (6.54)

GBP/DKK

8.81

8.27 (8.00)

8.66 (8.28)

8.67 (8.67)

CHF/DKK

6.88

6.89 (6.89)

7.03 (7.03)

7.04 (7.04)

JPY/DKK

6.12

5.89 (6.11)

5.85 (6.11)

5.80 (6.06)

2019

2020

2021p

2022p

EUR/NOK

9.86

10.47 (11.00)

10.30 (10.90)

10.20 (10.50)

SEK/NOK

0.95

1.04 (1.06)

1.04 (1.07)

1.04 (1.05)

USD/NOK

8.78

8.56 (9.48)

8.73 (9.56)

8.64 (9.21)

GBP/NOK

11.64

11.63 (11.83)

11.98 (12.11)

11.86 (12.21)

CHF/NOK

9.09

9.69 (10.19)

9.72 (10.28)

9.62 (9.91)

8.08

8.29 (9.03)

8.08 (8.94)

7.93 (8.53)

JPY/NOK
Source: Handelsbanken

In brackets: Handelsbanken Global Macro Forecast October 7, 2020
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Research disclaimer
Risk warning

All investments involve risks and investors are encouraged to make their own decision as to the
appropriateness of an investment in any securities referred to in this report, based on their specific
investment objectives, financial status and risk tolerance. The historical return of a financial instrument
is not a guarantee of future return. The value of financial instruments can rise or fall, and it is not
certain that you will get back all the capital you have invested. At times, the expected total returns may
fall outside of the above stated ranges because of price movement and/or volatility. Such interim
deviations from specified ranges will be permitted but will become subject to review by Research
Management.

Research disclaimers

Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred
to herein as ‘SHB’), is responsible for the preparation of research reports. SHB is regulated in Sweden
by the Swedish Financial Supervisory Authority, in Norway by the Financial Supervisory Authority of
Norway, in Finland by the Financial Supervisory Authority of Finland and in Denmark by the Danish
Financial Supervisory Authority. All research reports are prepared from trade and statistical services
and other information that SHB considers to be reliable. SHB has not independently verified such
information.
In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person
for any direct, indirect, special or consequential damages arising out of any use of the information
contained in the research reports, including without limitation any lost profits even if SHB is expressly
advised of the possibility or likelihood of such damages.
The views contained in SHB research reports are the opinions of employees of SHB and its affiliates
and accurately reflect the personal views of the respective analysts at this date and are subject to
change. There can be no assurance that future events will be consistent with any such opinions. Each
analyst identified in this research report also certifies that the opinions expressed herein and attributed
to such analyst accurately reflect his or her individual views about the companies or securities
discussed in the research report. This research report does not, and does not attempt to, contain
everything material that there is to be said about the company or companies described herein. For
additional information about our research methodology please visit,
https://reon.researchonline,se/desc/disclaimers.
Research reports are prepared by SHB for information purposes only. The information in the research
reports does not constitute a personal recommendation or personalised investment advice and such
reports or opinions should not be the basis for making investment or strategic decisions. This
document does not constitute or form part of any offer for sale or subscription of or solicitation of any
offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on
in connection with any contract or commitment whatsoever. Past performance may not be repeated
and should not be seen as an indication of future performance. The value of investments and the
income from them may go down as well as up and investors may forfeit all principal originally invested.
Investors are not guaranteed to make profits on investments and may lose money. Exchange rates
may cause the value of overseas investments and the income arising from them to rise or fall. This
research product will be updated on a regular basis.
No part of SHB research reports may be reproduced or distributed to any other person without the
prior written consent of SHB. The distribution of this document in certain jurisdictions may be restricted
by law and persons into whose possession this document comes should inform themselves about, and
observe, any such restrictions.
The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or
existing debt issuances.

Please be advised of the following important research disclosure statements:

SHB employees, including analysts, receive compensation that is generated by overall firm
profitability. Analyst compensation is not based on specific corporate finance or debt capital markets

services. No part of analysts’ compensation has been, is or will be directly or indirectly related to
specific recommendations or views expressed within research reports.
From time to time, SHB and/or its affiliates may provide investment banking and other services,
including corporate banking services and securities advice, to any of the companies mentioned in our
research.
We may act as adviser and/or broker to any of the companies mentioned in our research. SHB may
also seek corporate finance assignments with such companies.
We buy and sell securities mentioned in our research from customers on a principal basis.
Accordingly, we may at any time have a long or short position in any such securities. We may also
make a market in the securities of all the companies mentioned in this report. [Further information and
relevant disclosures are contained within our research reports.]
SHB, its affiliates, their clients, officers, directors or employees may own or have positions in securities
mentioned in research reports.
In conjunction with services relating to financial instruments, the Bank may, under certain
circumstances, pay or receive inducements, i.e. fees and commission from parties other than the
customer. Inducements may be both monetary and non-monetary benefits. If inducements are paid to
or received from a third party, it is required that the payment must aim to improve the quality of the
service, and the payment must not prevent the Bank from safeguarding the customer's interests. The
customer must be informed about such remuneration that the Bank receives. When the Bank provides
investment research, the Bank receives minor non-monetary benefits. Minor non-monetary benefits
consist of the following:
• Information or documentation about a financial instrument or an investment service that is
general in character.
• Written material produced by a third party that is an issuer to market a new issue.
• Participation at conferences and seminars regarding a specific instrument or investment
service
• Corporate hospitality up to a reasonable amount.
The Bank has adopted Guidelines concerning Research which are intended to ensure the integrity and
independence of research analysts and the research department, as well as to identify actual or
potential conflicts of interests relating to analysts or the Bank and to resolve any such conflicts by
eliminating or mitigating them and/or making such disclosures as may be appropriate. As part of its
control of conflicts of interests, the Bank has introduced restrictions (“Information barriers”) on
communications between the Research department and other departments of the Bank. In addition, in
the Bank’s organisational structure, the Research department is kept separate from the Corporate
Finance department and other departments with similar remits. The Guidelines concerning Research
also include regulations for how payments, bonuses and salaries may be paid out to analysts, what
marketing activities an analyst may participate in, how analysts are to handle their own securities
transactions and those of closely related persons, etc. In addition, there are restrictions in
communications between analysts and the subject company. According to the Bank’s Ethical
Guidelines for the Handelsbanken Group, the board and all employees of the Bank must observe high
standards of ethics in carrying out their responsibilities at the Bank, as well as other assignments. For
full information on the Bank’s ethical guidelines, please see the Bank’s website
www.handelsbanken.com and click through to About the Group – Policy documents and guidelines –
Policy on ethical standards. Handelsbanken has a ZERO tolerance of bribery and corruption. This is
established in the Bank’s Group Policy on Bribery and Corruption. The prohibition against bribery also
includes the soliciting, arranging or accepting bribes intended for the employee’s family, friends,
associates or acquaintances. For full information on the Bank’s Policy against corruption, please see
the Bank’s website www.handelsbanken.com and click through to About the Group – Policy
documents and guidelines – Policy on ethical standards.

When distributed in the UK

Research reports may be distributed in the UK by SHB.
UK customers should note that neither the UK Financial Services Compensation Scheme for
investment business nor the rules of the Financial Conduct Authority made under the UK Financial
Services and Markets Act 2000 (as amended) for the protection of private customers apply to this
research report and accordingly UK customers will not be protected by that scheme.
This document may be distributed in the United Kingdom only to persons who are authorised or
exempted persons within the meaning of the Financial Services and Markets Act 2000 (as amended)
(or any order made thereunder) or (i) to persons who have professional experience in matters relating
to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the “Order”), (ii) to high net worth entities falling within Article 49(2)(a) to (d) of
the Order or (iii) to persons who are professional clients under Chapter 3 of the Financial Conduct
Authority Conduct of Business Sourcebook (all such persons together being referred to as “Relevant
Persons”).

When distributed in the United States

Important Third-Party Research Disclosures:
SHB research is not “globally branded” research and each recipient of SHB research is advised that in
the United States, SHB research is distributed by Handelsbanken Markets Securities, Inc., (“HMSI”) an
affiliate of SHB. HMSI does not produce research and does not employ research analysts. SHB
research and SHB research analysts and its employees are not subject to FINRA’s research analyst
rules which are intended to prevent conflicts of interest by, among other things, prohibiting certain
compensation practices, restricting trading by analysts and restricting communications with the
companies that are the subject of the research report. SHB has no affiliation or business or
contractual relationship with HMSI that is reasonably likely to inform the content of SHB research
reports; SHB makes all research content determinations without any input from HMSI.
SHB research reports are intended for distribution in the United States solely to “major U.S.
institutional investors,” as defined in Rule 15a-6 under the Securities Exchange Act of 1934. Each
major U.S. institutional investor that receives a copy of research report by its acceptance hereof
represents and agrees that it shall not distribute or provide research reports to any other person.
Any U.S. person receiving SHB research reports that desires to effect transactions in any equity
securities discussed within the research reports should call or write HMSI. HMSI is a FINRA Member,
telephone number (+1-212-326-5153).
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