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Last weekg the main (corona) takes

A Thecoronaviruss @ A GAff ALINBFRAY3I FlLad Ay Y2NB O2dzyiNASA | yR Y2NEB
California were put in lockdown last week. The total number of cases is now above 300.000 and is still growing at aifasigpsgce
countries, particularly Italy, Spain and several other European countries. The number of deaths is anyway likely taapotyate
coming weeks, from 15.000. More people have now died from the coronavirus in Italy than in China

A Any good news on the virus@hina, South Korea, Singapore and Taiwan have all brought the virus under control. In some Emergi
Markets, the virus is now spreading faster, some are on the Italian trajectory. The implemented restrictions in Euromel&hdith
eventually result in lower growth of new cases, probably within the next couple of weeks? Social contact have been reduced
substantially and will result in a much lower R, teproduction rateof the disease, slowing the spread of the virus

A The list oimeasures to mitigate the impactsf the reduced activity is getting impressive, massive fiscal stimulus packages, gigantic
and interest rate cuts were announces lastek. Stimulus packages are up to 15% of @?e on this slidg Norges Bank slashed
the interest rate by 75 bps to 0.25%, the lowest level ever, and signals that it might cut further. Moreover, the Bardrsonsiehcy
interventions

A The global economys no doubt in a recession. Even the (estimated) decline_in just the Chinese GDP_was_sufficient to predict a d
Ay 3t 20Ft D5t AY vmMd b2g ¢S OFYy |RR KdzZaS LINRRdAzOUAZ2Yy @@d2i a
Europe & US. Any GDP forecasts are extremely uncertain, all depending on the depth and length of the closedowns ndaedaking
YsS g Sbll\lﬁ ¢ KSNB Q4.5 hdddJy/g in 2030618l Sorpbrate earningwiill take a hard beating, a 4950% decline seems
reasonable

A The early impacts olmbour marketsbecame apparent last week; in Norway unemployment soared to 9% and may increase rapidly
HmE> UKS O2YAYy3 ¢6SS1a&a 00KSY AYyOftdzZRAYZd USYLIEZNINER fle 2sEFavz
Of FAYa &adzZNHSR 02 HywmQ YR Attt AYONBIasS d Iy SEUNBYS LI O

A The real question is however iffhow the economy recovesgien the virus is sufficiently contained, both how much activity it is
possible to start up (without igniting new virus outbreaks), and if demand is there

» The outlook is tilted towards the downside, probably on both fronts, as both mitigation and suppression of the virus nrayerkxu activity level for long
(even if there may be goods news on corona treatment the coming weeks). The health of the business sector is also thrdegeired fight is long
lasting

» hy GKS WIiNIRAGAZ2YIFEQ SO2y2YAO &aARSY (GKS 0eO0fS 41 & YlImnedaNd highST2NBE O3

» 1 26 SOSNE dzy LINBOSRSYGSR FAaO0Ft FyR Y2y SiFNE a0AYdAZA YI& 02fadSNI WLIES

A Markets are still in complete disarrayTheNOK has fallen to a record low level. The decline last week was far too aggressive. Buy!
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Our best corona charts: When will we see any impact of the Italian lock dowr
Or in Norway? The restrictions should soon reduce the number of new infections

Cases per million, day 0 @ 10/mill
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The case number are strikingly similar, even if testing methods seem to siietes: Johns Hopkins, SB1 Markets 4
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Y, (RO at the start of the epidemic) is our main hope
How many people does each infected person infect?

The reproduction rate=

; :
Y m—y (:ED X contagiousness per close contacy (
e e € xWOf 2a8Q O2yil O0ia L
x days of contagiousness (D)
X the share of susceptible persons (X)

A The reproduction rate of Civitld isapproxi ®p Ay I a20ASi& 2F Wy 2NY)Y

A2 KIFG Aa [/ oydzYoSNI 2F wOft2aSQ O2yidl Oluv y263>
It must be significantly reduced? At least after the closest family members have been infected

A Thus, Re must be rather low nqwiven the decline in C

A'We will probably be unable to prevent many more people from being infected, over time (China n
have done so, with a strict Iockdownz. However, we may prevent too many people of being infect
in a very short period of time, so that hospitals are not overwhelmed

A To achieve that (barring unknown medical treatment) social contact must be kept at a significantl:
lower level than normal, unavoidably hampering economic activity substantially albeit probably nq
as harshly as in some countries down

5
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So what?
WCEl Sy GKS Odz2NBSQ

A If C remained at constant, so just X brought R down over time as a proportion of the population is getting immune, 60
80% of the population would be infected

A The death rate of those infected (IFR) is probably approx. 0.5%, worst case up to 1%. sThe deaths to confirmed cases
rate (CFR) is usually significantly higher as most now infected are not tested, like in Italy)

» The death rate of the normal flue is approx. 0.1%, way below the @®vidte. In addition, X is low for seasonal influenzasnast
people are immune

A If 60% are infected, and a death rate of 0.5% = 17.000 deadly cases in Norway, half a normal {ears of deaths. If 80%
infected, and the death rate is 0.9¥npericalCollageesty Z zLJ 02 nnQ gAftft JS NRA a K

ALT GKS 2dzioNBIF {1 2F (KS OANMz2a Aad at26SRX A0 Y@ 0SS WY
thosl%I vr\]/ho d(ljes from the coronavirus are elderly and sick, who pass away a short amount of time before they otherwis
would have done

A If this occurs over a short Period of time, it will be a catastrophe, as the hosPitaIs do not have sufficient ca%acity to
keep those alive, who could have survived. In this case, the death rate would be far above 0.5% (as in Hubei, [taly,
and probably soon Spain)

A If Re falls to 1 (or below), the epidemic will fade out
» With an Re just above 1, hospitals will probably not be overwhelmed, if not too many have been infected on beforehand

A Conclusion: We do not need a full lockdown too fight the coronavirus, we just need some social distancing, which we
are now practicing (and probably more than we need to)

A We will probably need to keep this the social distancing going for months, however, the most strict measures may soc
be loosened, such as closed schools, hair dressers etc.

»a2NB f2y3 GSN¥ AYLIOGa Ay a2YS aSOl2NAI tA1S ONX@SttAy3a IyR
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Before Easter: 1.400 in hospitalséi 2 4 | NR &
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SYUNYtf olyla YR 3I20SNYYSyda LI SR

A US:FOMC cut its signal rate by 100 bps to zerg @®25%) two weeks ago and is increasing QE rapidly, equal to
3.5% of GDP. The Caongress is debating an enormous USD 2 trillion stimulus package (10% of GDP), includin
WKSE AO2 LI SNI Y2y &Butnegat®ns latfthe €apitddHH Bréké doén late Sunday

AEurozone¢ KS 9/ . flFdzy OKSR I Woli12211FQ 2F FRRAGAZ2YIFE 9
announced the prior week), in what is called fhendemic Emergency Purch&egramme The ECB will
purchase both government bonds and corporate bonds, with the aim of keeping liquidity flowing

A GermanySignalledi KI ¢ G4KS Wi SN o6t 01Q o606Ffl yOSR o0dzRISG 0 |
liquidity support to the corporate via the state own&fWbank is decided

A China:Reserve requirement cuts for thé"Time since 2018 but interest rates left unchanged last week

A UK:BoE has cut the signal rate to 0.1%. A huge stimulus package has been announced, of 15% of GDP! Just
week after a very expansionary budget proposal

A Sweden:TheRiksbanloffers loans to banks and will buy commercial bonds, as well as substantial fiscal stimulu

A Norway:

» Norges Bank cut the signal rate by another 75 bps Friday, to 0.25%, the lowest level ever. The bank signals willingr
to cut further

» New lending/guarantee program has been announced: Up to NOK 50 bn (1.7% of GDP) in guarantees for bank
lending, mainly to SMEs

» The Government has reactivated The Government Bond Fund, administeFadikdeyrygdfondet The fund will invest
in Norwegian corporate bonds. The initial amount for this program is NOK 50 bn (out of a total market at some NOK
350 bn, a substantial support program)

» A fiscal emergency package of NOK 65 bn has been announced, mclgdmrgcws model for temporary lay offs

»¢KS ' Y2dzyi&d IINB adzadlydgAlfs FyR GKS 3I32¢gSNYYSyid Aa
K I y2 FTA&OFE O2yaiN)yAyGas 3IAOSY GKS o E D5t haAatft Fd

A 21 out of 27 major countries have cut their policy rates. The rest will probably cut soon (if rates are not too low
already). Still, the room for maneuver on rates is of course limited, given the low interest rate level
8
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Limited room for lower rates
Rates have been cut in many countries but the potential is limited, from 0.7% in average (in J:

Policy rate, weighted USA Federal Reserve interest rate
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A During economic downturns rates are normally cut by somé4p, lowering the real interest rate to well below zero.
b2gx 0KS | SN 3IS LRZEAOe aAdylrt NrusS Aa Fud nom:z® LU &

A Even so, monetary policy is not totally impotent, flip to the next page
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QE is ramped up aggressively
ECB increased QE by 6% of GDP last week, the Fed has announced QE equal to 3.5% of GL

Central banks' balances USA Mortgage interest rate vs gov bonds
90711 % of GOP - 90 81 -8
80 - Change since 2007, pp cear 7 -7
70 - L 70 6 - 30 y mortgage fix rate, MBA -6
5 -5
60 - - 60
4 - L
50 - - 50
31 -3
40 - - 40 5] I
<1.55
30 - - 30 14 30y Gov.-bond -1
i L 3.0 1 -3.0
20 o~~~
e J L
L _J USA
10 [ o /T/ % 2.0 1 Spread, avg from 1990
0 s 0 1.0 - Fm
-10 " ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ --10 0.0 ] Last mortgage obs i |s an estlmate ‘ [ 0.0
07 08 09 10 11 12 13 14 15 16 17 18 19 20 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20

SB1 Markets/Macrobond SB1 Markets/Macrobond

A In the EurozoneThe first corona response of a EUR 120 bn in quantitative easmg was not a big deal. However, last

$SS1 GKS 9/. 6AStRSR (KS Woll1221FQ YR Iyy2dzyOSR Iy
purchase both government and corporate bonds at least through the end of the year and as long as the corona crisis
persists

A The Fedvas under hard pressure to start buying mortgage bonds, as the spread to the 30 y gov bond yield had
widened substantially. The asset purchases of USD 500 bn in Treasuries and 200 bn in mortgage backed securities
equals some 3.5% of GDP 10
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AV is still a possibility but a U is not unlikely (hopefuilye avoid an L)
Our baseline scenario is of course not worth the paper it is written on but here we are now

China & The World GDP before and after COVID-19
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A A narrow V scenario: Covi® is contained at a reasonable level after a widespread shutdown in Q1 and Q2, partly in
Q3 in latecomers in Emerging markets (x China of course)

A AwiderV: Cowl9 requires a slower restart of economies

A AU: Covid19 takes time to tacklg and in between time economic costs build up, financial stress remains extreme,
FYR | Wy 2N)¥I { Qthdd@atbra globdyglewadLahyivd/ emature

A AWW?Not war, but several ups and downs the coming months/quarters as the fight againsti@igan and off
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Global retail sales and industrial production set to collapse in Feb/March
Chiefly due to rapid declines in Chinese industrial production and retailcales others will follow

Global Retail sales & industrial production Global Retail sales & industrial production
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SB1 Markets/Macrobond/CPB . . .
Memo: Keep in mind the different scales at the chart above  sB1 MarketsiMacrobond

A Global industrial productiorfell by 0.5% m/m in January (our estimate). Production will no doubt plunge in FebsLi&®%)( due
to a collapse in Chinese production (just China and the US have reported so far, we have illustrated the drop at thevehahh ab
most other countries, production was probably not that heavily distorted by the coronavirus crisis in Febbuany will in
March. The global manufacturing PMI slipped to 47.2 in February, indicating a rapid decline in global production

A Retail salesiropped 2% m/m in January and another 1% in February, according to our very preliminary estimate, chiefly on a si
drop in Chinese sales. No other countries have so far reported Feb data but the decline will be heavy

A Global foreign traderebounded in Dec, up 0.9% m/m with our seasonal adjustment. €kvidill no doubt hit global trade hard
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The Chinese economy ssowly gainingspeed, stillfar from fully back
Daily activity data signal a recovery in most sectors, barring transport

Covid 19's impact on the Chinese economy
FT China Economic Activity Index (Jan 1 2020 = 100), last updated Mar 20
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A Urban public transport is still slow but it is rising slowly, while freight activity (domestically, not internationalpst alm
back to a normal level

Source: Financial times

13
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Some preliminary estimates: How will businesses be able to keep activity up
Il OUADAGE 422y R2gy (02 T1p>r 2F y2NXI{K D5t |

Mainland Norway Value added| in % |Wage cost|Crisis prod| Change in Operating result

market based sectors NOK bn, 2019 NOKbn, 24 level [Value add.Payroll taxTemp. laylNo crisis Crisis Diff in %
GDP (value added) 1,853| 1009 1,031 76%4 -439 -27 -225 493 313 -180 -37%
Primary 68 4% 16 95% -3 -1 -1 49 46 -3 -6%
Manufacturing 222 | 12% 159 85% -33 -5 -18 24 14 -10 -41%
Water, electricity etc 105 6% 29 100% 0 -1 0 42 43 1 2%
Construction 212 11% 149 80% -42 -4 -22 50 35 -16 -31%
Trade (retail, wholesale) 251 | 14% 180 50% -125 -3 -67 50 -2 -52 -1049
Transport (persons, goods 93 5% 74 60% -37 -2 -22 7 -8 -15 -207¢
Post, info, communication 147 8% 95 90% -15 -3 -7 27 23 -4 -16%
Hotel & restaurants 48 3% 36 5% -45 -0 -26 8 -11 -19 -229
Finance 159 9% 51 90% -16 -2 -4 98 88 -10 -10%
Real estate, housing 242 | 139 19 95% -12 -1 -1 87 78 -9 -10%
Busines services 243 | 13% 180 80% -49 -5 -27 37 21 -16 -43%
Culture, entertainment, arts 64 3% 43 5% -60 -0 -30 15( -15 -30 -202¢9
Figures for ' a full year crisis' Source: SB1 estimatedacrobond

Figures are not adjusted for changes in cost of goods sold, which balances out, in macro but with different sectoral consequences
Workforce cut by 75% of reduction in sales
Production taxes, subsidies unch in % of sales

A Most of the cuts in activity are not due to public regulations but changed behaviour among households and companies efjuercmssare
highly uncertain, except for hotels & restaurant, entertainment, and partly transport. Logistic challenges will probabdy paodpction. A
sharp decline in demand for exports will also weight on production.
» We have not adjusted for fixed costs as these costs are mainly revenues for other sectors in the economy (like reiwtty, efetirance etc. Cost of
goods sold will be reduced by the same amount as sales, at least over time. (Some extra inventory cost will be acelmmulatgd A Y~ 0 KIF 0 Q:
producers revenues, if paid). However, the sectoral differences may be substantial, due to differences in the cost &stavenre

A If the shutdown drags out, the impact will be larger, due to investment demand, income multiplier impact etc.
14
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How badly may the Norwegian economy be hurt? Here are some guesstimat
The Mainland business sector will not go bankrupt, The Government shoulders the main cost

A We assume that production in thgrivate sectoris now reduced bgpprox1/4th (Check our sector guestimates next page)

A Thevalued added loss equadgproxNOK 500 bn at amnnual basi®r NOK 40 bn per month (total production/sales loss
is larger, but input goods and services must be deducted in order to prevent double couvlitigjhese assumptions,
market based GDP will decline by 2% per month. The same goes by and large for the public sector (hospitals and cal
institutions are more than fully operating, education not). So GDP will no doubt decline substantially in 2020, even if tl
Vvirus is contained after just some few weeks

A Businesses can lay off employees temporary, and pass the bill over to the government. If companies utilise this gener
lay off mechanism by 75% (some slack _is unavoidable but should be more reduced the longer the stoppage lasts), the
gl 3S oAttt 0S NBRdIdzOSR 0& bhY HHp O0Y lyydzaztAaSRZ 2NJoeé
social security is cut by 4 pp for two months (supporting business by NOK 24 bn/2 bn per month)

A Thus, the net loss for the corporate sector is less than NOK 200 bn, equalling % of an ordinary anngarapplox
NOK 15 bmpr month. The wage relief is essential for the corporate sector as the government shoulders the cost for
those temporary laid offin addition there a discussion on more support measures for businesses hit by the corona
production halt

A The booked equity in Mainland Norwegian companies equals some NOK 6.0Q0 bn by end of 204 8gamgiven our
very uncertain assumptionstneb 2 N3 SIA LY o0dzaAySaa aSO0G2ZNJ gAftf y2G 068S
months) loss of productiorséme figures next page

A We have not included the oil and gas sector in these calculations. Production will most likely be kept up

AcKS 26 2Af LINAOSAa gAff YIE]1S Y2NB 0KFY | RSYU chhichd KS
AYLIX @ || f26SNI ANRPaAaad GNFyaFSNBR (G2 GKS 2Af FTdzyR oo0dzi vy
year and almost not visible next year

A Oil investments are already on the way down, and will no doubt decline faster, if the oil price remains low. However, tf
short term impact is limited

15
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No problems for most employees. And the Government can stand it too

Households The Government

A Wage earners will be reasonably well compensated by A gpoedggﬁgﬁt :]’q"g'lrt]?yk(ejurgotgt gmtt?e%zﬁocsct)r?]i)glﬁsla?t?c?nofgr
100% (vs the ordinary wage income), up from the DSYLII2NI NE fFAR 2F S8Yliz888ao
ordinary 62% contribution pensions are cut by 4 pp. We estimate the cost

_ to NOK 2@; 25 bn per month
A Self employed will be able to apply for a temporary
compensation mechanism A The NOK 100 bn liquidity support package will most likely
incur some losses, but the losses should not be

A Even of money market and bond spreads have widened, astronomical, if the virus stoppage is not extended to more
interest rate on mortgages will be cut, in the end to sectors or remain for many months

below 2% the coming weeks/months A Mainland tax revenues will be reduced but mainly just from
_ _ _ _ the corporate sector (households will be quite well
A Spending will be curbed coming weeks/months, savings  compensated)

will incr nd h hol lan heet will
be increased and households balance shee be A The pre oil deficit at the budget will increase substantially,

strengthened most likely to above the spending rule guideline (at 3%, of
A On the other hand, wage increases will be cut UKS hAt FdzyRQa @rfdsSoz Id bh
S 2 . at NOK 243 bn.
significantly vs original expectations, to well below 3%,
still clearly above inflation A 1f the total cost runs up to NOK 100 bn, it would equal 1%

T2N) GKS hAt TFTdzyRQa @It dSo 2§
the risk for a long term crisis, after the virus fight is won

A Due to the decline in oil prices, the public sector oil
revenues will be reduced

» The only consgquence is just that the gross transfer to the
gAtf 0S t26SN)GKIY | aadzyYSR
any government these day

oilfund
® ¢KI

16
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¢KS asSiol O] Attt 0S8 adoadlydiAalrts S

Norway Mainland GDP Cov® scenarios Norway Mainland GDP Covi® scenarios
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Source: SB1 estimatddacrobond

A Three Covoid 9 scenarios: A Shallow or a deep V, or a wider U (we do not want to think about an L). The wider
A¢KS JI20SNYYSyYyld FaadzYSR m: RSOfAyS Ay D5t Ay (GKS LINRL
Our baseline estimate i8% to-n:’: O FTNRY | LINB O2NRYIlI FQOIFaiu Igwethndkg% 0 @

to -1% covers most of the likely outcomes

17
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Norway: A harsh setback in Q2, a recovery from Q&8 \tshaped crisis

Norway Mainland GDP
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SB1 Markets/Macrobond
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Whenwill profits turn up?Usuallyafter a recessionwith muchhigherunempil.
I NE 0KS O2Nl12N}iSa FXo Ftyegrtke ol tSrHad 7F;

USA Corporate profits vs unemployment
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MARKETS

DANGER: Aighactivity level and agrowth slowdown
Likenow

The many small & the few big (dangerous) cycles
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Oslo Stock Exchang@/asexpensive! A ye@lly cheapyet
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