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The virus
Å Good news on new cases, vaccination & the impact of vaccines in the rich part of the world. Just a really bad mutation will prevent a rapid normalisation of 

activity the coming weeks/few months
Å Mobility is rising almost everywhere in DM as the negative drag from corona restrictions/cautious behaviour are easing
Å US lifted its mask recommendation for those who are vaccinated. UKlifted a large bulk of the remaining corona restrictions as new infections remain low
Å In India, the no. of cases fell last week, if official data is to be trusted. Mobility is still on the way down, and at a low level

The Economy, part I - US
Å For months, a substantial hike in US consumer prices have been better announced than anytime in modern history, both due the base effect of the decline in 

prices m/m last spring, and due to expected faster m/m prices lifts this spring, as signalled by a barrage of surveys and surging raw material and producer prices. 
Still, the April CPI surprised on the upside, headline shot up by 1.6 pp to 4.2%, the core by 1.4 pp to 3.0%, the highest in 13 & 25 years resp. Average CPI inflation 
over 3, 5 or 10 years is now at or above 2%. The Fed still insists the price hikes are transitory, and the market by and large buys its story. Given the rather 
narrow m/m increases in April, in used auto prices, lodging, and airline tickets, it is not that unlikely. Over the past year, energy prices have contributed by 1.5 
pp. Looking forward, the pressure from higher input prices will not abate immediately. In May last year, prices fell and the annual rate may climb further. 
However, in both June & July last year, prices rose sharply m/m, and the pressure on the headline index should ease, if not pricŜǎ ΨŜȄǇƭƻŘŜΩ ŦǊƻƳ ƘŜǊŜΦ Lǘ ŎƻǳƭŘ 
happen, but over the coming quartersraw material/intermediate prices will probably calm down, as consumers, at least in the rich part of the world will 
reallocate spending back to services from goods, where spending is well above likely long term trends, and supply chain bottlenecks are sorted out, as usual. 
Anyway, it is unlikely that raw material prices will continue upwards at the same pace as over the past year. Higher margins alone is anyway unlikely to push 
inflation sharply up, over time. 

Å The real inflation risk is accelerating wage inflation, as always. We have so far not seen definitive signs of a broad based take off in wages, even if anecdotes 
are plentiful (Amazon & McDonalds last week), and data suggest the risk is on the upside. The no. of unfilled vacanciessoared in March, to the highest level 
ever, and small companies report that they are not able to fill them, like never before. They anyway plan to hike their selling pricesmore than in decades. The 
make or break for the length of the recovery & bond yields: Will the end of the pandemic and the extraordinary federal pandemic unemployment programs 
release a badly needed flood wave of workers?If not, wage inflation will likely accelerate ςand higher costs will easily push prices up as demand is strong but 
still hurting corporate earnings. This is the main risk for bond and risk markets ςa whiff of a stagflation scenario. 18 stateshave decided/are discussing to opt 
out of the federal unemployment emergency support programs 3 ς4 months ahead of schedule, to make in more profitable to work. For the nerds, 28 pages on 
US inflation, wages etc in this report J

Å Other US news last week: Retail sales(core goods) fell slightly in in April but March was revised up, and the level is anyway extremely high. Even so, just a small 
fraction of the stimulus cheques are so far spent. Restaurant sales rose further in April and are just 2% below Feb-20, in nominal terms. Manufacturing 
production rose just slightly in April, partly due to supply problems. Auto production fell 4%, even if sales are the best several years. Production is 2% below the 
pre-pandemic level. Homebuilders are still upbeat, as are NY Manufacturers. Nowcasters are signalling 5% ς11% Q2 GDP growth (and to achieve that, more 
workers are needed) 

Last week: Our pandemic section is getting shorter J



ÅChina

» Mixed April data: Industrial productionand investments rose, while retail sales volumes barely rose and service sector production surprisingly 

ŦŜƭƭΣ ŀƭƭ ƳŜŀǎǳǊŜŘ ƳκƳ όŦƻǊƎŜǘ ΨǎƛƭƭȅΩ ŀƴƴǳŀƭ ƎǊƻǿǘƘ ǊŀǘŜǎ ŦƻǊ ǎƻƳŜ ƳƻǊŜ ƳƻƴǘƘǎύΦ DǊƻǿǘƘ ƛƴ ƛƴŘǳǎǘǊƛŀƭ ǇǊƻŘǳŎǘƛƻƴ ƛǎ ǎƭƻǿƛƴƎ down to the pre-

pandemic growth speed, while the level is 3% above the pre-pandemic trend! Investments closed the gap to the pre-Covid trend in April, while 

retail sales are still below. Housing startshave at least flattened, and fell in April, as have other construction, while steel productionstill is 

heading rapidly upwards. Credit growthslowed further in April, due to a flattening of credit created outside banks, very likely induced by the 

authorities measures. CPI inflation remains low even if producer pricesare soaring 

ÅJapan
» GDP fell by 1.3% in Q1, as expected ςand GDP isdown2.7% below the Q4-19 level

ÅUK
» GDP grew faster than expected in March too, by 2.1%. Even so, GDP fell 1.5% in Q1, a tad less than expected ςand the level was down 8.7% vs 

Q4-19. We hope for something much better in Q2 & Q3

ÅNorway

» The Revised 2021 budget was more expansionary than some expected but the NOK 90 bn (close to 3% of Mainland GDP) increase in the pre-oil 

structural deficit vs the Oct-20 original budget proposal should not come as a surprise given the huge extra bills that already have been voted on 

in the Parliament and several leakages of new measures announced before the budget was published last Tuesday. The pre-oil deficit is above 

the long term spending rule guideline, which it should in bad times. (It has been well below on average the past 10 years). The real test will come 

later: Will the stated NOK 95 bn 2021 corona-related extra spending disappear? If so, the 2022 budget will be well within the buŘƎŜǘ ǊǳƭŜΦ LŦ ƴƻǘΧ

» Mainland GDPŦŜƭƭ ōȅ лΦр҈ ƛƴ aŀǊŎƘΣ ŀǎ ŜȄǇŜŎǘŜŘ ƻǊ ŀ ǘŀŘ ƳƻǊŜΦ Lƴ vмΣ D5t ŦŜƭƭ ōȅ мΦл҈Σ лΦо ǿŜŀƪŜǊ ǘƘŀƴ ŜȄǇŜŎǘŜŘΦ IƻǿŜǾŜǊΣ ǘƘŀǘΩǎ ƘƛǎǘƻǊȅ now

» The core CPI-JAE fell more than expected, to 2.0% in April from 2.7%  in April. Food, clothing & airline ticket surprised us at the downside. A 

ǎǘǊƻƴƎŜǊ bhYΣ ŀƴŘ ƳƻŘŜǎǘ ŘƻƳŜǎǘƛŎ Ŏƻǎǘ ƛƴŦƭŀǘƛƻƴ Řƻ ƴƻǘ ǎƛƎƴŀƭ ŀ ΨbƻǊǿŜƎƛŀƴέ ƘƛƎƘ ƛƴŦƭŀǘƛƻƴ story. Construction costs are soaring due to higher 

timber & steel prices

» Theno. of new vacancies rosefurther in Q1,to the 2nd highest level since 2011. All sectors contributed. New jobless, and continuing claimsare 

heading down so far in May

Last week: The economy, part II
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Almost all rich countries are on the way down

Denmark against the flow, Norway has flattened, so has UK, at a very low level. All others down

ÅVaccines work very well: The no. of new infections, hospitalised, and even more deaths have fallen everywhere in rich 
countries

Åaƻǎǘ ǊƛŎƘ ŎƻǳƴǘǊƛŜǎ ŀǊŜ ƭƛƪŜƭȅ ǘƻ ōŜ ŀōƭŜ ǘƻ ǊŜǘǳǊƴ ǘƻ Ψŀ ƴƻǊƳŀƭ ƭƛŦŜΩ ŘǳǊƛƴƎ ǘƘŜ ǎǳƳƳŜǊΣ ŀǘ ǘƘŜ ƭŀǘŜǎǘ ƛƴ !ǳƎǳǎǘ

Å¢ƘŜ ǎƛǘǳŀǘƛƻƴ ƛƴ 9ƳŜǊƎƛƴƎ aŀǊƪŜǘǎ ƛǎ ƳƛȄŜŘΣ ŀƴŘ LƴŘƛŀ ƛǎ ǎǘƛƭƭ ǎǘǊǳƎƎƭƛƴƎ ǿƛǘƘ ƛǘΩǎ нnd wave ςwith limited access to vaccines & 
hospital capacity, but at least growth in new cases is now pointing down (as has happened everywhere when mobility 
collapses during serious outbreaks)

Covid-19



ÅThe broad decline in new cases continues, and almost all rich countries are 
reporting fewer cases. 

ÅDenmark is almost the only exception but the level is low ςand UK, from a very 
low level

ÅSweden is still at the top among rich countries on our list but the no. new cases is 
finally declining

Å In Norway the no. of cases has flattened, following a substantial decline (and a 
slight increase 2 weeks ago)

Å In Israel, the virus has disappeared. Or they are just preoccupied counting other 
causalities these days?

Å In India, the no. of new cases peaked more than one weak ago, if official reporting 
is to be believed. Mobility has nosedived over the past month

6

Just some very few countries are reporting more cases. India has stabilised

(but we have not analysed Indian testing policy/capacity)

Norway
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The vaccines are working very well: Hospitalisations& deaths sharply down

Χ9ǾŜƴ ǿƘŜǊŜ ǘƘŜ ƴƻΦ ƻŦ ƴŜǿ ƛƴŦŜŎǘƛƻƴǎ ǊŜƳŀƛƴǎ ΨƘƛƎƘΩ



Å Some 3% of the population is vaccinated per week, 
leaves room for more mobility without lifting the R

8

Mobility sharply on the way up, so far without more cases. Can it last?

More restrictions were eased last week

Covid-19
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Mobility is trending rapidly upwards everywhere

Time spent outside home is on the way up in all rich countries ςeven in France, from a low level

ÅMobility still some 10% ς15% below par ςwhich 
illustrates the substantial social & economic upside 
potential in the coming months
» In Q1, mobility was 25% below a normal level

ÅSome noice in the data around May 1st and bank 
holidays (like in the UK & Ireland)

Covid-19



We calculate the infected rate by assuming a 0.66% infection fatality rate, and a 90% immunity from infection. 
We assume those who have been infected are vaccinated in line with others 10

Vaccinations: EU/Norway are gaining more speed, 3% are inoculated per week 

The US is slowing to 1.5%, UK remains below 1% - from high levels

ÅNorway and Denmark have decided not to 
use the AstraZenicanor the Johnson & 
Johnson vaccines, and will lose some 
momentum vs. other European countries 
the coming weeks/months

ÅHowever, the supply of BioNTech/Pfizer 
will accelerate sharply from next week

Covid-19

Sum doses
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The recovery in the goods sector continues ςlevel up 4% ς5% vs pre Covid

Both retail sales & industrial production sharply up in March. Global trade was strong in February

ÅRetail sales rose sharply in March, mostly due to the lift in US retail sales (ex. autos!). Global sales are 4.5% above the pre-

pandemic level

ÅManufacturing production rose more than 1% in March (prelim. estimate), and is up 4% vs. Dec-19

ÅGlobal foreign trade rose further in February, to 5% above pre Covid, according to CBP in Netherlands

Memo: Keep in mind the different scales at the chart above

Global economy
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Volatile retail trade data, but the trend is still up

Manufacturing production flattened in Feb due to the decline in EMU & the US, up again in March

ÅGlobal manufacturing production grew some 1% in March

ÅRetail sale rose much more, following some weaker months where sales in several European countries fell during the 3rd

wave

India

Global economy



13

Global retail sales probably at or above long-term trend ςbut likely not far above

Thus, no reason to expect a sharp post-pandemic setback, globally

ÅIn several rich countries sales will have to normalise, though (and as Europe now reopens retail sales earlier than most 
services, that would go for most rich countries, barring Japan)
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Some restaurants are still closed, more are opening up

In March, total restaurant sales (including canteens, Mc D, take-away etc) were down 5% vs. Feb-20

ÅRestaurants still mostly closed in Germany and fully closed in Ireland, at least those who are tracked by OpenTable

ÅSales in restaurants in the US were down 2% in April vs. the Feb-20 level, far better than indicated by OpenTable data

Global economy
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Global airline trafficƛǎΧ ǎǘŀƭƭƛƴƎΚΚ bƻ ŦǳǊǘƘŜǊ ƭƛŦǘ Ǉŀǎǘ р ǿŜŜƪǎ

The Indian/Asian Covid wave at least partly to blame? Many more US airline passengers
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A 3% global GDP growth pace in Q1, level 0.4% above Q4-19

China in the lead, US only down 0.9% vs Q4-19. EMU down 5.5%, UK 8.7%

Å Following an 8% growth pace in Q4, we estimate 4% growth through 
Q1 (1% not annualised)
» GDP growth in ChinaǎƭƻǿŜŘ ǘƻ ŀ ΨǘǊƛŎƪƭŜΩ όŀ нΦп҈ ǇŀŎŜΧύΣ ŀƴŘ D5t ƛƴ ǘƘŜ EMU 

contracted further

» In the US, GDP grew at a 6.4% pace, up from 4.3% in Q4 ςand the level is just 0.9% 
below GDP in Q4-19

» Swedensurprised on the upside in Q1, and is just 1.1% below the Q4-19 level

ÅWe expect a far higher growth rate in Q2, as China returns to a more 
ΨƴƻǊƳŀƭΩ ƎǊƻǿǘƘ ǊŀǘŜΣ ŀƴŘ 9ǳǊƻǇŜ όŀǘ ƭŜŀǎǘύ ǇŀǊǘƛŀƭƭȅ ǊŜƻǇŜƴǎ

Global economy

Å Accumulated losses in activity vs. the pre-pandemic trend growth (the 
accumulated pandemic output gap) is substantial everywhere except 
for China ςwhich has closed the gap

Å The global loss is 3.2%, US 3.9%, and EMU is down 7.2%

Å Norway is down 4.7% vs. 3.5% for Sweden, due to the different 
response to the 2nd wave (by Q4, he positions were the opposite)
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Mixed April data, retail sales, services at the weak side

Industrial production & investments on the strong tide. Credit growth is slowing rapidly 

ÅIndustrial production rose 0.5% in April, down 0.1 pp vs. March. 
Measured y/y, production is up 9.8%, somewhat more than 
expected. Production is 3% above the pre-corona trend path but 
growth has finally slowed to the pre-pandemic level, as we 
expected

ÅService sector production surprised us sharply on the downside 
in April (-0.9%). Activity is still not weak, following the 1.2% lift in 
March ςand small monthly volatility has not been that 
uncommon

ÅRetail sales volumes were revised down this month (the 
opposite in March) and sales barely rose m/m in April. 
Expectations were far too high, and the 7 pp y/y miss is irrelevant

ÅInvestments finally came back to the pre-pandemic growth path 
in April, and growth m/m has slowed but remains far above the 
2019 level. New home salesfell in April but remain strong. 
However, housing startsare sagging, and so are non-residential 
constructionstarts. Steel production is still expanding, and so 
are net steel exports

ÅCredit growthslowed in March and further in April, as credit 
outside banks are curbed, very likely by purpose 

ÅCPI inflationremained low in April but producer prices are 
soaring (which is felt more outside China than inside)

ÅLast week: Exports& imports remained very strong in April

In sum: Covid measures held parts of the back economy somewhat 
during the festive season but March data signals full speed ahead

China: The main takes



18

Credit growth is slowing sharply ςimpacts will be felt in many corners 

A slowdown in the shadows, bank lending is keeping up

Å In April total credit grew at just a 7.5% rate (m/m, annualised), down from 8.5% in March. Smoothed, the underlying rate may be some 9% - 10%, down from 
13% during last spring (and >15% during some months). A 9%-10 % growth rate is still somewhat above trend growth in nominal GDP 

» Total credit rose by RMB 1.9 trl, expected 2.3 trl (not seasonally adjusted, total social financing, including central & local government bond, and corporate equities). 
Seasonally adjusted the core total social credit (total ex central gov bonds & corporate equites) grew by 1.6 bn, down from 1.7 bn in Feb. The annual rate fell to 10.8%, down 
from 11.5%

» Bank loans rose by RMB 1.6 trl, both actual & seas adjusted. Bank loans are up 13% y/y

» Shadow banking creditwas unchin April, following the unprecedented RMB 1.1  trl decline in March (equalling 1.4% of all  outstanding credit outside banks!) 

Å The Chineseauthorities have signalled that credit growth outside banks should slow, and it has been growing slower than bank credit since early 2018, barring 
an uptick during the pandemic last spring (when all stimulus was needed). The contraction in shadow banking credit over the pastyear equals 5% of total cred.

China
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Credit growth curve has turned south

As it usually does, every 3rd - 4th year. The turnaround now is not faster than before (in percent. p.)

ÅOver the past year, total credit has expanded by CNY 26 trl, equalling >25% of annual GDP, down from CNY 30 trl at the peak

ÅBanks supplied CNY 20 trl of the y/y increase

ÅLocal governments have not yet accelerated their borrowing by much, at least not in the bond market, still up 3.6 bn y/y

ÅOther credit ςvia the shadow credit market x local gov bonds gained speed last spring but has slowed substantially in recent 
months just up 2.4 trl (from +5 trl!)

ÅTotal credit growth at 10.8% is well above nominal GDP trend growth (but below the y/y high growth rate in Q1)

China
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LǘΩǎ ƴƻǘ ōǊŜǿƛƴƎΣ ƛǘΩǎ ōƻƛƭƛƴƎΥ !ƴŘ ƛǘ ƛǎ ǎǘƛƭƭ ƎŜǘǘƛƴƎ ƘƻǘǘŜǊ

Crude & intermed. goods prices are still on the way up, expect more pressure on finished goods

ÅDelivery times & prices are on the way up ςŀƴŘ ǇǊƻŘǳŎǘƛƻƴ ƛǎ ƛƴŎǊŜŀǎƛƴƎ ǊŀǇƛŘƭȅΦ IƳƳΧ

ÅIt seems likely that finished goods PPI will climb further, given the continued increases in crude & intermediate goods

ÅCrude goods prices are leading intermediate goods by 4 months, and consumer prices by 12 months ςand crude prices 
have not yet peaked

ÅSome comfort: Prices at the consumer level have already responded to the hike in producer prices, and the upside risk 
for the PCE from here may not be that large (we have added a 1% m/m forecast for the core goods PCE in the chart 
above)

USA
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3% ς4% inflation, well above expect., and the base effect is not the only to blame

IƛƎƘŜǎǘ ƳƻƴǘƘƭȅ ϧ ŀƴƴǳŀƭ ƛƴŎǊŜŀǎŜǎ ƛƴ мн ǘƻ пл ȅŜŀǊǎΦ CŜŘΩǎ ǇŀǘƛŜƴǘǎ Ƴŀȅ ǿŜƭƭ ōŜ ǎŜǊƛƻǳǎƭȅ ǘŜǎǘŜŘ

Å Headline CPI rose 0.8% m/m in March, expected 0.2%. The annual rate rose by 1.4 pp to 4.0%, as prices fell 0.7% last 
April. This is the highest CPI print both m/m & y/y since 2009 

Å Prices have been accelerating m/m since last October, and the 3m/3m rate is now up to 5.2%, highest since 2009

Å In April surveys, companies reported that they expect to lift prices sharply. We doubt all planned price hikes were 
ŎƻƳǇŜǘŜŘ ōȅ ƳƛŘ !ǇǊƛƭΧ

Å The annual rate may increase further in May, but in both June & July last yearprices rose sharply m/m

Å¢ƘŜ CŜŘŜǊŀƭ wŜǎŜǊǾŜ Ŏŀƴ ǎǘƛƭƭ ŀŦŦƻǊŘ ǘƻ ǿŀƛǘ ŀƴŘ ǎŜŜΣ ōǳǘ ǘƘŜ н҈ ŀǾŜǊŀƎŜ ƛƴŦƭŀǘƛƻƴ ΨƻǾŜǊ ǘƛƳŜΩ ƛǎ ŀƭǊŜŀŘȅ ǊŜŀŎƘŜŘ ŀƴŘ 
communication will have to become more nuanced, with more assessment of the upside risks on inflation than until 
now. The Times They May Be!Ω/ƘŀƴƎƛƴΩΣ WŜǊƻƳŜ

Å Many more details on prices & wages at the following 26 pages J(if you include the previous 3 pages that is)

USA
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Core inflation sharply up too, auto prices mostly to blame

Prices +0.9҈ ƳκƳ ƛƴ !ǇǊƛƭΣ ŜȄǇŜŎǘŜŘ лΦо҈Σ ǘƘŜ ȅκȅ ǊŀǘŜ ƧǳƳǇŜŘ мΦп ǇǇ ǘƻ оΦл҈Σ ƘƛƎƘŜǎǘ ǎƛƴŎŜ Ψфс

ÅThe 0.9% m/m hike in the core CPIwas the highest since 1981

» ¦ƴǘƛƭ ǘƘŜ !ǇǊƛƭ ΨǎƘƻŎƪΩ ǘƘŜ оƳκоƳ ǳƴŘŜǊƭȅƛƴƎ ǇǊƛŎŜ ƎǊƻǿǘƘ ŀǘ мΦн҈ ŘƛŘ ƴƻǘ ǎƛƎƴŀƭ ŀƴȅ ǎŜǊƛƻǳǎ ǇǊŜǎǎǳǊŜǎ

ÅThe price hike in April was at least partly due to one-offs which will not be repeated, or will be 
reversed 

» Auto prices seem to be a candidate on the downside

» However, some prices are still too low, like lodging, transport & recreation ςsectors that should be able to lift 
prices during the reopening process

ÅtǊƛŎŜǎ ŦŜƭƭ лΦм҈ ƳκƳ ƛƴ aŀȅ ƭŀǎǘ ȅŜŀǊΦ 5ƻƴΩǘ ōŜǘ ǘƘŀǘ ǘǊƛŎƪ ǿƛƭƭ ōŜ ǊŜǇŜŀǘŜŘ ǘƘƛǎ ȅŜŀǊΧ

USA



Lodging away from home is a part og housing at the charts above 23

Transport contributed by 2.2 pp of the 4% annual headline CPI y/y growth

... Of which half from auto fuel, but new/used vehicles are sharply up too

ÅIn April, new & used carsexplained almost half of the m/m lift in total CPI, and 0.7 pp of the 4.2% growth in headline CPI
» Used car prices rose 10% in April, and are up 20% y/y. They are probably to expensive now, but not necessarily that much. Theupside must be 

limited, though

ÅEnergyhas lifted the headline CPI by 1.5% last year (but was not to blame for anything in April, as oil prices have flattened. If the
oil price does not skyrocket from here, the contribution to the annual growth rate from energy will quickly fade

ÅExcluding the 2.2 pp contribution the headline CPI from energy & carsΣ άǊŜƳŀƛƴƛƴƎέ ƛƴŦƭŀǘƛƻƴ ƛǎ ǎǘƛƭƭ ŀǘ н҈Σ ŀƴŘ ǉǳƛǘŜ ǎǘŀōƭŜΦ 
Thus, the sharp acceleration in headline & core CPI is not that broad

USA
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Lodging up 8% m/m - still some more to go. Public (air) trasp. +6%, still too cheap

Used auto prices up 10%, +20% vs pre-pandemic! Too high? Somewhat, check next page

ÅJust some few components of the CPI contributed to the 
ΨŎƻǊƻƴŀΩ ǎŜǘōŀŎƪΥ Public transport (airline tickets) 
lodging away from home (hotels ect), and apparel. 
Other components of the CPI have not slowed
ÅNow these sectors are hitting back, bringing their prices 

up to more normal levels again
ÅUsed auto prices have been on the way up since last 

summer ςand shot up in April

USA
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Are 2nd hand cars too expensive following the 20% lift?

Very likely. But they were too cheap before the pandemic too?

ÅBy the way, prices for new autos are up 3% since 1996, 
quality adjusted, that is. And until the recent price hikes 
in a very tight US auto market, 2nd hand prices were 
down 10% the past 25 years (quality adjusted)  

ÅIt is impossible from these data to be sure if there is an 
equilibrium between new and used cars ςand even less 
what it might be. Still, the current used auto prices 
seems to be stretched vs new autos

USA
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What if average PCE inflation is 2%? Well, it is ςor at least not far below

Federal Reserve has rephrased its inflation target: Will aim for 2% inflation over time

Å Χ ŀƴŘ ƴƻǘ ŦƻǊ ŜŀŎƘ ŀƴŘ ŜǾŜǊȅ ȅŜŀǊΦ {ƻΣ ƛŦ ƛƴŦƭŀǘƛƻƴ Ƙŀǎ ōŜŜƴ ǘƻƻ ƭƻǿΣ ƭƛƪŜ ǳƴǘƛƭ ƴƻǿΣ ǘƘŜ CŜŘ ǿƛƭƭ ŀƛƳ ŦƻǊ ǇǳǎƘƛƴƎ ƛƴŦƭŀǘƛƻƴ to above 2% for a while, to reach 2%, over time

Å The Fed has not defined its time horizon, should the average 2% inflation target be reached over 2, 3, 5 or 10 years? We guess 2 years is too short, and 10 years is a too long 
period. So something around 3 ς5 years?

Å LŦ ǎƻΣ ƎƛǾŜƴ ŀ ŦŀƛǊ ŜǎǘƛƳŀǘŜ ŦƻǊ ǘƘŜ ŎƻǊŜ t/9 όǘƘŜ ŘŜŦƭŀǘƻǊ ŦƻǊ ǇŜǊǎƻƴŀƭ ŎƻƴǎǳƳǇǘƛƻƴΣ CŜŘΩǎ ǇǊŜŦŜǊǊŜŘ ǇǊƛŎŜ ƳŜŀǎǳǊŜύ ƛƴ !ǇǊƛƭ, the 3 y rate is now 1.9%, and the 5 y rate 1.8% - thus 
not much below 2%. At the chart to the left, the core PCE price level now is not far below the 2% line, starting at the average price level in 2017 (4 years ago)

Å Measured vs. the CPI, the average core inflation is at or above 2%, whatever period we check, see next page 

Å The 3% y/y lift in prices in April is of course both due to the price cuts last April ςbut even more due the brisk increase in prices past (check the red arrow)

Å Inflation expectations are way above 2% in markets & among households and very likely among companies as well

At the charts below: We assume an 0.7% increase in the core PCEin April

USA



27

{a9ǎΩ ǎŜƭƭƛƴƎ ǇǊƛŎŜ ŜȄǇŜŎǘŀǘƛƻƴǎ ŎƻƴŦƛǊƳŜŘ ŀǘ ǘƘŜ highest level in 12 years

And more companies than ever before say they have already increased their prices

ÅEarly last week we wrote: 
» Seems like we may have to change the scales on two axes on the chart to the right, we wrote early last week. 

» At least on the left hand side of the chart, as the red dot climbed to 35 (per cent of companies that planned to hike prices,net). However, 
that does not have any direct consequences, of course
But what if we then have to change the scale on the right hand side axis too? Would that be a bigger problem, Jerome??

ÅAt Wednesday we almost had to adjust the right hand side axis! The core inflation rate shot up to 3.0%, just what the 
{a9Ωǎ ƘŀŘ ǎƛƎƴŀƭƭŜŘ όƛŦ ƴƻǘ ƳŜŀǎǳǊŜŘ ōȅ ƻǳǊ с Ƴ ǎƳƻƻǘƘŜŘ ŀǾŜǊŀƎŜύ

USA



ÅHigher EBITDA or profit margins, due to higher selling prices to end 
users (consumption, investments), without any increase in wage 
costs ςhave normally not been important for explaining substantial 
and sustained lifts in inflation
» The reason is simply that historical or any likely variation in the EBITDA 

margin or in the profit rate normally have been too small to explain 
substantial and sustained changes in the inflation rate. 

» If inflation should accelerate by 2 pp and stay there for 2 years, just due to a 
lift corporate sector margins, they would have to increase by almost 4pp. 
CǊƻƳ ŀ ƴƻǊƳŀƭ ǇǊƻŦƛǘ ƭŜǾŜƭΣ ƭƛƪŜ ǘƻŘŀȅΣ ǘƘŀǘΩǎ ŎƭƻǎŜ ǘƻ ΨƛƳǇƻǎǎƛōƭŜΩΣ ƛƴ ƳŀŎǊƻ

» If anything ςand over time ςcorporate margins are negatively correlated 
with inflation 

ÅSort term,changes in corporate margins may explain changes in 
inflation without changes in other costs, normally when raw 
material prices increase rapidly ςlike what we observe now

ÅFaster growth in unit labour costs (wage growth ςproductivity 
growth), has normally been the main driver for substantial and 
sustained increases in inflation 

ÅWage inflation is so far kept reasonable in check in the US, but 
signals from the labour market are unanimous, the labour market 
has become extremely tight over the past few months
» Demand for labouris very strong, as witnessed by all surveys, official vacancy 

data and endless anecdotes 
» Supply of labouris still lacklustre ςand far below the pre-pandemic level. 

Most likely, supply will strengthen substantially the coming months as
1) The virus is brought fully under control, and there will be no reason for workers 

not apply for work (2.7 million (1.8% of the labour force stayed outside due 
covidin April)

2) The federal pandemic schemes for extra support to the unemployed runs 
through Sept (some 16 states has decided/are discussing to close theses 
programs immediately). Lower benefits will probably increase supply of workers

» However, even before the pandemic, the labour market was tight, wage 
costs were increasing and profit margins were under pressure

» Reports on wage increases are common too, both in surveys and from 
individual sectors & companies ςas from Amazon, and McDonalds last week
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Higher inflation, how worried should we be?

Raw materials, higher margins are not the main challenge. Wages may become so

More charts & comments on the following pages

USA

Gov pand.
progr.



On the upper left chart, contributions to deviation from trend inflation is calculated
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1993-ΩфсΣ нллн-Ωлс Řŀ ŎŀǇƻΚ tǊƻōŀōƭȅ ƴƻǘΣ ŎƘŜŎƪ ǘƘŜ ŎǳǊǊŜƴǘ ƳŀǊƎƛƴ όϧ unempl)!

Higher corporate margins contributed to higher inflation in 1993 ςΨфс ϧ нллн ςΨлр

ÅThe main difference is obvious ςwhere are we in the cycle? 
» The profit rateǿŀǎ ƭƻǿ ŦƻƭƭƻǿƛƴƎ ΨƴƻǊƳŀƭΩ ǊŜŎŜǎǎƛƻƴǎΣ ŀƴŘ ǘƘŜ 

unemployment ratewas still not low

» Now, the profit rate is not low. Unemployment will very likely fall sharply
the coming quarters, which ƴƻǊƳŀƭƭȅ ƳŀƪŜǎ ƛǘ ΨƛƳǇƻǎǎƛōƭŜΩ ŦƻǊ ōǳǎƛƴŜǎǎŜǎ 
to keep the profit rate up

» Pressures in commodity marketswill probably dampen as at demand for 
goods from consumers in the rich part of the world will slow, as demand 
for services will recover the coming months

USA
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Vacancies are record high, and businesses are not able to fill positions

Many have already increased wages. Are unemployment benefits really holding workers back?

ÅThe fraction of businesses saying that they actually raised compensationis at the highest level since before corona

ÅThe expected increases in compensation the next 3 months is also sharply up from March, and businesses say that costs 
are being passed on to customers in the form of higher prices!

ÅHowever, so far actual wage increases, when adjusted for changes in the mix of labour during the pandemic have not 
gained speed (the Employment Cost Index rose more than expected in Q1 but just to a large wage lift in the financial 
sector (2020 bonuses), while other sectors reported normal wage gains. The median wage may have flattened, but is not 
yet reported up. We expect that to happen the coming months 

USA

Bothareup hereĄ
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Inflation expectations are drifting up but are not yet worryingly high

Univ. of Mich survey 5 y inflation expectations have climbed to 3.1% from 2.4%

Å¢ƘŜ ¦aΩǎ ǎǳǊǾŜȅΩǎ 3.1% rate is the highest 
in 10 years (3% smoothed at the chart to 
the left), and it is 0.8 pp higher than before 
the pandemic (2.5%)
» Still the level is not far above the past 10-year 

average ςbut it is a sign for the Fed, of course

» The UM short term inflation expectation at 
4.6% is the highest since 2011, up 0.9% from 
March (and he survey was conducted ahead of 
the CPI surprise last week). These expectations 
usually correlated to recent changes in energy 
prices ςlike now

ÅProfessional Forecastersexpect a 2.3% 10 
y rate of inflation in Q2, according to 
Philadelphia Fed, up from 2.0% in Q4. The 
Q4 level was the lowest ever, and 2.3% is 
just marginally above the past 7 years 
average, and it refers to CPI, which over 
ǘƛƳŜ ƎǊƻǿǎ лΦо ǇǇ ŦŀǎǘŜǊ ǘƘŀƴ CŜŘΩǎ 
referred inflation measure, the PCE

ÅThe 10 y break-even inflation expectation
is at 2.5% (not smoothed) among the 
highest prints since 1998. Still not far too 
high for Federal Reserve
» However the direction is not that comforting?

USA
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Break-even inflation is even running ahead of its olΩ ǇŀƭΣ ǘƘŜ ƻƛƭ ǇǊƛŎŜ

Much could be said about the correlation between the presentoil price & 10 yinflation expectations

ÅBut there are some possible links, of course (which still do not explain this close link)

ÅHowever, we have even more problems with the other part of the bond yield, the real rate. What is the best 
ŜȄǇƭŀƴŀǘƛƻƴ ŦƻǊ ǘƘƛǎ ȅƛŜƭŘΣ ōŀǊǊƛƴƎ CŜŘΩǎ ŀŎǘƛƻƴǎΚ
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The 2nd best retail sales, ever! Core volume up 16% from Feb-20!! And from here?
No doubt, the direction is down, even if not much of the stimulus checks are spent, on aggregate

ÅTotal nominal saleswas unch. in April, expected up 1%. March was revised up by 1 pp to 10.8% - and the level in April was as expected

ÅCore sales of goods (=control group, excludes auto, gasoline, building materials & restaurants) fell 1.5%, following the 0.6 pp upward revised 7.5% 
hike in March. We assume a 1.8% volume decline in April (autos are not included). Core sales are up 15.9% vs. the pre-pandemic level. The 
downside is substantial the coming months/quarters 

ÅMixed among sectors, more than half down, but none by much. Auto and restaurantǎŀƭŜǎ ǊƻǎŜ о҈ όƴƻƴŜ ƛƴŎƭǳŘŜŘ ƛƴ ΨŎƻǊŜ ƎƻƻŘǎΩύΦ wŜǎǘŀǳǊŀƴǘ 
sales are just 2% below the pre-pandemic level (but employment is far more below, strange)

ÅRetail sales ςand other consumption ςhave received a real boost from the two rounds of stimulus cheques, the first distributed in January and 
the second in March and April. Just a fraction of the received amounts have so far been spent ςand savings have increased substantially 

USA



ÅThe 2021 non-oil structural deficitwas NOK 90 bn larger 
than in the original 2021 budget (Oct-20) but a big extra 
ǎǳǇǇƻǊǘ ǿŀǎ ŘŜŎƛŘŜŘ ƛƴ CŜōǊǳŀǊȅΣ ŀƴŘ ǎƻƳŜ ŜȄǘǊŀ ΨƳƛƴƻǊΩ 
expenditures were added now ςso the proposal was close 
to our estimate. The structural deficit is larger than last 
year in % of trend GDP, and thus it is expansionary, even in 
the economy recovers (if all the money is spent)
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A ton of spending. At least as long as the pandemic lasts

The question is, how much afterwards?

ÅThe 2020 budget deficitwas far smaller than assumed last autumn

ÅThe non-oil structural deficit, funded by a transfer from the oil fund is well above the long term budget rule (3% of the 
funds value) in 2020/21 but the extra spending now (in red at the chart to the right) is far smaller than the accumulated 
ΨǳƴŘŜǊ-spending vs. budget rule over the previous years (in green). 

ÅThe 2021 deficit is 2.5%-of-GDP higher than the long term budget rule advices. No other country is closer to their long 
term target  these days?

ÅThe risks: Spending remains too high, after the pandemic. A substantial decline in the value of the Oil Fund

Structural non-oil balance
Actual Actual Rev bud

NOK bn 2019 2020 2021 2022 2023

Pre pandemeic outlook 239 240 251 262 274

Now 239 370 403 325 325

Corona measures 135 94 10 0

Other measures (residual) -5 58 53 51

Balance, % of trend ML GDP 7.8 11.7 12.3 9.5 9.2

... fiscal stance, change in bal. 3.9 0.6 -2.8 -0.4

Balance, % of Oil fund 3.7 3.7 2.9 2.8

Spending rule, 3% of Oil fund 303 327 338 352

Deviation 67 76 -13 -27

Sources: Min. of Finance, SB1 Markets

SB1 Markets est
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ÅGDPfell by 0.5% in March and 1% in Q1, in sum a tad 
weaker than expected

ÅIƻǿŜǾŜǊΣ ǿƘŀǘ ƘŀǇǇŜƴŜŘ ŘǳǊƛƴƎ ǘƘŜ ΨŎƭƻǎŜŘƻǿƴΩ 
months until April will very likely not have anyimpact 
on activity in Q3 or in Q4

ÅThe remaining restrictionswill very likely be gradually 
lifted the coming weeks, and we are confident activity 
will rapidly pick up in the down beaten services sectors

ÅBusiness air travel/hotel usage, foreigners spending 
will not recover to a normal level anytime soon, but 
these activities are not a big part of the Norwegian 
economy

ÅOn the other hand, Norwegianswill very likely not 
travel abroadas normal this summer ςand they have 
no choice but to spend their holiday budget in Norway, 
as last year. 
» After the summer, more of business air travel/foreigners 

tourist traffic will support activity

ÅConsumption of goods will very likely approach a long 
term trend growth path over the coming 2 ς3 quarters 
implying a slight decline for the present level

ÅBusiness investmentsin both on and off-shore have 
stabilised and housing investments are on the way up

ÅExportshas recovered, and the outlook is not that bad
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D5t Řƻǿƴ м҈ ƛƴ vмΣ ōǳǘ ǘƘŜ όƴŜŀǊ ǘŜǊƳύ ŦǳǘǳǊŜ ƛǎ ǎƻ ōǊƛƎƘǘΧ 

Corona measures were not for free but no dramatic downturn in Q1

No kidding, our forecast was not produced to 
ǊŜǇƭƛŎŀǘŜ bƻ.ŀΩǎ ŦƻǊŜŎŀǎǘΦ Lǘ ǿŀǎ bƻ.ŀ ǘƘŀǘ ǊŜǾƛǎŜŘ 
its forecast up to ours J

Norway



ÅCPI-ATE(ex. energy and taxes) inflation is down 0.7 pp to 
нΦл҈ ƛƴ !ǇǊƛƭΤ лΦм ǇǇ ōŜƭƻǿ ŎƻƴǎŜƴǎǳǎ ϧ bƻǊƎŜǎ .ŀƴƪΩǎ 
ŦΩŎŀǎǘ, and 0.3 pp below our estimate 

» Prices rose were flat m/m (seas adj), down from 0.2% in 
March

» Inflation is below 2% for housing, clothing, food, alcohol, 
communication and airline tickets ςothers are still above

» As we predicted, imported goods price inflation is now 
receding, due to NOK effect 

» Domestic inflation has slowed substantially but remains at 
2%

ÅTotal inflationslowed 0.1 pp to 3.0%

ÅThe price outlook

» We expect inflation to slow the coming quarters as the 
NOK effect fades and wage inflation remains moderate 
(if not low). Demand for goods will have to decline from 
a very high level. Upside risk: Higher raw material 
prices/global price pressures 

» Anyway, CPI inflation will not have any material impact 
on Norges .ŀƴƪΩǎ ƳƻƴŜǘŀǊȅ policythe coming months. 
LǘΩǎ ŀƭƭ ŀōƻǳǘ ǘƘŜ /ƻǾƛŘ-19 impact on the real economy, 
and the outlook for the recovery  - and the housing 
market

Core inflation down 0.7 pp to 2.0% y/y in April, below expectations

NoBaexpects a further decline the coming months. Not unlikely

Norway
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More unfilled vacancies in Q1 ςthe 2. highest since 2011

!ƴŘ ǘƘŀǘΩǎ ōŜŦƻǊŜ ǘƘŜ ǳƴǳǎǳŀƭ ƘƛƪŜ ƛƴ ƴŜǿ ǾŀŎŀƴŎƛŜǎ ƛƴ April

ÅThe vacancy rate has been higher just once since 2011, 
which is strange give the still rather high unemployment 
rate

ÅAlmost all sectors have reported more unfilled 
vacancies the past 3 quarters, since the shock in Q2 last 
year

Norway



Surprise-ƛƴŘƛŎŜǎ ƳŜŀǎǳǊŜ ǘƘŜ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ŜŎƻƴƻƳƛǎǘǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ ŀƴŘ ǘƘŜ ŀŎǘǳŀƭ ƻǳǘŎƻƳŜ ƻǾŜǊ ŀ о ƳƻƴǘƘ ǊƻƭƭƛƴƎ ǿƛƴŘƻǿ38

Economicdata are still surprisingat the upside (but not China & Norway)

Χ ŀŎŎƻǊŘƛƴƎ ǘƻ /ƛǘƛΩǎ ǎǳǊǇǊƛǎŜ ƛƴŘŜȄΦ EM x China, Japan at the top, with Japan, EMU

Global economy

Å Japan, UK & EMU at the top of the list, followed by Lat-Am 

ÅThe USsurprise index rose last week

ÅChina surprised on the downside with its mixed April data, according to Citi 

ÅEmerging Markets x China are reporting much better data than expected

ÅNorway fell sharply last week, due to GDP & CPI data
















































































































































































































