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Last week

The virus

A The delta varianis gaining market shares, rapidly.UK and Portugalthe delta is found in 96%98% of new cases, and the no. of cases in rising
rapidly, even if 70% of the population UK is vaccinated (or have been infected). A second dose seems to be neededdMasinas & deaths
are up too, but not by much and the level (and rates vs. new cases) is still low

A Elsewhere the no. of cases is falling most pladdsrway may be flattening out, at a low level.
A Mobility is rising everywhere in DM as the negative drag from corona restrictions/cautious behaviour isceagingn the UK

The economy, part |
A China

»

May datawere weaker than expected, and growth in very likely slowing. A tighter credit policy, and a slowdown in credit growtplaiay ex
the slowdown, as can perhaps supply chain challenges (but this argument does not sit that well). Both investments, wingstiseg r@own,
construction starts, and retail sales have slowed. Manufacturing production is still going strong, growth has just slyweegpndemic pace
¢ while staying well above the pigandemic growth track. Imports have been strong too, and the recent weakness in expats anf
extreme high level

A USA

»

»

»

¢KS YSYOSNE 27T CS Ritdd\hei indiBual $10ed8sEraxé foreasts substantially, and the median member expects two hike
before Q423 (from none), and some members several more hikasd almost half assume rates should be hiked in 2022. Growtitdsts
GSNE fATUSR YINBAYLEtES FYyR AyFElLdA2y TFT2NBOl ala eocaHtaheinying withf £ ¢
CSRQ yS¢ LINAROS tS@St GINBESG=Z HW: AYTFElIdA2YyS +a |y | @SaNdsaidGtaat 2 O
QS INB adAftf I gl e&a FTNRY 2azWifEackiowedied thataheietdnomy Rak strengitioeNed. K& My LINJ
uncertainty is how much spare capacity there is atldt®urmarket. The Fed does not know, and neither do we. The next few months will yie
extremely important new information. is at tHebourmarket. The Fed does not know, and neither do we. The next few months will yields
extremely important new information. Powell says the FOMC will announce well on beforehand before starting tapering yytakeati@bout
it!). The short end of the curve rose sharply. When the dust had settled, the long end of the curve fell marginally (addatepl5 y 5ywd

fell sharply). A firmer Fed sent inflation expectations down, and real rates slightly up. The USD rose 2% last weellelar@dve}. Stock
markets did not enjoy the outlook for higher short term rates. But what about lower long bond yields?

Retail salesell more than expected May but April was revised up even more, in sum better than assumed/expected. Goods sales ae far :
a reasonable long term levdRestaurant sale§inally climbed above the prpandemic levet and should grow substantially from hetgousing
starts/permits have peaked,and ! 1 . Qa | 2 dza A ydé&clired fiidhes, and Hoyh& Sighal a new uptick in sales.

Manufacturing productionis trending upwards, and is now close to a (sharply downwardpprelemic level. The firsune manufacturing
surveyssignal slower growth ahead (but far from slgw



K]
SpareBank o

MARKETS

Last week: The economy, part Il

A USA cont.

» Theproducer price indexose sharply, and more than expected. Not the best omen for consumer prices the coming months

» Householdbank accountsare swelling like never before, and over the recent years they have invested heagjyities and fund shareto
0 KAOK KI @S 0SSY as SHkoudehold dabidldsiag faatér, whilk gowti licoddporaté ckedit® slowing, following the large
jump last spring; but their liquid assetssoared too

A EMU

» Inflation is still muted, the core at 1.0% (revised up 0.1 pp). Total inflation is at 2%, mostly due to higher energyarittdsey Wil not rise
forever

» Labour coslevels have normalised, and underlying growth in moderate. However, the unit cost level has soared during the pabdéemilt
hopefully be reversed the coming quarters.

A UK

» Annual inflationrose sharply in May, both due to a price decline m/m last May, and a lift in prices in m/m now. The core climbed 0.6%the 1.
headline to 2.1%. Inflation may decrease the coming two months (base effect) but we suspect a substantial lift in Augusitechese effect
FTNRY 1 ad e€SINXRa adzwaARe aoOKSYS

» Retail saledell 1.4% in May, expected +1.6%. However, since sales rose by 9.2% in April, and the may level is 9% ab@@ldvel)aveare not
too worried

A Sweden

» House pricesre still soaring m/m and are up 18% y/y. And Sweden is not the only place, prices asl @pECD countriesand have accelerated
in 21 of 26 countries, vs. the ppgandemic rate of appreciation. Sweden, Canada, UK, Norway and New Zealand has accelerated. thée
FaadzyS UKS AYLI OO 2F flad eSFENXa Odzt Ay AYyuUSNklau NruSa az2z2y o

A Norway

» NorgesBank SLJi GKS aA3aylf NIGS G TSNRX odzi GKIFIGQ&a Ftf SKI G expedel,Si
and far above the FRrates ahead of the meeting. NoBa signals close to 4 hikes the before June next year, and 2 more Liefoie 2024,
following an up to 33 bps lift of the rate path. The economic outlook is strengthened, broadly, oil is up, and wage isflattermore revised up.
NoBa will hike rates even if inflation is, and is expected to remain below 2% because the activity level is expected abbeensormal and in
order to reduce the risk for (further) buidp of financial imbalances. House price inflation is expected to come to dNeatfes Bank is the most.
flexible inflationtargeterof all centralbank® 2 Af f 20 KSNA F2ff 26K {2YS &dK2dzZ RX Cw! NJ U S

» Home buildersreport still decent new home sales & starts
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The delta virus will take the market everywhere, and it may come a challenge

The Delta variant may be taking hold in parts of Europe and North America

Modelled estimates of the Delta variant’s share of all sequenced cases (%)

100 UK Portugal Russia* us Italy Belgium Germany France 100
98% of sequenced 96% Delta 99% Delta 31% Delta 26% Delta 16% Delta 15% Delta 6.9% Delta
cases are now 5% sequenced <1% sequenced 5% sequenced 2% sequenced 6% sequenced 8% sequenced 1% sequenced
Delta variant.
30% of all cases
are sequenced
50 50
, . . Jﬁ J I P S
Jan1 Junlé Jan1l Jun1lé Jan1l Junlé Jan1l Jun1é Jan1l Jun1é Jan1l Jun1é Jan1l Jun1é Jan1 Jun 16

*More than 90% of Russia's sequenced cases of Delta are from Saint Petersburg

Source: FT prevalence estimates based on data from GISAID, Sciensano, Belgian National Reference Laboratory. Method from Tom Wenseleers / @TWenseleers
OFT

Covid-19 new cases per day

- 2560
- 1280
- 640

'ﬁUK 170
ZRussia 137
_ [\Portugal 121

India 71
~Norway 45

L= =) Y|

<Germany 20

- 10

Source SB1 Markets/Macrobond
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So far, cases in most other countries are rapidly on the way down

Covid-19 new cases per day Covid-19 new cases
2000 4 | | 2000 2560 1 - 2560
per 100.000
1750 - L1750 1280 - - 1280
1500 - L OR 640 - - 640
Portugal ] LUK
1250 - Spain 320 /Portugal
/lIreland ~Spain
J 160 - —i
1000 + rHISweden Ireland
France
750 4 ~i/Belgium 80
//Denmark
e 40 -
500 - JUSA
20 +
250 A Norway
Italy ‘
0 - Czech R 107 - 10

20

SB1 Markets/Macrobond
SB1 Markets/Macrobond

A The UKnhas reported a sharp increase in new infections, at least partly due tothénéRR A Iy Ydzi |l yi>X gKAOK Ay &a2YS TS
AKIFINBQ® ¢KS yS¢g GFENRARIFIYyu Aa FIFEN Y2NBE O2yudl 3A2dza 0 a2 Y agoyszhan the loriginat coyona
virus). We estimate that almost 70% of the total British population is vaccinated or have been infected (the highesaleagbircountry); but the virus is
still able to spread at R= 1.4 pace (but down to 1.2 last week). Portugal is reporting rapid increase to (and have SB&tejleNtore on hospitalisations next

page
A Will the delta virus spread to all countries? Most likely, but Demark has been able to contain it, so far
A Other corona virus news are goo€ases down all other places. That haveysdK | @S  f F NBS &aKINB 2F (G(KS RSt 4l

A The no. of new cases Morwayis headingrery rapidlydown again
A Thehospital occupancyas fallen even more than cases everywhere, witglathshave fallen even more than hospitalisations
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UK: Still a moderate increase in new hospital admissions, deaths

X I'YR FNRY OSNER {29

UK Covid cases, new hospitalisations, deaths

Pr 100.000 persons over 14 days
819.2 4 Measured over 7 days 1 819.2
409.6 1 -409.6
204.8 =170

102.4 4 -102.4
51.2 1 - 51.2
25.6 1 - 25.6
12.8 - New. Hospital .. 12.8
6.4 - Admissions | 6.4
3.2 - k3.4 |
1.6 1 - 1.6
0.8 1 - 0.8
0.4 - 04

0.2 + I
0.1+ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ - 0.1
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SB1 Markets/Macrobond

A If currenthospitalisatiorideath rates are sustained, UK could live with a substantial increase in new cases before any

serious health crisis occurs

» New cases are still at 1/8 of the level from early Jangatyvill take 7 weeks to get to the same level, at the current gropdice
» If so (and we do not think it is that likely), the no. of hospital patients may be 1/3, and deaths 1/10 vs the January levels

f SgStaxy O2YLJ NBR

UK Covid-19 rates

25.6

12.8 1

6.4 -

3.2 1

1.6

0.8 1

0.4+

0.2+

0.14

Hospitalisation lagged 7 days, deaths 17 days vs. cases
Measured over 7 days sums

New admissions % of cases

-25.6

-12.8

- 6.4

- 3.2
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SB1 Markets/Macrobond

A However, bothhospitalisations deaths numbers (and rates) are lagging, so surprises are still possible
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Mobility on the way back to a normal leve] sharply up in Europe (Nordics incl
Even India turned up in thgast two weeks

Google mobility Time spent outside home

Google mobility Time spent outside home 104 Fepoozo =100 110
110 ~ - 110 . Israel
100 P bl ?W
‘ USA
100_ L= a0 <2 W N e b LB
,Eurzpe UK
ordic SAustralia
90 -+ »-jUSA
] India
80 - - 80 . 60
70 - - 70 ' r 30
................................................................................................ L 40
60 - - 60 MAMUJ JASONDUJIFMAMJ
20 21
50_ L 50 SB1 Markets/Macrobond
Time spent outside home
40 - - 40 Feb 2020 = 100 Now
MAMJJASONDUIFMAM.UJ 9 10 2D 3D 4D 5D €D 70 80 9D 100110
Czech Rep I D 102
20 21 France .m0 102
SB1 Markets/Macrobond Italy I T 102
Finland . m [ 99
A Mobility still some 5% 10% below pag still more L o
. ermany T 98
some upside left Switzer IS 97
Spain . m_ o | 96
Norway IS . 96
Sweden . m_ ¢ 95
Belgium I Y 93
Ireland I 92
Portugal I . 1 92
USA .m0 | 91
UK I N 1 90
0 10 20 30 40 50 60 70 80 90 100 110

H Now @ April 2020 ® Sept2020 = Min 2021 8
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Summer in the aiic mobility almost as normal most places in Norway
Oslo still 12% down, according to Google. Low level of infections everywhere (county aggrege

Google mobility Time spent outside home

Norway Covid-19 cases

110 - oo - 110
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60 - - 60 200 lijr;zmdeIag 56
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50 - - 50 /
100 /Vestlandet 16
W\ Nordland 11
S N 4 1
Q0 [ 40 0 PLL W ' = <Mgre & Romsdal 10
MAMJJASONDUJIFMAMJ Nov Dec Jan Feb Mar Apr May Jun
20 21 20 21
SB1 Markets/Macrobond SB1 Markets/Macrobond
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Restrictions are eased but most are still in place
Some may have small economic costs, others may be more expensive

Oxford Covid Stringency Index
100 - 100 A The removal of restrictions are quite parallel among
rich countriesg but the UK has tightened marginally
' YAR GKS WRStOFQ Fadr O
A The remaining measures will be eased when the
immunity rate is sufficiently lifted to keep even mutated
viruses at bay

90 1 - 90
80 -1
704
60 -

50 -
A Data are from the Oxford Covid stringency project, that
at least are the best at hand

40

30 1

20 - 20
10 - 10
O R —
JFMAMJ JASONDUJIFMAMJ
20 21

SB1 Markets/Macrobond
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Vaccinations: On the way up, UK is speeding up again, for good reasons
Norway is a laggard, aswerd#d S | 80 NJF %Sy SOl 2N W2Kyazy 39

Covid-19 immunity - estimated _— Covid-19 Immunity
70 - AL S Py :
7 d smoothed . 5, Canada 69 % of population (calculated)
0 10 20 30 40 50 60 70 80Sum
\\ Belgium 65 1 1 1 1 1 1 1 1 1
\\ Italy 64 UK I 71
\ USA 64 Canada I 68
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]
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ange 7d, ]
7d avg. pp Ireland  I——— 38 lceland  e— 104
-5 Norway I 37 USA I 95
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i Finland 3.7 B Infected ® Fully vacc. . 1 dose Belgium  IE— 83
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Sweden 3.0 SB1 Markets/Macrobond fefzﬁany —— ;2
Spain 2.9 ustria I
Norway 2.9 Spain I 76
Canada 2.5 Netherl. | 75
France 2.4 Italy ] 75
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[NUK 1.4 Portugal  IEE— 73
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SB1 Markets/Macrobond rNorway ] 66
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We calculate the infected rate by assuming a 0.66% infection fatality rate, and a 90% immunity from infection. Denmark  — 55
We assume those who have been infected are vaccinated in line with others. Denmark not fully updated World I 34

SB1 Markets/Macrobond
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The recovery in the goods sector continuesevel up 4% vs predvid
Retail sales may have fallen in April, due to EMU & India. Still the trend is up

Global Retail sales, industrial prod. & trade Global retail sales volume
7.5 1% change vs. Dec 19 1 - 7.5 130 |Ex. auto, volume, 2014 = 100 . 130
50 | 120 -SBM1 estimate Retail sales -120
/> 110 - - 110
A
L etail 100 - -100
0.0 _/A_’__'N— : - sates— 0.0 90 - Y,
2.5 - / - 25 80 - L 80
-5.0 - \ - -5.0 70 - - 70
7.5 ‘ - 7.5 60 ~ - 60
-10.0 - --10.0 501 - 50
-12.5- --12.5 2: I'\N‘A\\ ' i 2
15.0 - -15.0 Ojlva”" - 0
-2 - -2
ATE S o175 . Dev. from trend, % [J r
J MMJ SNJMMIJISNI MM 41 : : ; ; : ; ‘ ‘ ‘ r-4
19 20 21 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond/CPB SB1 Markets/Macrobond

A Retail salesose almost 3% iMarch, mostly due to the lift in US and partly also EMU retail sales Aptirestimate implies a 1%+
decling due to lower sales in the US and (more than we assumed) in EMU, and very likely in India. Global sales are almost 4%
the pre-pandemic level

A Manufacturing productionrose more than 1% in March, and another 0.5% in Agaild is +4.2% vs Dd®

A Global foreign traderose further inMarch, to 6% above pre Covid, according to CBP in Netherkaadd the trend is straight
upwards
12
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Volatile retail trade data, but the trend is up
.. At least until we can spend more money on services

Retail sales volume Manufacturing Production
4.9 L 4 L i
20 - % change from-Dec 2019 20 15 % change from Dec 2019 China 1.0
Nor x oil
related 5
L-'Sweden 5
KWorld SB1M 4
Italy 2
KJapan 2
A South Korea 1
LEMUO | \Nomway©
vy N
EM x China 0 \\J‘EMU 0
- -5 \JUSA -1
UK -1
.10 \\Germany -3
_fFrance, -4
| e e W | HHHHH‘"H_l\\lgronrelated—Q
DJFMAMJ JASONDJFMAM DJFMAMJ JASONDJFMAM
19 20 21 19 20 21
SB1 Markets/Macrobond SB1 Markets/Macrobond
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People return to restaurants as soon as it is possible!

Restaurant reservations OpenTable USA Restaurant reservations OpenTable
100 1 Change % from 2019, 7d avg - 100 50 7o, change from 2019 - 90
- 75
25
- 50
Ireland 36 | 0%
L 2R
NMexico 3 251
_{U_SA-15
_50_
< Canada -47
-75 -
, - 75 \
100 & éf—"‘””\«ff-”‘--mo 100 M
MAMJ JASONDUJUFMAMJ MAMJ JASONDUJIUFMAMJ
20 21 20 21

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Sales in restaurants in the US were up 2% in April vs. the@Fkdvel, far better than indicated by OpenTable data (at
least in value terms)

14
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Global airlinetraffic on the way up again. US straight up, just 10% below par
X S@SYy AT AYOUSNYyFrdAz2zyrt GNIXFFAO Aa adAatft

World Commercial flights USA Airline passengers
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Flightradar24 SB1 Markets/Macrobond SB1 Markets/Macrobond
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A 3%+ global GDP growth pace in Q1, level 0.6% abov&34

China in the lead, India follows, at least in Q1, and measured absolutely

10
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GDP GDP
% change from Q4-19 F 2.5 1% change from Q4-19 vs pre-pandemic growth -
/India 2.7 /Brazil -1.3
/Australia 0.8 0.0 ~Australia -2.2
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1 1
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Fs -20.0 4 e
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19 20 21 19 20 21

SB1 Markets/Macrobond
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A Following an 8% growth pace in Q4, we estimate 3.2% growth throughfQWhen measured vs. there-pandemic trend growth pathChina

(0]

»
»

»
»

»

.8% not annualised)

GDP growth itChinaa f 2 6 SR (2 |
the EMUcontracted further

IntheUS GDP grew at a 6.4% pace in Q1, up from 4.3% mnapd the level
is just 0.9% below GDP in-Q@

UK was 8.7% below in €4 in Q1, but just 3.8% below in April! >
India, Brazil & Russiall grew more than expected in Q1 »
Swedenwas just 1% below the Q¥9 level, Norway was 2.3% below, in Q1

WiNRO1tSQ ot

is the only country above all others are below
H,® The glbBlal@eoldnis"3% b¥ldzthel pkpBndEhRid grobvih pati

and the negative output gap is substantial
The USs 3.9% belowEMU6.8%, andJK11%
Indiais 4.5% below

Swedenis down 3.4%Norwayis down 4.7%, due to the different
response to the ® wave (by Q4, the positions were the oppojite

16
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May data signalling a growth slowdown

All major data surprised on the downside. May be due todteglt tightening

China GDP vs monthly indicators - demand
130 1pec19=100 |

L 12N

125 125
120 - -120
115 - 115
110 [y %\108
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100 A2

,,‘//::7‘

QS-J//;’ \\\// Investments M9
90 4=~ ‘ - 90
85 \ - 85
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China GDP vs monthly indicators - supply
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Industrial production} 4 k110

A Industrial productionrose 0.5% in Maynch from April.
Measured yly, production is up 8.8%2@p below expectations
Production is 3% above the poerona trend path but growth has
finally slowed to the prgpandemic level, as we expected

A Service sector productionecovered the surprising April low, rising
1.0%. In sum, growth has been some 5% the past 6 months, in |
with growth ahead of the pandemic, after slowing through 2018
Iy R TQevepeabis back on track vs the fi2evid trend path

A Retail sales volumesose 0.5% in volume terms (our est.), from
zero in April, and a decent growth rate, and in line with the-pre
Covid growth pace. However, sales have on average been growi
slower since November, at just a 2.5% annualised Gages were
1.6 pp below expectationEl2.4% yly, vs 13.8%)

A Investmentswere revised down since December, by 1 pp per
month to below 1%, and investments grew just 0.2% in May. The
level is suddenly 3% below the ppandemic trend growth path
(we assumed the gap was closed in April, but that was not the
case. The (useless) accumulated annual growth rate was 15.9%
May, 0.5 pp lower than expecteddousing and other construction
starts have fallen 5% 10% since last summer, and the downward
revision was not that surprising. New home sales may have
peaked too but remain well above housing starts, signalling an
Inventory drawdown

A Last week: Credit growthwas a tad higher in May than in April,
but the trend is clearly down, arithie credit impulse has turned
definitively negative

A CPl inflationis on the way up, but is still moderate. Producer
prices are soaring (which is felt more outside China than inside)

A Imports remained strong in May but exports have slowed
somewhat past two months, however the level is sky high

In sum: China is probably slowing, and we are not sure we can

blame some local Covid outbreaks 17
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Growth and even more inflation forecasts revised up
XI'yR GKS Cha/ YSYOSNBR y2¢ SELISOGA G2 NIFAA

FOMC Dot plot' - June vs. March
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The market is pricing in the first hike in the
signal rate at the end 2023

A The FOMC left thearget rateunchanged at @.25%. No change on ti@E
volume either, USD 120 bn per month in Treasury bonds (80 bn) and mortgag
bonds (40 bng everything as all expected

A The FOMC acknowledge#imid considerable progress on vaccinations, the
unwinding of social distancing, and strong policy support, participants assesse
that risks to the outlook were no longer as elevated as in previous manths.
RRAGAZY (KGEKS2NRYKSYRHAF Ua Wo hashéeh v :
removed, but the committee still remarks thtdte pandemic remains a risk

A Growth estimateswere revised further up, albeit not as much as at the previou
meetings. However, thaflation forecastfor the present year was revised
sharply upwards, the core up to 3% from the 2.2% March forecast. The 2022
inflation forecast was nudged up by 0.1 pp to 2.1%. Oemployment forecast
was close tainch at 4.5% in Q21 and 3.8% INQ4H ® ¢KS {2y 3
NI} GS A& | aadzYySR u@meas@ed iyt unempfoprient shte
¢ maximum unemployment could be reached in-B{222

A As a consequence, tliot-plot 1 KS AYRAQGARdZ f YSYo S
fed funds rate, changed substantially

» 7 of 18 members (from 4) expected fed funds to be lifted in 2022 (median zero, the avera
12,5 bps)

» 13 members expected the fed funds rate to be lifted 2023, up from 7 in March. Of these 1
11 assumed more 2 hikes or more. 2 hikes is the median estimate, 8 expected 3 or more
hikes and 2 members assumed 6 hikes (BTW slightly more than NoBa agsumes

A At the press conference, governor Powell sounded far more dovish than these
estimates_suggests. He even downplayeddbéeplot as way of communicating
S E LJS O (i Théyke2ngt & Gomtittee forecast, they're not a plan. And we dic
not actually have a discussion of whetherdift is appropriate at any particular
year, becauge discussing-iftf now would be highly premature, wouldn't make
L yeée aoS]:yKaSS F dz(i dzNB  Aig/higBiyNdsciriain. Ngo do8s sHoikdib&
GF1SYy @AGK | oA3 IANIFAY 2F altidQ

» Powell is most likelyght. But how should central banks then communicate? Probably |
t29Sft R2Sazxz o0¢& aq-u)\ya GKS ol ylQa 208
ondatacNJ} G KSNJ 2y RIGSa olasSR 2y WKAIKE @

More next page.
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This was the talking about talking about taperlng meeting

USA
X odzi 6S | NB aiGAff
The Fed vs the market
3.0 Long -+ 3.0
term
25- - 25
2.0 1 FOMC median - 2.0
f'cast
15- i 15
FOMC
average
1.0 - 1.0
Market,
051 ] 0“:2::; - 05
0.0 a— 0.0
-0.5 - --0.5
16 17 18 19 20 21 22 23 24

The market is pricing in the first hike in the

SB1 Markets/Macrobond

signal rate in late Q3 or @22. In addition two
more hikes are discounted by end of-Q3

A

I gl ea FTNRBY 2dzNJ J2I t 2-

,2dz Oly GKAY1l 2F GKA&a YSSGAy3 Fa (GKS
The economy has clearly made progress, althouglare still a ways from our goal of
substantial further progress. . Assuming that is the case, it will be appropriate to
consider announcing a plan for reducing our asset purct‘aiszemture meeting,
Powell said at the press conference

More formallyt 2 6 St £ NB A  Scobtidus B exjekt ghat € wilbe W
appropriate to maintain the current O to ¥ percent target range for the federal funds
NI} GS dzyGAf €F02N YINJSG O2yRAGAZYa KI |
assessment of maximum employment and inflation has risen to 2 percent and is on't
to moderately exceed 2 percent for some tibne

Well,inflation is well above 2% and the FOMC expect to remain above for a while (bt
still transitory above), Fed has not stated for how long or by how much inflation shou
adle Fro2@S w3 F2NJ GKAA 321t G2 0SS I OK,
not yet met even if inflation' measured over 2, 3 or 5 years now is close to 2% (and tt
the target in fact is met). In the Q&A, he stressed the need for discretion when asses
whether inflation on average has been close to 2% or not

On the employment sidePowell recognised some uncertainty vs how far away the
FOMC was from its maximum employment target but emphasises that likely
bottlenecks as the economy reopened most likely would sort out over time, like wher
covidt19 retreats, and the temporary unemployment benefit programs will expire frorm
now until September. However, more people had retired, lowering the participation
rate for a longer period

On the other hand, Powell assured there should be no doubt that the Fed will use its
tools shouldnflation start to creep uabove the longerm target

Powellpromises taannounce well on beforeharntakefore any policy shift takes place

The timing of both tapering and lift off in rates moved forward but the timing is still
uncertain (of course). The range of views inside the FOMC arecaioie we look
forward to read the minutes in two weeks time

We still think thatactual inflation data are not the most importafdr the Fed than the
labour market & wage inflatiarit is still too early to know the balance in the labour
market in late Q3 or into Q4. If a tsunami of workers have not turned up, policy will
rapidly have to change course. The need for stimulating the housing market by buyir
USD 40 bn in mortgage backed bonds per month is hard to see alyavayhere some
sort of tapering could take place pretty soon (but still well announced)

A Markets rates rose sharply, and the market discounts 3 hikes before end of 202?19
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Fed lifts the 2021 inflation forecast sharptyand core PCE will remain above 2
Q4Hm AYFElI A2y SELISOGSR bnoy LII 2 o2 QHH

USA Core price level USA Fed Core PCE inflation forecasts
115.0 - - 115.0 3254 o4+ . -3.25
2017 =100 USA PCE Q4 forecasts

FOMC feast ¢ | 2% 3.00 - -3.00

112.5 P4 - 11z.0
y 1.75% 2.75 - -2.75

110.0 g 1.5%

.0 - s =1.9%
LA 2.50 - -2.50

S “USA CPI

107.5 - & -107.5 2.251 [2:25
/\/“/ 2.00 + == === - - 200
105.0 - /J" -105.0 175 ec20 | .
102.5 - . -102.5 1.50 1 - 1.50
125" A -1.25

100.0 - -100.0
1.00 - -1.00
97.5- - 975 0.75 - -0.75

17 18 19 20 21 22 23 15 16 17 18 19 20 21 22 23

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Last year the FOMC introduced its new price level target. The bank aims to reagtragerate of inflationof 2% over time. If

g}(ﬂatlotr}] has been below 2%nnual inflation should be allowed to stay above i%rder lift the price Tevel up to the long term
0 pa

A The FOMC members (median) now expects core inflation to overshoot 2% in 2021, by estimating 3% y8tilh th4.core PCE
price level will be in line with a reasonable long term 2% per year price targefipatarting in 2017 or 2018), and remain close
to even in price inflation stays at 2.1% through 2022 and 2023. (It the 2% price level paths starts in 2019 the pricailtbel W
slightly above target). The éﬁl estimated is based on an assumption of 0.13% m/m price growth from June, lower than the
average 0.18% forecast for the following two years.

A Powell was not willing to tell how many years back the FOMC started its calculation of the proper price level, he wauld rathe
make discretionary assessments on when the target is met 20
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Now we are talking! The short end of the curve up by 15 bps!
The market is now discounting thiest hike late Q32, and 2 more hikes in 2023

Fed funds future USA TIPS Real yields, break-even inflation

4. N

C 3.0 110 y treasury yields Bre%k-even inflation+ 3.0
11 expectations

2.5+ - 2.
1-0 /'N/“\?//“/-\/\'\ \2-
0.9 2.0 A -2

W-
|~ 1.5 \\ E
0.7
0.6 1.0+ - 1.0

0.5 0.5- - 0.5

T T
oR

F na
<Jan 23 0.35 | 0.0

-uls : V”V .
~’Target (IOER) 0.15 05- .05
NFed funds 0.10 | -1.0- LT

TIPS real interest rate

--0.1 -1.5 - --1.5
AMJ JASONDUJFMAMJ JFMAMJJASONDJFMAMJ
20 21 20 21
SB1 Markets/Macrobond SB1 Markets/Macrobond
o L L o US & Germany 10 y Gov bond yield
AXeo Ly GKS 2y 3 Sydluedct fuitherRlecindiNI3S @& A Yield Change  Change Min since
inflation expectations, in total by 8 bps last week (10 y gov). Since March, : Tw im__ April-20
inflation exp. are down by 30 bps! The Fed has turned less dovish S DO EI UEREy el Ll S
. . .. break-even inflation 2.24 -0.08 -0.28 1.06
A Real interest rates rose by 6 bps, as the market now expects a slightly less | .. TIPS real rate -0.79 0.06 0.09 -1.08
dovish Fed. Still, the 10 y real rate is@9 bps. And the 5 y rate is at
-1.48%, though up from ATL-dt91% in early May (just before the first Germany nominal bund  -0.20 0.09 009 -0.65
. . .. real rate -1.66 0.09 0.02 -1.76
Apnl FOMC meetlng) SB1 Markets/Macrobond
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Growth is not accelerating
Retail sales, building permits have slowed, from high levels

A Retailsale2 T WO2NBQ 3I22R:

USA Demand/pmduc“on April and May but in sum less than
307 change from Jan 20, % - 30 expected, as April was revised
204 A /Core retail, vol 16 | substantially up _
A Restaurant salefinally crossed the pre
10 - . Building permits 8 | pandemic level, in value terms
A Building permitshave trended down since
0 - < the January peak, but remains strong
ﬁ'\z/l);rﬂ]fs grggdos’ volume 1 A Manufacturing productionis back to the
-10 - 5 - P Jan/Feb20 level
A Investment ordersare still on the way up,
-20 - --20 and far above the 4p level (data until
April)
-30 - --30 L :
A Exportsare climbing too, and are finally
SQQ A R g - -40 above the pp Ievel tOO
A Employmentgrowth still strong, but not
5O o - _50 given the low employment level and the
the unprecedented number of unfilled
B0 < 60 jobs
Jan Mar May Jul Sep Nov Jan Mar May

20 21

SB1 Markets/Macrobond
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(Real) Retall sales down in May too but still incredibly strong!
We expect a further decline the coming months, sales volumes are still 16% above k@ legbl!

USA Core retail sales USA Retail sales
' Feb 2020 =100, Volume I 1158 12.5 1 Value, m/m, % -12.5
115 7 core sales; ex auto, ’\/\ i :
7 gasoline, building mat & restaur. r 10.0 A -10.0
105 - 105
) i 7.5 - - 7.5
95 - ___J_,_/v-/ - 95
g5 . — . 5.0 - - 5.0
1% 3m/3m, yly '\/ ' K171 25 L 55
10 - - 10 ) ’
‘MNV\’\M‘/‘ //\l -
0 0 0.0 I
- = -0.7 'core’
-10_ _-10 _2.5_ _'1..3 TOta|
10.0: :10.0
5.0 I L 50 -5.0 - | | | | - 5.0
e S [ =-1.0 Dec Jan Feb Mar Apr May
-5.0 -12.8% | --5.0 20 21
17 18 19 20 21 22 = Total m Ex. auto m & ex. build mat./food serv. (core/control)

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Total nominal salesell by 1.3% in May, expected down 0.8%. However, April was revised up to +0.9% from zero, and the level in May was well abov
expectations, and April + May even morecssignalling a very robust growth in private consumption in Q2. Nominal sales 4&4ips. the prpandemic
level!

A Core sales of goodscontrol group, excludes auto, gasoline, building materials & restaurants) fell 0.6% in May, expected down 0.7% b iApisedaip
by 1.1% to a 0.4% declin&/e assume a 1% volume decline in Mdyqand autos are not included). Core sales are up 16% vs. thgamdemic levelThe
downside is substantial the coming months/quarters

A Sales in restaurants & bars rose 1.8% m/m and is 2% above tH20Rebel! Most other sectors were down

A Retail saleg and other consumptio have received a real boost from th&o rounds of stimulus chequeshe first distributed in January and the second in
March and April. Just a fraction of the received amounts have so far beencpadtsavings have increased substantially 23
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Is capacity utilisation at average or at ATH?

Not an irrelevant question

USA Capacity utilisation

Manufacturing - two measures

-90.0
-87.5
-85.0
----- -4 -825
-80.0
-77.5
-75.0
-72.5

Federal Reserve -70.0
62.5 7 -67.5

Avg from 2000

60.0 -65.0

00 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond

A¢ KS CS RS NImeasuwehanws/ilis s ightly
above normal capacity utilisation rate, in line with the
pre-pandemic level

AL { a Q&andusdlsavey reported a further sharp
increase in May, the highest level exgnowever with
data just back to year 2000. These two measures have
not been 100% correlated but the current discrepancy
Is very largeg and quite important when assessing the
growth outlook

AcKS CSRQa SadAYLdS Aa
while the ISM survey is based on companies
assessment of their own capacity

A Given reports on labour shortages, material shortages,
prices, thelSM survey seems to give the most
reasonable result

Y2RS
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Flow of funds: Where are the saved money invested?
85% in bank deposits, and past quarters more in stocks & fun(ds) more than ever (in USD)

USA Households' assets & liabilites USA Households' assets
7 4-Change g/q, & 4Q sum -7 5 1 Change yly, USD trl -5
USD trl, annual rate deflated by CPI
6 - Deflated by CPI -6
Assets 4 LEquities+funds 0.9
5 - -5 <Total fin assets 3.7
_ L i <Bank deposits+ 3.1]
4 3.71 3 W
3 -3
A 24 -2
2+ -2
p:
robrorlh S
1+ \ Ak > 1A L1
AT ol
: o g
V 0- Illlll | M ||I |||I I -0
- -1
2- -2 - -1

90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 04 06 08 10 12 14 16 18 20

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Households have increased their financial asseysUSD 3.% 2 GSNJ G KS LI 40 &SI NE Hdp E Y2NB (KI )
explodedq anddebts have not been repaidn Q2 alone, assets grew at the same pace (but up from Q4 and Q1, mostly due to payment of
stimulus cheques. Debt is increasing fagt@o debt repayment, so
» Bank accounthiave swelled by USD 31, or by almost 85% of the total increase in assets

» Over the past 4 quarters, households have bouggntities and fund share¥ 2 NJ | { 5 dnn oy o6ySdoz I ySs NBEO2NR KAIKH
Fd GKS aid201 YINJSG NBOSyitex

» Households have (net) satsbndsat an close to unprecedented pace over the past year
A How much of the extra savings in bank accounts will stay there, how much will be spent? That will important for the UB¥ @who
CSRSN}t wSaSNBSQa LkfAOe adalkyoSo 25
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House prices up everywhere, and have accelerated in 21 of 26 countries

House prices

OECD data

-2.5
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SB1 Markets/Macrobond

A The average price appreciation in the OEDC area has
been 8%, up from 5% one year agand twice the
average pace since year 2000

A Canada, UK and Norway have reported the steepest
acceleration vs. preorona growth rates

A Price inflation has slowed the most in Greece, for good
reasons; the tourist country has been through a harsh
downturn

OECDyuarterlydata,the last quarter Q420 or Q121
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Norges Bank more hawkish than expectedvill hike in Sept, Dec, MarchetcX
According to the bank, the policy rate will reach 1.5% (6 hikes) by end of 2024

Norges Bank Signal rate forecast vs market

1.50 1 NoBa Pl - 1.50
~ -
125 - NIBOR Saaad - last.m” ~Te7 T 12s
Beforemeeting s
1.00 4 - 1.00
0.75 Mar-21 - 0.75
0.50 - 0.50
0.25 -| /i/ - 0.25
0.00 4 0.00
-0.25 - --0.25
18 20 22 24
SB1 Markets/Macrobond
Interest rate paths FRA
Change SB1IM FairFRA* pre NoBa
Path 1-21 Path 2-21  bps fcast @IMM, NB meet -FRA
Q221 0.00 0.00 0.00 0.00 0.23 0.23
Q321 0.01 0.02 0.01 0.01 0.54 045 0.10
Q421 0.13 0.28 0.15 0.19 0.83 0.65 0.18
Q122 0.31 0.57 0.26 0.39 1.05 0.82 0.23
Q222 0.48 0.78 0.30 0.58 1.23 0.98 0.26
Q322 0.63 0.96 0.33 0.75 1.35 1.11 0.24
Q4 22 0.75 1.07 0.32 0.89 1.44 1.23 0.21
Q123 0.86 1.15 0.29 1.00 1.51 1.34 0.17
Q223 0.96 1.22 0.26 1.10 1.57 1.43 0.15
Q323 1.03 1.28 0.25 1.17 1.63 1.50 0.14
Q4 23 1.09 1.34 0.25 1.23 1.69 1.56 0.14
Q124 1.16 1.40 0.24 1.30 1.75 1.62 0.14
Q224 1.23 1.46 0.23 1.37 1.80 1.66 0.15
Q324 1.30 1.51 0.21 1.44 1.85
Q4 24 1.36 1.56 0.20 1.50 1.86

*) Assuming a 30 bps NIBOR spread from Q3-21
|Q4 FRAs adjusted for liquidity prem
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A Key policy ratewas left unchanged

A Policy rate pathrevised upwards by as much as 33 bps,
guite a big move

» We expected the bank to take a more gradual approach,
by lifting some 15 bps nowbut the move was no doubt
(in our mind) the right decision

A According to comments from Governor Olsen, and the
ol Y1 Qa NIent&nbdrhike ks ¥ery llikely, and
for further hikes in December, and in March & June
» Subsequentlypne more rate hike in 2022 and one hike

per year thereafter

A The key policy rate will be back B6% by the summer
of 2024

Ab2NBSa 'y Qa Kb hipSabdvk theK & |
FRA market rateg and these rates rose sharply after
the meeting, for good reasons but remains below
(more on market response here)

A TheNOKimmediately gained 0.5%, but the gain was
quickly reversed and the NOK actually weakeqed a
lot other things happened in the f/x market

27
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FRA rates rose sharply last weekup to 15 bps
but they are still well below 2 . he@dath

Norway 3m FRA Norges Bank Signal rate forecast vs market
1.75 - 175 1.50 - N Bank path[ 1.50
<Dec 23 1.68 | #rges el
1.50 - ¢ 1.25 - - 1.25
<Dec 22 1.37 |
1.25 1 -1.25 1.00 - - 1.00
FRAs -30 bps
f adjusted to Nof
1.00 gEs 0.75- quart.-avg: ¥ - 0.75
<Mar 22 0.90 |
| <Dec 21 0.78
0.75 s | 0.50 - 0.50
0.50 - ~Sept210.49 | 0.25 - . 0.25
0.25 1~ 3m NIBOR 0.20 ]
R | 0.00 o 0.00
0.00 - “NoBa depo 0.00|
S OND J F M A M J -0.251 -0.25
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A The NIBOR spread is now at 20 bps. Norges Bank assumes 35 bps spread going forward, we expected the Bank to pencil a 3
spread. We stick to our 30 bps estimate until further notice

A The FRAates are anyway well belotv 2 . he@$athc and we expect a further upside drift, barring an arrival of really bad delta
virus news

A The market is discounting almost a 90% prob. for NoBa to hike in September and December. However, from therpétie iERAt

as steep ab 2 . |lagbjust a 40% probability for a March is assumed, given a hike in both Sept @dBesay 100% )8
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NoBa takes the lead: The most flexible inflation targeter
Hikes rates even if inflation is below target. Because the altnative is more risky. Will others foll

Norges Bank vs. CPI Norges Bank vs CPI Norges Bank Output gap, Mainl. GDP
81 8 8 INorge Bank's 8 37kstimates given in MPRs : 3
;: Policy rate :; 7 /deposit rate L7 2 E )
deposite) NoBa .
5- fecastst 5 6 1 -6 17 v Now T 1
4- 4 5 5 0 P P Mar-21 0
] e z -4 17 \/ \/ -1
5 \I'_,-L_ 12 eroreatra .
14 _\_/l_’ 13- L3 27 ' -2
g: L :05 5] L, -3 -3
27 21 L1 4 : 4
_1§Realrate : 5_1 0" ‘ ‘ : ‘ ‘ ‘ ; ‘ -0 =1 : o
-4 - 5|gnal rate VS y/y core infl. --4 00 05 10 15 20 25 3.0 35 4.0 -6 - | | | | : - -6
98 00 02 04 06 08 10 12 14 16 18 20 22 24 Actual CPI core inflation 08 10 12 14 16 18 20 22 24 26 28

SB1 Markets/Macrobond SB1 Markets/Macrobond SB1 Markets/Macrobond

Inflation is expected to stay below the 2% inflation targever the whole forecasting period, the next 3% years. Even so, Norges Ba
expects to hike its signal rate 5 times. Why? Here is our take:

A Norges Bank has not been an inflationtter the past 10 yearsif anything, there is a negative correlation between actual core
AYFELGAZ2Y FYR GKS aAayltt NIGS AAYyOS wnmnd® CNBY HnaHnglE 020
RANBOGAZ2Y QY 020K dzLlsl NR&a @

A The real policy rate is expected to stay negative for 1% more ygiaisas not been positive since late 2013orges Bank assumes
neutral policy rate slightly below zero (the real 3 m NIBOR at zero). Policy remains expansionary, albeit less so as#drdime,
interest rates climbs faster than inflation

A Norges Bank assumes capacitilisation is turning positive in late Q3, early Q4. Thereafter the estimated output gap is positiye
by up to 1%, and the unemployment rate is lower than average.

A No doubt,risks for (further) buildup of financial imbalancesvould increase significantly if the bank kept the signal rate at zero in
order to push up inflation, in an even stronger economy than the one projected

Norges Bank is no doubt the most flexible inflatidargeter among central banks today. We think this policy is wise, and we expect
other central banks to follow suit the coming two years as the present policy mix most likely will not foster stabilitgyhong 29




Norges Banlexpecthousepricesjust to flatten/declinemarginally
X evenif mostof the 2020cut in mortgageratesare reversed

Norway House prices vs Norges Bank's f'casts
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A Norges Bankxpectpricesto increaseuntil the first
hike, inthe autumn

A Debtgrowthis expectedto slowjust moderately
A The risksnaybe on the downside

1
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Neverforget this one!
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1

The bank has never done as it said it would. Because something unexpected turned up, of c

Norges Banks rentebaner

The last path in red, the previous in light blue

SB1 Markets/Macrobond

NoBa Q4 2022 f'cast

Deposit rate (signal rate)

O'.O . O.|5 . 110 . 1.|5 .
2019-12 I——— 1.55
2020-03 I 0.87
2020-05 0.00
2020-06 = 0.16
2020-09 m 0.21
2020-12 | 0.51
2021-03 I 0.75
Last I 1.07
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China is surprising sharply on the downside, other EMs on the upside
X FOO0O2NRAYy3 G2 [/ AGAQA &dzNLINAREAS AYyRSE® 9a

Citi surprise index

Citi Surprise Index e -4
6 - 6 _ L
Std.dev, avg=0 3 <World
51 - 2- -2
4- 1_‘ 4 ﬂ ‘ L
. A A
2 -1 b , AJ (¥ f“ -1
1 Norway
- _2_ =
0 - -3- --3
-1 - -4+ -4
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SB1 Markets/Macrobond
-3 4
- Citi Surprise index
Stdevavg=0 2 0 {2 3 4 ¢
-5 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ EM x China - |
Switzerland O |
18 19 20 21 CEEMEA Y S
SB1 Markets/Macrobond ** World ** O |
Latin America (]
H H P it 1 H UK O ]
A Chinaslides down, to well below neutral, alongS|deva cr,edlt tlg,htenlng  NewZesland . —
A Emerging Markets x Chinare reportingmuch betterR I G I G KI y S E LISEMU e
Canada N I
rather extreme (>4 st.dev abow/g Asia Pacific —
A TheEMUis still surprising on the upside o i —
; H i Sweden m
A TheUSsurprise index shot up on the CPI, and we guess the vacancies report 2 e —
weeks ago China —
A Norwayhas surprised on the downside = Now @ 1 month ago

o < A A ~ z ~ < A ~ SN ~ 4 PN A = z A SB1 Markets/M: bond -
Surpriseh Y RA 0S4 YSI adNB (KS RAFTFSNBYOS 050658y $02y2YA404Q Sciwuurunzya ryr unRs rouus b 2auoer$ 320
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The Calendar: The first June PMIs. US spending & inflation

Time [Count] Indicator [Period| Forecast  Prior
Monday June 21

08:00NO [Housing starts May

14:3qUS [Chicago Fed Nat Activity Index|May 0.88 0.24
Tuesday June 22

09:3dSW |Unemployment Rate SA May 9.1%
12:0UK |CBI Trends Total Orders Jun 17|
16:0JEC [Consumer Confidence Jun A -3.5 -5.1
16:0qUS |Existing Home Sales May 5.72m 5.85m
Wednesday June 23

02:3JJN  |PMI Manufacturing Jun P 53
09:15FR  |PMI Manufacturing Jun P 59.8 59.4
09:19FR  [PMI Services Jun P 59.2 56.6
09:3JGE  |PMI Manufacturing Jun P 63.2 64.4
09:30GE [PMI Services Jun P 55.3 52.8
10:0EC [PMI Manufacturing Jun P 62.2 63.1
10:00EC |PMI Services Jun P 57.5 55.2
10:0EC [Markit Eurozone Composite PNlun P 58.3 57.1
10:3qUK  [PMI Manufacturing Jun P 64 65.6
10:3qUK  |PMI Services Jun P 63.9 62.9
14:3JUS  [Current Account Balance 1Q -$207.1h-$188.5b
15:45US [PMI Manufacturing Jun P 61.8 62.1
15:45US |PMI Services Jun P 69.9 70.4
16:0JUS |New Home Sales May 875Kk 863K
Thursday June 24

10:00GE |IFO Expectations Jun 103.9 102.9
13:0UK [Bank of England Bank Rate 0.109 0.109

14:3JUS |[Initial Jobless Claims Jun-19 412K
14:3JUS |Advance Goods Trade BalanceMay -$88.2 -$85.2h
14:3qUS |Durable Goods Orders May P 3.0 -1.39

14:3qUS [Cap Goods Orders Nondef Ex fvtay P 2.2%
Friday June 25

14:3qUS |Personal Income May -2.7% -13.19

14:3QUS |Personal Spending May 0.3% 0.5%
14:3gUS [PCE Core Deflator MoM May 0.6% 0.7%
14:3qUS |PCE Core Deflator YoY May 3.5% 3.1%
16:0qUS |U. of Mich. Sentiment Jun F 86.8 86.4

A PMI

»

In May theglobal PMIreported the highest growth rate since 2006, as the
manufacturing sector kept growing at record high pace, while services almos
everywhere reported higher activity, and some places a record high growth
pace. Growth in manufacturing sector may now be close to a peak, while
services, at least in Europe, should report even higher growth, at least in Jun
Preliminary June reports from Japan, EMU, UK & US are the main macro ev
this week

A USA

»

»

2 S Y\ vy am@l PCKibflatioaccelerated further in May (3.5% is
SELSOGSROUE YR GKS FTA3IdzNB Ydzaid o8
on inflation or Fed action®ersonal incomevill now return to more normal
levels, whilespendingon services will increase further, taking the savings rate
down

Durable ordersare expected up again in May, following a small decline in Apri
The level is very high, following an impressive surge since last summer

A EMU

»

Consumer confidenclas recovered rapidly recent months, as is back to the
pre-pandemic level

A UK

»

Bank of Englanavill not hike the bank rate, and will continue buying bonds. Bt
at some stage, taperingill be needed, here too

A Norway

»

No big news
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May data signalling a growth slowdown

All major data surprised on the downside. May be due todteglt tightening

China GDP vs monthly indicators - demand
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China GDP vs monthly indicators - supply
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Industrial production} 4 k110

A Industrial productionrose 0.5% in Maynch from April.
Measured yly, production is up 8.8%2@p below expectations
Production is 3% above the poerona trend path but growth has
finally slowed to the prgpandemic level, as we expected

A Service sector productionecovered the surprising April low, rising
1.0%. In sum, growth has been some 5% the past 6 months, in |
with growth ahead of the pandemic, after slowing through 2018
Iy R TQevepeabis back on track vs the fi2evid trend path

A Retail sales volumesose 0.5% in volume terms (our est.), from
zero in April, and a decent growth rate, and in line with the-pre
Covid growth pace. However, sales have on average been growi
slower since November, at just a 2.5% annualised Gages were
1.6 pp below expectationEl2.4% yly, vs 13.8%)

A Investmentswere revised down since December, by 1 pp per
month to below 1%, and investments grew just 0.2% in May. The
level is suddenly 3% below the ppandemic trend growth path
(we assumed the gap was closed in April, but that was not the
case. The (useless) accumulated annual growth rate was 15.9%
May, 0.5 pp lower than expecteddousing and other construction
starts have fallen 5% 10% since last summer, and the downward
revision was not that surprising. New home sales may have
peaked too but remain well above housing starts, signalling an
Inventory drawdown

A Last week: Credit growthwas a tad higher in May than in April,
but the trend is clearly down, arithie credit impulse has turned
definitively negative

A CPl inflationis on the way up, but is still moderate. Producer
prices are soaring (which is felt more outside China than inside)

A Imports remained strong in May but exports have slowed
somewhat past two months, however the level is sky high

In sum: China is probably slowing, and we are not sure we can

blame some local Covid outbreaks 35
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Industrial production up 0.5% in May, close to the ppandemic growth pace

China, Industrial production

LING

18 19 20

A The official data Production is up 8.8% yly, 0.2 pp below expectations
A Production grew by 0.5% m/m, as in April. Over the recent months, growth has slowly approached {banpiemic

pace, some 6% annualtyas we have assumed.
A Productionislgz | 62 @S

10+ % change from Dec 19 / M
5 / - 5
0 0
-10-/ --10
-15 + --15
-20 V --20
-25 - --25
-30 --30
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0KS 5SSO0 ‘nodea eadSansbke préoyoRa gi\gthypathlopikessive

A Both supply and demand factors may be limiting factors the coming marghgply side probably most important
short term. Business surveys do not signal any downishgftowth
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Annual growth rates have normalised as base effect from lockdown fades
Still, strong underlying growth in many sectors

China Industrial production China 'Building' material production
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A All construction inputsare back on brisk preoronagrowth paths except copper production
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Very strong electricity production data, up 16% vs. the gsandemic level

Transport activity robust too

China Electricity production
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China Trade and transport
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Retail sales up May, but growth is moderate
Sales up 0.5 in volume terms, following a flattish April, a growth pace at 2.5% since last Nove

China Retail sales, volume China Retail sales, volume
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A Official figuresshowed that retail sales were up 12.4% yly in May, whereas the market expected +13.6%. These annu:
growth rates are close to useless due to the base effect, the low sales last spring

A Our calculated m/m volume daténdicate a normal monthly in May (0.5%, a 6% annualised pace, like ahead of the
pandemic). However, the recovery has slowed to a 2.5% growth pace since Nowgifrthesse data are to be trusted (and
we are far from sure we can, following;td NB YA aAZ2ya YR az2yYS 200A2dza WA YLI:E

» According to our calculation, sales volumes are 3% below th@gmdemic trend path
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Investments revised down, and growth is slowing
The previous months revised down by 1 pp per month, and investments grew by only 0.2% in

China Fixed investments China Investments - nominal & real
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A MeasuredYTD investments are up by silly digits yyvhich are not useful for analysis
» Thefigures:YTD + 15.4%, expected 16.9% down fién®% in April

A Growth m/m has gradually slowed since the recovery started last March, down to slightly below 2.5% by the end of last year.
Growth the 4 first monthsn 2021 was reported at approx. 2% per month. Now the 2021 growth rate is revised down to less
than 1%, and in May growth fell to 0.2%.April, we estimated that investments had returned to the-pandemic trend path,
now there is a 3% shortfalbiven the large investment/GDP share, a substantial chgge not unsurprising given the recent
weakness in construction starts (next page)
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Construction activity is clearly slowing, both residential & other
New home sales have been strong, at least until now

Construction starts Housing sales & starts
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A The rise imew home sale$ias been spectacular since last spring (+, and not driven by strong growth in new home pric
Sales have fallen somewhat since March but is far from weak, and substantially above housing starts

A Housing startsose in May but are still down 5% from record high level last sungmérich is not a dramatic downturn,
but still visible

A Non-residential constructioris declining too, and faster, down by well above 10%

A In sum, construction startsire slowing. Look up for demand for steétlfis version of Chinse construction data are the

correct ones, in April they were heavily revised down)
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Construction activity is sagging following the pesbrona crisis surge
Some risk vs. domestic steel demand? And production is even higher, net exports are increas

China Steel
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China Construction vs steel
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Credit growth is slowing sharplg and construction slowly (so far)
The pas de deux between credit and construction is easy to decode

AX 'YR GKSNB Aa y2i Fye (A3
two

A The recent credit tightening may have had some impact
at the property market; but basically the slowdown in
O2yauNHzZOGA2Y &Gl NISR wiz2?2

A Signals some downside risk for construction, raw
materials & steel
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