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Last week

The virus

A Most countries are still reporting a declineriew Covid19 cases

A The no. ohospitalisationshas flattened or are falling almost everywheyand even in the USA, from an elevated level there. Elsewhere in the
rich part of the world, the pressure on the health system has been modest. In Norway just 19/mill are hospitalised (flastewedk), vs 100+
in the UK, and almost 300/mill in the US

A In the West mobility hasnot come down during the Delta outbreak, signalling that economic consequences are mild. The only remaining Covit
19 risk is another mutation that are resistant vs. vaccines. Some sectors have still reported a slowdown, like restalitavsl an

A In the Eastmobility is on the way up everywher@diais back at full speed, following the May disas@minahave probably already beaten
down the last (very limited) outbreakthough at substantial cost for services in July & August

The economy, part |

A China

» August datasurprised on the downside, at least partly due to fight against virus. If so, some positive news should be expected the comin
months

» Industrial productionrose just 0.3% m/m, half a normal pace, and the annual growth rate was down 1.1 pp, 0.5 pp below expectations. Stil
production is 3% above the pgandemic trend path.

» Theservice sectocontracted by 1.7%, following the 2.4% July drop, very likely due to the fight against corona. A substantial upside the
coming months, from the present 4% belowpgrend path level.

» Retall sales rosey 0.3%, following the 0.3% decline in July (volumegsr Sales have expanded at just a 2% pace since November, and is
5% below the gp trend. Nominal sales values grew just 2.5% y/y, down from 8.5%, and 4.5 pp below expectations!

» Investmentsare growing at a slow pace too, and both residential and commercial construction is down2B%recent monthg in tandem
with a steep decline in steel and cement productions, amid some financial challenges for the largest Chinese buildei&/ergra

» Earlier, strongexport and decenimport data have been reported, as well as a continued slowdovanadit expansion; which remains
above trend growth in nominal incomes though
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Last week: The economy, part Il

A usa

»

»

»

»

»

In Augustemploymentclearlygrew lessn states which left the temporary federal unemployment benefit programs in June and early July than in those
states that kept them open until these programs expired in early September. The unemployment still fell less in fleaeandyates, so the participation
rate must have increased somewhat, a positive sign. However, the impact is very limited (0.2 pp, vs the 3% of workingatiga paju by these federal
programs) and the employment did not respond. It is still to early to tell how many of those 7.5 mill. workers that hdeea tlesir USD 300/week

support will return to the labour market but so far the news are not that upbeat

CPlgrew less than expected in August but both the headline annual rate (5.3%) and the core (4.0%) remain unusually elenggt@dicEaare now
flattening, and used auto prices felind will very likely normalise (down some 25%) when new car production reapwdtishmay still take some time.
In Aur?ust, hotels and travel were hit by lower demand due to the virus, and it is far to early that price inflation hakheeakeven if prices fell last
mont

Retail salesvere much stronger than anticipated in August, even after adjusting for a substantial downward revision of sales i, Joéytr8nd is
down ¢ albeit from a still terrific level; Core sales are still up 18% vs. theGébvel. The downside is huge!

Manufacturing productionexpanded 0.2% in August, and less than expected, and production is just 1% aboveghedamic level. Auto production is
down 13%, and not due to weak demand. Capacity utilisation is well above average, according to the Federal ReservéShmlartiey reported a

record high rate of capacity utilisation already in H1.

The first tworegional manufacturing surveywere much better than expected in September, both rose substantially! Small businesses do not complain
about sales, but access to labour is the worst ever. They report almost unprecedented plans for price hikes. As we whetbelkop of a business
cycle?? (But Univ. of Michigan reports that consumers are really pessimistic in September, as in August)

A EMU

»

»

»

Manufacturing productionrose far more than expected in July, due a continued uptick in Belgium. Still, production remains 1.4% beloypémeleneic  _
levelcl YR DSNXIye Aa R2gy c:d {2YSUAYSa AuQa KINR 02 0S |y | dzi2z LINERdJz
HICP (CP8nnual inflation was confirmed sharply gput just to the VAT cuts and other corona measured implemented last August. Enérgymain

culprit behind the 3% headline rate but some other goods contributed as well. Still, the core HICP is up just 1.6% yly

Labour cost inflatiorremains too low for the ECB to reach the new 2% target. Over the past 2 years Labour Cost Index is upgust 1.7%

A UK

»

Retail tradefell further in August, and back to the ppandemic growth path, possibly partly due to lack of supply (domestic distribigremijt
challenges)CPI inflationrose sharply, due to tax cuts/subsidies introduced last August. However, in Aug this year, core prices rose 0.3%, arad prices
accelerating somewhatVage inflationis still too high, but has slowed recent months

A Norway

»

»

b2NHSa . Iyl Qa exfedsiaiuyherfreco@yiithe 2adilng 6 months, but the growth forecast as well as their assessment of growth over th
past 3 months are way too downbeatind not useful taken at face value. However, it seems more realistic that most sectoexpewt a growth

slowdown, just commercial services expects faster growth. More companies are reporting capacity constraints, and latams $tase not been more
common since 2008. Estimates of wage inflation is ticking upwards, for good reasons

Homebuildersare reporting a gradual slowdown irew home salesandstarts have peaked tooMaterial costsare partly toblame{ { . Q&4 Ay RSE
23% yly, with lumber up >100%. We think the peak is very near (but probably not the end)
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The Calendar: FOMC to taper (or not); BoE, Rix meetindN®éBahike; Sept PMIs, NOR L

Time [Count] Indicator [Period] Forecast  Priof
Monday Sept 20
16:Od uUS |NAHB Housing Market Index |Sep | 74| 75
Tuesday Sept 21
06:0SW |HOX Home-Price Index Aug
09:3qSW |LFS unemployment Rate SA |Aug 8.4%
11:0JOECDOOECD Publishes Interim Outl.
14:3JUS  [Housing Starts Aug 15504 1534k
14:3JUS  [Building Permits Aug 16004 1635k
14:3JUS  [Current Account Balance 2Q -$190.08 -$195.7k
Wednesday Sept 22
16:0JUS |[Existing Home Sales, prices |Aug 5.88m 5.99m
16:0JEC [Consumer Confidence Sep A -5.9 -5.3
20:0qUS |FOMC Rate, Outlook, tapering | Sep-22  0.259 0.259
Thursday Sept 23
08:0JNO |Unemployment Rate AKU Jul (4.6) 4.8%
09:19FR  |Manufacturing PMI Sep P 56.3 56.3
09:19FR  [Services PMI Sep P 55.8 55.9
09:3JGE  |Manufacturing PMI Sep P 61.4 62.6
09:30GE  [Services PMI Sep P 60.3 60.8
10:0JEC [Manufacturing PMI Sep P 60.4 61.4
10:00EC |Services PMI Sep P 58.5 59.0
10:0JEC [Composite PMI Sep P 58.5 59.0
10:0JNO [Norges Bank, deposit rate Sep-23 0.259 0.009
.. Interet rate path, max change (+18 bp] +33 bpg
10:3qUK  |Manufacturing PMI Sep P 60.8 61.1
10:3qQUK  |Services PMI Sep P 55.0 55.1
13:0qUK |Bank of England Bank Rate Sep-2 0.19% 0.1%
14:3JUS  [National Activity Index Aug 0.50 0.53
14:3qUS [Initial Jobless Claims Sep-1 320K 332K
15:45US [Manufacturing PMI Sep P 61.0 61.1
15:45US [Services PMI Sep P 55.0 55.1|
16:0qUS |Leading Index Aug 0.5% 0.9%
18:0QUS |Flow of Funds 2Q
Friday Sept 24
02:3¢dJN  |Jibun Bank Japan PMI Mfg Sep P 52.7
02:30IJN  |Jibun Bank Japan PMI ServicegSep P 42.9
10:0JGE [IFO Expectations Sep 96.5 97.5
16:0JUS [New Home Sales Aug 710K 708K

A PMI

» The AugusGlobal PMiwas weaker than expected due to a sharp decline in service sector
PMils in US, UK, Japan and in China, very likely due to the Delta outbreaks. It may be to e
expect a recovery in Sept but it is not unlikely, given that the no. of Covid cases/hospitalis
persons are falling most places. (China is not reporting flash PMIs)

A USA

» To formally signahpering now, or wait until the Delta is beaten down and the impact on the
labour market from the termination of extra unemployment benefits for 7.5 mill workers ca
0S laaSaaSRI U0KFUQa UKS ljdzSauoAzy F2NJ U0KS
arguments for both alternatives but given the impact of very low rates in a booming econo
the bank should have decided a late 2021 tapering start now. Still, we doubt it will, but no_
RSIf AT GKS RSOA&AZ2Y Aa LJELEI[ELL]Z);/ZSRJ KiS2 ClhraS
individual rate outlook, will very likely be shifted upwards, and a majority will signal that the
first hike is most likely in 2022, and some will even assume two or more hikes. Some dove
still think 2023 is the likely timing

» Thehousmg markeis still tight but higher co
SEAAUAY3TI K2YS altsa

A UK

» TheBoEhas signalled a more hawkish stance, and an earlier tapering has been announce
Still, the BoE is_probably not prepared to hike anytlme sploutt the market is contemplating
2(0 KA1Sa ySEG @SINE FYR (0KS Fyl oAt VY

A Sweden

» The Riksbanis still conducting a very expansionary monetary policy, while the economy is
booming. Most other banks have signalled a change of tack recent months, and the Riksb
always (a late though) follower of fashion. So, the bank should soon join in. A higher CPI
perhaps not the best argument but it may be used. The mortgage backed QE program mu
especially exposed for a tightening now

A Norway

» Norges Bankvill no doubt lift the signal rate to 0.25%. We think the interest rate path will be
lifted once more, but just by half as much as in June, and the adjustment will kick in from I
2022.More next page

» ThelLFS survelias reported a rapid growth in employment, and the employment rate is bac
to the prepandemic level! An even faster, and for us surprisingly rapid increase in the
participation rate, is responsible for the still high unemployment at 4.8%. We expect the
unemployment rate to decline the coming months

nStI‘UCtIOH costs is

i y ge. Starts, new anc
R LJIN

a challen
O0Sazx | a ranf

Sources: Bloomberg. SB1M est. in brackets. Key data are highlititeethost important in bold
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Ahead of Norges Bank: Lift offand a steeper interest rate path
A 25 bp hike is given. We expect the interest rate path to be lifted by anothe203ps

Norges Bank Signal rate forecast vs market A On the upside vs. the June interest rate path
.- » A substantial weaker NOK
1.50 NoBa Sept path, SBIM feast -~ - 1.50 » A higher oil price
125 L 125 » Wage inflation is drifting upwards (confirmed by the Regional
Network)
1001 o 1.00 » Unemployment has fallen faster than expected, at least at
0.75 - - 0.75 NAV
0.50 L 0.50 » The network is reporting higher capacity utilisation
FRA path,
o281 L| / 0bpsNIBOR spread 1020 R On the downside
0.00 0.00 » Housing investments will be revised down
-0.251 --0.25 » House prices are below the JuReQO | & (i
18 20 22 24

» Credit growth is lower than estimated

SB1 Markets/Macrobond

Changes in the interest rate path fronfIimpact
the June NoBa meeting A Neutral or close to neutral

» Growth, interest rates abroad

Domestic demand (incl oil price), capacity util. 8 N A R

Money Market (money market, lending spreacls) 0 » b2NBSIAL Y adzZN¥Sea> X b2NHSa o Y
Prices, wages 10 growth)

Foreign factors 2 » CPl inflation: Core at track. Electricity prices are surging, but

NOK 13 future prices are down. The impact on household disp.

Judgement (surveys, fin. stab, global risk etc) ~ -15 income the coming year is not that large

» Money market, mortgage spreads

Changes in NOK Dec-22 FRA since after June m. 12
Change in the interest path 1 1/2 - 2 years from now

A The market
» The FRA&uUrve has gained substantial height recent weeks,
and last week it climbed above 2 . Bu@epath (in 2023).
We do not think a 1% 20 bp lift by NoBa will materially
change market rateg but they will not decline, stay short 6
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Most countries are reporting fewetCovidcases
The only risk now: A vaccine resistant virus variant

Covid-19 new cases per day

1280 -'- per 100.000 over 14 days - 1280
¥eqsured over 7 days)
640 - LUK 610
\ ~USA 601
320 - - 320
/Norway 224

"Netherlands 174

160
NFrance 156 \
80 - =
40 - - 40
India 29 |
20+ - 20
10 - 10
5 A ‘ ‘ r 5
J F M A J J A S
20 21

SB1 Markets/Macrobond

A In Europe the Delta outbreak has led to more
hospitalisations and deaths, but as hospitalisation/death
rates have fallen sharply there is not any health crisig;yet
andwe very much doubt there will be. The no. of cases is
falling in most countries, and the no. of hospitalised has
flattened

A Growth in new cases, hospitalisations & deaths have
peaked in thdJS¢ in due time as the serious illness/death
rate have been far higher than in Europe, and the no. of
hospitalised rose to a high level agaiow, the number of
hospitalised patients is falling rapidly

A The situation has been even more challenging in many
Emerging Marketshut even there the no. of new cases has
peaked in most countries, and growth has slowed in others
Few new cases are reportedlimdia ¢ and inChinaclose to
none

A In Norway,the no. of new cases is now falling rapidly, and
the no. of hospitalised have flattened ataw level,
equalling 19 per mill, vs 100+ in the UK, and almost 300 in
the US). Just 0.6% of those who have tested positive are
hospitalised, vs 8% in the US!

» It seems very unlikely that the Norwegian health system wiill
run into any sort of capacity problems
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The no. of new cases falling in most countries

2.25 Measured over 7 days
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COVID-19, New Cases

A The red dots on the chart to the right indicate the peak in new cases since

Wdzy S 6LYRAI Q&

last week)

LIS

gla Ay alevo
down vs the recent peakwhich is the case in 29 of 38 countries (from 31

A Last week the no. of new cases grew in just 12 countries (from 8)
A Disclaimer: Testing policies/capacities may have changed (and they differ

vastly between countries)

2 KS
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The no. of patients admitted to hospitals due to Covid is flattening/falling
Just the US reached troublesome a level the past weeks the no. of patients have clearly faller

Hospital occupancy COVID-19 Patients in Hospital
175000 - ‘ - 175000 7004 5, - 700
er mill
150000 - - 150000 600 - 600
125000 - - 125000 500 - - 500
USA
100000 - - 100000 400 Al - 400

75000 - - 75000 300 / - 300
x J /'\ US 263

4 L 2 . L nnn
50000 50000 00 us / /
25000 - - 25000 100 ,\\J /\ oA |

o
0 J ‘ : ‘ ‘ : ; ‘ ; 0 0 - ,/\\______—/'“T’\/\-\-a—/ <Norway 19
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20 21 20 21
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A The number of hospitalised persons in Norway has increased substantially but remains at a very lgaridwsgems
to have flattened
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Norway. New cases on the way down everywhere
Mobility has slowed marginally so far in September but we doubt Delta is to blame

Google mobility Time spent outside home Norway Covid-19 cases
10 7 ¢ep 2020 = 100 ' ' 110 1000 7 ¢ases pr 100' over 14 days - 1000
Measured over 7 days
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Covid19

In the West, no sign of reduced mobility during the Delta attack
Still challenges in the East but mobility has bottomed everywhere

Google mobility Time spent outside home
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Google mobility Time spent outside home
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Global economy

Activity in the goods sector is flattening
The setback in some Emerging Mkts due to Covid/Delta partially to blame. And DM demand ¢

Global Retail sales, industrial prod. & trade Global retail sales volume

7.5 1% change vs. Dec 19 ‘ P 130 |Ex. auto, volume, 2014 = 100 . 130
50 L 120 -SBM1 estimate Retail sales -120
' I 110 - 110
25 NN L6 |
/ 100 - 100
4 e |
: - ‘ —Retair— 0
0.0 —— — 7 elal 0.0 90 - - 90
/ sales
2.5 / - 25 80 - . 80
5.0 \ / - 5.0 704 - 70
7.5 - 7.5 60 - - 60
-10.0 1 -.10.0 501 - 50
12.5- --12.5 ) IJPA\\ A. 2
-15.0 - L-15.0 _lﬁfvm - 0
. -2
ATE S N e ) Dev. from trend, % /J [ 4
JMMJSNJMMUJISNJIMMUIS ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ I
19 20 21 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond/CPB

SB1 Markets/Macrobond

A Retail salesose in June but fell in July, and sales have flattened recent months, partly due to the India but also a downward tre
rich part of the world. The level is approx. 2% % up vs theppnelemic level

A Manufacturing productionrose in June, and continued upwards in July. The level is some 5% above-fiamgesnic level. Trouble
in India and in the auto industry globally have contributed on the downside recent months

A Global foreign tradeflattened in May (was originally reported up), and was stable in June as well. The level is close to 7% abov
pre-Covidlevel, according to CBP in Netherlands
12
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DM demand for consumer goods have peaked, and EM has been weak latel
The upside potential is large for Emerging Markets, but the Delta variant is hampering activity

Retail sales volume Manufacturing Production

20 4 % change from Dec 2019 - 20 15 7% change from Dec 2019 %China 11
/Sweden 7
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E Ve o [ltaly 3
UK 6 LGSl ~South Korea 2
~China 5 ‘ N

\
=N\ HUSA 1

\J’World SB1M 3
<EM x China -3 »\Norway 0
- -5 \\Spain -1
\
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A Retail sales in Emerging Markets x China were weak before the summer due to the setback in demand in India. Now
substantial recovery is underway Indig but now other Asian countries have run into problems

A Manufacturing production is still drifting upwards, everywhere. The manufacturing PMIs are still strong

A Norwegian oilrelated manufacturing production is down 10% vs the-pamdemic levet non-oil sectors are up 4%, one of
the better results in the rich part of the world (but behind Sweden, +7%). The Norwegian PMI and other surveys are

signalling very strong growth (among the best in the world) 13



Global economy

Global airline traffic further up last week, the gap to 2019 at 23%
In the US, traffic flattened in August but the first half of September marginally better

World Commercial flights
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USA Airline passengers
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Inflation on the way up most places
Energy prices the main culprit, core inflation not much up outside the US and UK (so far)

Core CPI Inflation CPI Inflation .
3 1 Core inflation y/y, in % EFeb 2 -5 61 Feb 20 | 6
4- USA 4.0 5 s
5 UK 3.2 :
| ~OECD 2.9 !
4- : -3.9
2 P : 38
<EMU 1.6 3 \ .
1+ KNorway 1.0 :
0 0 2 f\ A -2
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1 T i _1
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August data weaker than expected topDelta at least partly to blame
However slow retail sales, investments & and a decline in construction/steel in place well befa

China GDP vs monthly indicators - demand
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China GDP vs monthly indicators - supply
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A Industrial productionNR2 &S 6& 2dzad noo’s Ay | dz3dza

growth rate. Measured yl/y, production is down 1.1 pp 5.8%,pp below
expectations Production is still 3%bovethe pre-corona trend path but growth
has slowed, and more than we had assumed. Cement down 10%, steel 16%
NBEOSYU Y2yuKaz LI NDIREHWUNKISOU A2 EH R
construction activity) is falling to&urveys are down but are signalling growth
well north of the 0.3% per month rate

Service sector productiofell by 1.7% in August, following the 2.4% July drop, in
sum an unusual decline (although far less than Jan/Feb last year), confirming tl
weak service PMIs. The level is some 4% below th@gandemic trend growth
path.No doubt virus related, and thus temporary

Retail sales volumes rose If¥3% in volume terms (our est.) in Aug, reversing th
July decline but sales have been growing less than at a 2% pace since last No
below the preCovid 6% pace, and the level is some 5% below th€pxkad

growth path. Sales were up 2.5% yl/y, down from 8.5%, abgg (!) below
expectations. Auto sales are a part of the story. We doubt the underlying trend
that weak

Investmentsgrew by just 0.2% in Aug, and July was revised down to 0.1% (the:
data are now routinely revised down!) The level is 7% below theoprelemic
trend growth path. The (still useless) accumulated annual growth rate was 8.99
Aug, down from 10.3%0).2 pp below expectationglousing and other
construction starts fell further, and have fallen 1§%0 % recent months\lew
home saledell further too

The previous week

» Credit growthis slowed further too, and the credit impulse is negative, as normal
approx. every # year

» Exportsrose sharply Aug. and are 15% above the@owid growth path! Imports rose
as well, and are some few % above the-@@vid path

» CPIl inflation is on the way up, but is still moderate. Producer prices are soaring (wh
is felt more outside China than inside)

In sum: China is slowing, but the extra weakness in July/Aug is probably mostly d
to the virus outbreak. Policy tightening has contributed too, and as will soon a
maturing global cycle in goods. A crash is probably still unlikely
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Construction activity is sagging following the pesbrona crisis surge
In addition, the authorities have decided to curb steel production in order to meet 2030 (!) CO2 1

China Steel China Construction vs steel
1.21 Mill. tonn, annual rate, sa Production 1.2 2.50 Bn sq.m, ann. rate - 1100
13 mavg / L
1.1 -1 2.25 SP 1000
Construction starts . 900
1.0 - 1.0 2.00 -
- 800
0.9- 0.9 1.751 '/\ n/‘,f‘/
1.50 \/- r 700
08 A - 0.8 [ 600
1.25 A
0.7 - -0.7 - 500
1.00 A
0.6 - / 0.6 - 400
0.75 4
0.5- J 05 " | 300
4 ill.ton, ann. rate
0.50 3mavg [ 200
0.4 - -0.4 o
) /f 0.25 1 Apparent steel demand = Production — exports + imports - 100
0.3 - 0.3 0.00 Apparent demand includes changes in inventories 0
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 . 00 02 04 06 08 10 12 14 16 18 20 22
SB1 Markets/Macrobond SB1 Markets/Macrobond

A The authorities have decided that 2021 steel production should not exceed the 2020 level, an@hgidduction
was well above the 2020 leveproduction must be cut in H2 (some 12%)

» Both production and demand (including inventories) are down 10286 the past 3 months

A We assume there are more reasons for the cut than the 2030t&@8t, like local pollution, fear of overbuilding, and
too rapid credit expansion, especially among heavily indebted real estate developers (read: Evergrande)

17
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Slowergrowth in employment in early Federal Ul leaver states in August

However, unemployment has fallen slower in those states, as more workers are searching for

USA Employment - states
115.0 { States grouped by expiring date of Federal - 115.0 A Half of the states left the two temporary federal unemployment

demi I.b fit . .
125 ol 205 100, o programs benefit programs in June and early July, soafidhout any

= = : .
hfﬁum significant differences in employment growth the pasd 2
110.0 - L 110.0 months

» In August, employment rose by 0.1% in the edever states, and by
ndoxz AYy UKS Nbau 2F UKS 0O2dzyuNE:

105.0 - -105.0 » In July, growth was equal in the two groups of states.
» In June early lavers states reported a somewhat higher employment

107.5 1 -107.5

102.5 -102.5
growth than the others
100.0 - -100.0 A State participation rates are not published but we have an
AMJ 2‘:) S ONDUJFMA 2"1 4 J A S indication that participation has increas@eagarginallyin the
SB1 Markets/Macrobond early-leaver States
] » The unemployment rate has fallen by has fallen by 0.2% In the-early
USA Unemployment vs. benefit programs leaver states vs by 0.4 pp in the rest of the country
8.01 States grouped by expiring date of Federal 80 » The employment rate has increased more or less by the same amount
7.5+ andemic unempl. benefit programs ~7.5 (state employment rates are not published, and we have not bothered
70- L70 calculating them).
6.5 65 » If so, the participation rates in the eatlgaver states must have
50 Pace of decline in 60 | increased by 0.2 pp more than in the other states sm(‘je April
fy leaver sfates A Given that some 3% of the working age population were
5.54 -5.5 ! .
Sept leavers enrolled on the temporary pandemic unemployment benefit
501 50 programs that now have been abolished, a 0.2 pp lift in the
4.5 Janidoiieae April - July r4-5 participation (in the earljeaver states after two months) is not
4.0- -4.0 that impressive
Sep Qct Nov Dec Jan Feb Mar Apr Way Jun Jul Aug Sep A In addition, since employment has not increased, which is the
real test, these August data are far from encouraging for those

who are expecting a tsunami of willing and able workers into
the labour market the coming weeks and months 18
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Peak CPI inflation? The m/m increases slowed further in Aug, more than exg
Used auto prices finally yielded. So, is it transitory? Well, time will tell, Delta explains tistovaly

USA CPI

17.5 1
15.0
12.5
10.0
7.5 A
5.0
2.5

0.0

-2.5 1

Change yly, 3m/3m, ann rate -15.0

1.0
0.5

ALG Aa FIENIG2 SEFENXe G2 OSft SoN)GS

0.0 - - 0.0
-2 1 -2 -0.5 - --0.5
-3 --3 -1.0 A --1.0
86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 50 55 60 65 70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond
A Headline CPlose 0.3% m/m in August, 0.1 pp below expectations. The annual rate slowed marginally 1.00 {o mm - 1.00
5.3%.This is still a high CPI y/y print in a historical perspective 0.504 L 050
A Prices have been acceleratimym since last October, and the 3m/3m rate is still at 8.3% 0.00
A In all surveys, companies reported that they have or expect to lift prices sharply, some faster than eve 1 -
before -0.50 - --0.50
A In August, lodging and airline tickets become cheaper, very likely due to the air pocket created by the -1.00+ --1.00

z A 4 w 4 20 21 S
U K S U N\] y. a. }\ U 2 N SB1 Markets/Macrobond m‘b
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Core inflationslowed more than expected
Prices +01% m/m in August, expected 0.3%, the annual rate down 0.3 pp to 4.0

US CPI USA Core CPI
7 1 Tightening periods shaded : -7 17.5 1 Change yly, 3m/3m, ann rate ~17.5
64 7 I 15.0 -
Total 5.3 12.54
5 Total cPI| £10@1 53] 10.0
4- ) 7.5+
5.0 -
3 : -3
hh>20, 2.5 -
2 - 2 0.0
] ] -2.5 -
Core <2% 1.50 ] Change m/m i 1.50
0- ' -0 1.00 - - 1.00
11 ' -1 0.50 - - 0.50
-2 Contribution : --2 0.00 (I :30'1
from food & energy T L
-3 : --3 -0.50 - --0.50
86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 60 65 70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond
A Core prices climbed rapidly m/m Aprd June but slowed in July, to 0.3% and further to 0.1% in Aug Change m/m - 1.00
A The price hikes in the last three months ardeatst partly due to on@ffs which will not be repeated, or wi r 075
- 0.50

be reversed
» Used auto prices (and auto rental prices) are candidates on the downside, and used auto prices fell in Aug
»azal 2F GKS WNB2LISYyAy3IQ aS0G2NB KFOS tAFTGISR LINR
tickets are still cheaper than normal
A Parts of the hike the annual rate recent months are due to falling prices last spring. Hotlvevarerage M S T ms T wms
inflation since Jun2019is 2.8% and inflation has been above 2% whatever relevant starting point 19 20 21 20

--0.25
--0.50
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Used auto prices down in Aug, and lodging, public transport price fell as well

The lower hotels, transport prices corona related, most likely not permanent

12 main sectors up >2% vly, just 2 are below USA CPI (mostly) Core

U SA C PI Change % m/m, s.a Now
S 43210123 403
50 o, change from Jan 2020 - 50 ) Eorzyggood/energy L g-l
» .
/Used autos 41.1 | A(::)arel -l = =
40 - 3 Lodging [ ° 2.9
‘Lodging 6.8 Hou§ing, rent/owners eq. D 0.3
f Furnishing [ O | 1.3
30 JFood & Beverages 6.8 Medical Care e 0.2
JIFurnishings & Oper Personal Care - e
Z// Edu & Com [ ) 0.2
20 - >' Recreation » 0.5
Core total 4.9 \ New autos - 1.2
Used autos | ® -15
V Public transp | ® -5.5
- Other Services » 0.3
-Other Services 3.6 O S R S S
i?ecreatllog 3.5 32 ’I Last month ® Avg past 6 m‘
\ ersona are - SB1 Markets/Macrobond
1 : ]
\Education & Comm. 2.8 USA CPI (mostly) Core
Med'cal Care 2.7 Change % yly, s.a Now!
VApparel -1.0 -5 0,5 10 15 20 25 30 35
_\Transport, Public -9.4 Core, x food/energy = 4.0
' ' ' ' ' ' ' ' Food & Bev 3.7
J MM J S N J MM J S Apparel 42
20 21 Lodging 17.4
Housing, rent/owners eq. e 2.6
SB1 Markets/Macrobond Furnishing 4.0
Medical Care 10 0.4
. . P Ic 2.8
A Just some few CPI components contributed to the setback last spring: Eaug com = s
Public transport(airline tickets)Jodgingaway from home (hotelsct), Recreation = 3.4
andapparel Other components of the C&id not slow significantly ﬁz:da:‘?js J 33;
u .
» Now lodging is full back but both transport and apparel prices are Public transp o= 8.4
still below the Fek20 level Other Services R S S W S v S ——
5 0 5 10 15 20 25 30 35

A Used auto pricehave been on the way up since last summer, but fell
1.5% in Aug, but prices are still up 32% yly, due to lack of new cars
(which are up 7.7%). More on these prices 2 pdgels

]- Lastmonth ® Mean 2017 - 2019\

SB1 Markets/Macrobond
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|s capacity utilisation just somewhat above a normal level, or record high?
Not an irrelevant question

USA Capacity utilisation

Manufacturing - two measures

82.5 - A¢ KS CS RS NImeasurehanS/ilifs Scaxacity
500 900 utilisation at 76.5%, vs. the long term average at 75%

' 875 AL { a Qa-andudlsavey reported a further sharp
77.5- - 85.0 increaseH1/May, the highest level ever, 88 vs the
75.0 - -82.5 average at 82.5%.
795 - 80.0 » These two measures have not been 100% correlated but the

' Ava from 2000 L 775 current discrepancy is very largeand quite important when
70.0 - e ' assessing the growth outlook
675 - 0 A¢KS CSRQa SadAayYlLdS aAa Y2ZRS

r72.5 survey is based on companies assessment of their own
65.01 Federal Reserve -70.0 capacity
62.5 1 -67.5 A Given reports on labour shortages, material shortages,
60.0 - L 65.0 prices, thelSM survey seems to give the most
00 02 04 06 08 10 12 14 16 18 20 22 reasonable result

SB1 Markets/Macrobond
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LuQa NbI {fe dogezopeak/oHa ciche,jard na Somihg\abt of recession
USA Small businesses Single most problem USA What's the problem: Supply or Demand?
4 7'st.dev, avg=0 -4 Small businesses, NFIB: What is Cost+quality
3m smoothed . :Not able to fill ‘ 40 4-the single most important problem? of labour L 40
< lity of Lab

=Quality of Labour | 20.- 20
T:C’)’ost of Labour | 20 - -20
-1 10 - -10
0 0 Poor Sales 0
30 +*Supply =demand' - 30
QPoor Sales 10 :Tplkql\qﬂl M[ 10
<Taxes -10 - --10
--2 -30 - --30

12 13 14 15 16 17 18 19 20 21 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

A While more businesses than normal staigdak salesas the major problem during the pandemic, there were never that
many, anchow a close to record low share of companies say than poor sales is the problem (anthtaweefore thepand)

A Availability and quality of labouis a much more serious problem than normal, and at ATHsoBEbof labour, the share is
far above a normal level

A Thus, companies report they are constrained from the supply side, not from the demand side
A Unusually few companies are complaining abfinéince/interest ratesand abouttaxes
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Another warning sign: A record high no. of SMBs still say they plan to raise p
The share has been higheisione month, inDecemberl979

USA Small Businesses Price Actions & Plans USA Small Businesses Price Plans

50 - Net positive, % 50 - Index Change yly; % smoothed - 75
45 - Actual price changes ->j [ 50 45 -
40 4 40 40 1 SME price plans next 3m - 5.0
*] | 30 - 25
30 - \ M .
25 - 1 ‘ ’N‘ ,q‘ - 0.0
‘ 1 ! ’ *J \ il * 10
e | "di o Ll
15 kl_"‘ 4“ l“‘_ 1/ Y --2.5
10+ <-'Planned price changes | - 50
5 next 3 months -10
0 -20 --7.5

75

80 8 90 95 00 05 10 15 20

SB1 Markets/Macrobond

SB1 Markets/Macrol

A Back in 1979, it lasted just one montigw we have been up here four months in a row

bond

A 1t is challenging to calibrate the SBM survey vs. actual inflation, as the present print is so extremely far off the tteart v
past 35 years experience. But surely, it tells us something. We have made at try at the chart above to the right, a secc
OKINIIi 2y GKS ySEG LI 3ASd LyFElraGAzy YlIeé& adleée dza) KSwss) 7T

A Other business surveys confirm that something special is happening, more companies than in decades are reporting
input costs or output prices

» Atlanta Fed Business survey stiflports a 3% expected growth in unit costs. Since 2013, the expectations have been stable &t 2. Z5%p4
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Labour cost back on track. Unit cost seems to moderate
Labour cost rose just 1.1% g/q (annualised) in Q2, as mdpd is down 0.6% vs. 2

EMU Labour cost index EMU Unit labour cost & core CPI
115_Index - 115 140 - - 140
1 F 2002=100 Unit labour cost
105 - L 105 135 4 135
i I 130 - -130
95 - - 95
7 r 125 4 - 125
85+ - 85 g
] L 120 4 120
75 - L 75 15 - Core CPI (HICP) | 115
7.5 7 qglq (annualised), y/y - 7.5
110 A - 110
5.0 - 5.0 //
105 - 105
2.5 - 2.5
0.0 T // L
' /
-2.5- --2.5 95-/\//-/ - 95
-5.0 1 --5.0 90 - - 90
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 96 98 00 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Measured over the 2 past years, hourly labour costs are up 1.7% per year on awdrabeis far to little to generate
inflation at 2% over time

A Unit labour costhas jumped up during the pandemic as productivity as productivity has fallen
» Unit labour cost have climbed less than in the US, and far less than in UK during the pandemic

A28 SELISOG I aKIFNLI NBOSNARFE Ay dzyAald O2aita oKSy (KSas
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Total inflation up 0.7 pp to 3.2% & core up 0.3 to 3.2%, both 0.3 pp above expectations

UK CPI
6 Change y1y, % -6 A In August last year, a subsidy scheme lowered prices in
5 5 hotels and restaurants sharply, lowering the CPI by 1%
m/m. So, in August this year the impact of these cuts
4 - -4 fell out of the y/y calculatiorg and annual CPI rate
accelerated by 0.7% to 3.2%. We feared a 1 pp lift,
31 <32 consensus was for a 0.4% lift, a strangely low estimate
2 - -2 » The whole 0.7 pp lift in the annual rate was due to the lift in
annual hotels & restaurant prices to August from July
1 Core CPI 1 A In August, hotels & restaurant prices and food prices
0 (x. energy,food etc) 0 contributed the most on the upside m/m, while
0.50 1 C0re CPI, m/m % :/ﬂ clothing prices fall
0.00 . :\00..300 A Since last February, secehdnd auto prices have
0.50 1 L 050 climbed 22% and they rose 4.9% m/m in August. New
1.00] 100 autos are up 5.5%
050607 0809 10 11 12 13 14 15 16 17 18 19 20 21 22 23 A Measured yly transport (gasoline & auto prices)

$B1 Markets/Macrobond explains 1/3 of the 3.2% lift in the total price level

A Unit labour costs have soared during the pandemic, as
most other places. We expect as substantial reversal
the coming quarters
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Wage inflation down 0.5 pp, and the underlying growth has fallen below 4%
The annual rate is still high, at 5.9% (incl. bonuses, 6.8% x bon). Unemployment is sliding do\

UK Earnings vs Unemployment UK Average weekly pay
8.5+ -8.5 550 - 550
d L - Level,, GBP/week SR
7.5- -7.5 530 £ 530
6.5- 6.5 5107 ~ 510
- - 490 3% growth path-— 490
5.5 5.5 7 r
4 Unemployment rate L 470 - - 470
4.5 450 - - 450
3.5 -3.5 430 - 430
8 -8 Change 2y, yly, 3m/3m i
5 - 12.5 : : 12.5
| Wage growth, yly | 7.5 Eyly5.9 |
Regular pay, 3'm avg ] %E
4 -4 25_M =R
| | L ' = 3m/3m 3.2
fEE Al -
o ML | il | I, OO [ 7.5+ | R A
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Wage growth (regular pay) decreased to 6.8% y/y in July, down from 7.3% in June (revised down from 7.4%)
» However, the annual rate is boosted by the sharp contraction in wages last year. Total weekly pay is up 3.4% over yleerpast 2

» The underlying wage growth the recent months have slowed to some 3.2% (3m/3m), which is in line the growth pace ahead of the
pandemic, but well above the average over the past 10 years
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The heat i1on: Gasglectricty pricesare soaring
TheinterconnectedEuropenenergymarketis stressedtoo little supplyof gas,too little wind, rain ++

Norway electricity prices Norway electricity vs. UK gas prices
110 \ 17.5 -
Weekly | san
100 | 265 15.0 - ‘
90 -
- 100
80 1 _\ 12.5 - [
- 225 L 80
10.0 4 Norway electricty, L
” Oslo, gre/kWh -> L 80
-185 7.5 A i I
FL A M« 40
,—’_L 5.0 -Wﬂ‘"
- - 145 25 | L 20
El spot 6 w avg ’ A L
& future prices 0.0 0
| | gre/kWh - 105 MMJSNJMMJSNJMMJSNJMMJS
18 19 20 21 22 23 24 18 19
SB1 Markets/Macrobond SB1 Markets/Macrobond
A Norwegian hydl‘O reserVOiI‘S_ have been SUbStantia"y depleted pal Norway Hydro electr. reservoir content
2 months vs the normal trajectory as the sumrmautumn has 100 4 L 100
beendrier thannormal in southern Norway. The loss vs. the

normal refilling at this time of the year equals 15% of the reservo %°° e 90

capacity, and has never taken plamefore¢ and the reservoir 80 - - 80
level is the 24 lowest on record 70 - L 70
» Last week, electricity prices more or less stabilisgait they remain at 60 - L 80

record high levels (at least if measured over some few days)

: . ) e - 50
A Given the forward electricity price curve, which implies a gradual

but substantial decline in spot prices the coming quarters, the co: 40 40
shock for Norwegian householdbould be manageable: 30 - - 30
Compared tahe average electricity bill over the past yedts 20 - - 20
cost will risesome 406, from Q3 this year until next summer. If so, | L 10

K2dza SK2f R au§1:onliéWHébIeJéuﬁbly 41%%This e s e S e e A
Smpunthequalgapp(ox 1/10" of the excess household savings Y s e G s ) T % % R
uring thepandemic

A The risk: The future electricity/gas market may be dead wrong

SB1 Markets/Macrobond
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Capacity utilisation is increasing rapidly, more widespread reports of lack of labour

10.0 4 Growth g/q, ann. rate

7.5

5.0 l Maiiland GDP

N "\fl ||||J|LI|=¢.| i

-2.54

-5.0 1

-7.5 -

[N

NoBa
f'cast

-10.0

- 7.5

- 5.0

- 25

- 0.0

--2.5

--5.0

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

A Implications

SB1 Markets/M:

- -7.5

lacrobond

» Ly NBLfAGEZ GKS wS3IArAzyl f
weak¢l YR T NJ oSt 2¢ b2. I Qdver

the low activity level in several service sectors. However,

the survey has not been able to calibrate its growth
forecasts well during the pandemic, for understandable

reasons; and we do not take it literally

» We assume the Bank will put more emphasis on data like
capacity utilisation and labour shortages when adjusting its

short term forecasts
» lyegl ez idKAaA ééé‘[Qé

S
R

A Activity the past 3 months
» The Network reports a 3.6% growth pace in Mayy from FetApr,
Ot2aS u2 UKS bSug2z2NJ Qa SELimOul
growth was 10%according to Nat. accounts. Capacity utilisation &
labour shortages are now well above average levels
A Expectations for the coming months
» The Network expect at 3.3% growth pace the next 6 months. We
expected a 3.6% signal. In June, Norges Bank assumed-&898%

growth pace over the next 6 months, from July. We think the netwol
Is underestimating growth the coming months

A Just one sector expects higher growth the next six months,
commercial services (we guess due to downbeat business servic
sector)

A All other sectors are reporting stable or lower growth:

A Retail trade expect a contraction (goods consumption will to
come down now)

A Household services expects a slight slowdown (from a high le:

Ug2 N%e@en?mo?ﬁhs?‘?‘%&%éﬂ’ﬁu %tlﬂ gzpdced.l A a

2dzNJ. D5t T2 I . . .
RI Both domestlcelﬂhr/3 and export oriented industries report slower
the coming 6 monthg but growth is still decent, at 2.5%+

A Both construction and oil related industries report stable
growth, at a rather modest level, some 1%

» Investmentplans are revised further up
» Wage inflationis revised up 0.2 pp to 2.9%,

NI 8 KA 1% Companjes gxpegtdift priggs ys households 29



Growth is peaking: most sectors expect a slowdown or stable growth
Just retail trade expect lower activity

7.5 A

5.0 1

2.5

0.0

-2.5 1

-5.0 1

-7.54

Norway Regional Network, Industries

Growth indicator, 3 quarters back - 7.5
Last obs iis f'cast
- 5.0
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Capacity constraints sharply up, and is highbs2 . lbuibat gap estimate
Labour shortages are increasing rapicltp the highest level since 2009, and far above average

Norway Regional Network, capacity Norway Labour shortages

4 -4 3.5+ St.dev, avg =0 % 60
70

4 -3 3.0 + r
60 - L

N - 2 2.5 a 50
50: L 20 SSB manuf. survey
40 - ) (expectations) L 40

T
—_

o \/ \/V e 7\/]\

10 - Capacity constraints --2 0.5+ , J
0] -3 0.0 1\7’/_\ ~20
2104 -4 -0.5 \ /
20 -5 1.0/\/\,\j\f/ v W 10
-30:\ T T T T T T T T T T T T T T T T T T T \_-6 1-5_ T T T T T T T T T T T T T T T T O
0506 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 2425 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22
A2S GKAY1l F ONRBFR NIy3aS 2F S02y2YAO é}"l Aé'AQé YR b2
AY UKS DbZ2NBSIAlLY SO2y2Yeée uKlFIy uUKS YySuUg2N] NBLIEZNUQa C

more capacity constraints

A Labour supply shortages eased sharply last spring but have increase somewhat since before corona, and rose to wel
above an average level in August. We expect more to come
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The Network revised its wage growth expectations for 2021 up 0.2 pp to 2.99
X up from below 2% last year. There is a risk for 2022? The labour market is tightenind, iSRig!

Norway Regional Network wage growth

Actual (TBU)
_— >

Network wage index

]
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Regional Network Wage growth
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SB1 Markets/Macrobond

A The negotiations between LO and NHIded a 2.7% wage
lift in 2021 vs 2020 on average (based assumptions on local
wage drift). This guideline has been accepted by other
parties in the private sector

»

There were some minor conflicts in the public sector, and some have
beenrewarded 0.t n ®n LILJ SEUNI X 0o0dzi GKIF U Q2

A In Norges Bank Q3 expectation suryesconomists in trade
unions & employers associations forecasted a 3.1% wage
growth, and 3.2% in 2022

A Norges Banlassumed a 2.8% wage growth in 2021 and 2.9%
in 2022 in its June MPR

»

We expect Norges Bank to once more revise its inflation forecasts
upwardsc but not sufficient to bring its inflation forecast up to 2%
before by the end of the forecast horizon (from below 2% in the June
report
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Mainland trade deficit sharply in August, as imports surged
Total balancesurplusup in August, to close to record high (2008), as gas exports surged

Norway Mainland Foreign trade Norway Foreign Trade total
70 - -70
Ex. energy, ship & platf. 1Goods, NOK bn; s.a .@
1 NOK bn. s.a F 110 - Total export x Ships & Oil Platf.. | L 110
60 - 60 . r
50 - - 50
40: Export :40
30 - 30
20 1 :20 10 - Oil & gas-exp. L 10
-5 | ‘ HH ‘ | H| i i - -5 1 Trade balance, x ships, platforms N
I ]
-15 A --15 ] I C
_ o l 25 T Al 25
i L_ ] (A C
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35+ L 35 5 (LLTRAFRREFRERAFREERERRELE LN r 5
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 0405 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

SB1 Markets/Macrobond SB1 Markets/Macrobond
A TheMainland (non energy) trade deficit in gooddecreased sharply in August, by NOK 6.1 bn

A Non-energy exports wergeached yet another ATH in AuguBhe main contributors on the upside for exports were metals and fish
A Importsincreased sharply in August, due to higher import of machinery and vehicles

A Exportof oil and gashelped by higher prices, is well abque-corona levelstotalling 79 bn inJuly(+14 bnm/m), bringing thetotal trade
surplus to44 bn, or some 16% of Mainland GDd¥Pnominal terms, the highest level since 2008, close to all time high. We are not broke, yet

33



MARKETS

K]
SpareBank €

More negative surpriseg China contributed the most last week
And US surprised less on the negative side, EMU flattened

Citi surprise index

Citi Surprise Index 4 ferasiaa o -4
6- - 6 3 -3
Std.dev, avg=0
S -9 2- 2
4 - -4 1-‘ ¢ f : -1
.3 0- J‘W' Wv? ‘ : 0%# — 0
L | <World
2 -1 i fb l v " '%Norway
<<EM x China 24 L2
“EMU 3 3
\ %USA -4 L4
~China, 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21
SB1 Markets/Macrobond
-3 Citi Surprise index
--4 St.dev,avg=0 -15-10 -05 00 05 10 15 20 25 30 35
- .5 New Zealand | ®
; ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ : ‘ Australia L C |
J AAJOJAJOJAJOJAJO EM x China [ ] °®
18 19 20 21 CEEMEA N I
Latin America | ([ J
SB1 Markets/Macrobond Switzerland »
. Canada [
A TheUSsurprise has fallen further below average, but rose last week Sweden e I
A TheEMUhas been below the zero line the two past weeksut stabilised last fsa Pacifc — "
week Japan I e
A Chinadropped on the weak August data published last week s ———
A Emerging Markets x Chinare still reportingoetter data than expected, and s;'xvay —
following a downturn, a tad up last week UK e ———
A Norway has surprised sharply on the downside recent weeks, so has the UK ® Now ® 1 month ago

SurpriseA Y RA OS& YSI adaNS GKS RAFFSNBYOS 0SiG¢SSy SO2y2vyradaQ ___.___. _.._,_. . ,.. -..— . _.__. .SBiMarketsiMacobond 3z g
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August data weaker than expected topDelta at least partly to blame
However slow retail sales, investments & and a decline in construction/steel in place well befa

China GDP vs monthly indicators - demand
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China GDP vs monthly indicators - supply
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A Industrial productionNR2 &S 6& 2dzad noo’s Ay | dz3dza

growth rate. Measured yl/y, production is down 1.1 pp 5.8%,pp below
expectations Production is still 3%bovethe pre-corona trend path but growth
has slowed, and more than we had assumed. Cement down 10%, steel 16%
NBEOSYU Y2yuKaz LI NDIREHWUNKISOU A2 EH R
construction activity) is falling to&urveys are down but are signalling growth
well north of the 0.3% per month rate

Service sector productiofell by 1.7% in August, following the 2.4% July drop, in
sum an unusual decline (although far less than Jan/Feb last year), confirming tl
weak service PMIs. The level is some 4% below th@gandemic trend growth
path.No doubt virus related, and thus temporary

Retail sales volumes rose If¥3% in volume terms (our est.) in Aug, reversing th
July decline but sales have been growing less than at a 2% pace since last No
below the preCovid 6% pace, and the level is some 5% below th€pxkad

growth path. Sales were up 2.5% yl/y, down from 8.5%, abgg (!) below
expectations. Auto sales are a part of the story. We doubt the underlying trend
that weak

Investmentsgrew by just 0.2% in Aug, and July was revised down to 0.1% (the:
data are now routinely revised down!) The level is 7% below theoprelemic
trend growth path. The (still useless) accumulated annual growth rate was 8.99
Aug, down from 10.3%0).2 pp below expectationglousing and other
construction starts fell further, and have fallen 1§%0 % recent months\lew
home saledell further too

The previous week

» Credit growthis slowed further too, and the credit impulse is negative, as normal
approx. every # year

» Exportsrose sharply Aug. and are 15% above the@owid growth path! Imports rose
as well, and are some few % above the-@@vid path

» CPIl inflation is on the way up, but is still moderate. Producer prices are soaring (wh
is felt more outside China than inside)

In sum: China is slowing, but the extra weakness in July/Aug is probably mostly d
to the virus outbreak. Policy tightening has contributed too, and as will soon a
maturing global cycle in goods. A crash is probably still unlikely
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Official y/y growth rate down 1.1 p to 5.3%, 0.5 pp below expectations

China Industrial production China, Industrial production
154 - 15
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A Our calculatiorsuggest a smaller decline in the annual rate, to 7.4%

A Production grewby 0.3% m/m, the same speed as in July, but half the normal rate of expansion. Sharp
production cuts in steel and cement have contributed to the slow monthly growth

A Productioniglf: | 62 @S GKS 5S0O ‘modeaesSdsble preEoydoiRa g\t pathNmibad

A Both supply and demandactors may be limiting factors the coming monthsupply side probably most
important short term. Business surveys signal somewhat slower growth, but no sharp downshift 37
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Steel, cement & aluminum sharply down since AfpfHanks to Xi Jinping & co.)
All down 6% 14% (after at 10% downward revision of cement production in both May and Jun

China Industrial production China 'Building' material production
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A The authorities have decided that 2021 steel production should not exceed the 2020 level, an@hgrdduction was
well above the 2020 levelproduction must be cut in H2 (some 12%)
» Both production and demand (including inventories) are down 102846 the past 3 months
» hi KSN) wO2y aiNHzZOGA2y NBfIIGISRQ aSO02NAR fA1S O2LIISNI YR LXIGS
» We assume there are more reasons for the cut than the 2030t@xQ2t, like local pollution, fear of overbuilding, and too rapiddit

expansion, especially among heavily indebted real estate developers (read: Evergrande)
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Electricity production has come down recent months, level still abov frend
Transport may have slowed somewlggbartly Covidrelated (data just through July)

China Electricity production
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China Trade and transport

200 - 0672021 200
Ton/km/volume, 2010 = 100, 3 smoothed
190 - - 190
®
180 - -180
170 -170
160 - - 160
150 ~ - 150
140 - - 140
130+ - 130
120 - -120
110 - - 110
100 1/ 100
Railway freight
90 - Y J - 90
80 - - 80
2010 2012 2014 2016 2018 2020

SB1 Markets/Macrobond

39



K]
SpareBank €

MARKETS

Retail sales surprise sharply on the downsiddékely affected by virus restrictior
Sales far weaker than expected in August, volume up 0.3% m/m, following the 0.3% drop in A

China Retail sales, volume China Retail sales, volume
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A Nominal retail salesvere up 2.5 y/y in August, down from 8.5% in July, fandbelow market expectationat 7%. (These
annual growth rates are close to useless due to the base effects, the low sales level last spring/summer)
A In nominal terms sales fell by 0.2% m/m in August, we assume it rose by Ov®Mnire terms

» Since last November the underlying volume growth rate has been less thde®8te the pandemic growth equalled some % ¢ and we
are very likely probably witnessing a sharp downshift in consumption gr@evem if irrelevant annual growth rates are still strong at 8.5%
nominally, check the level!). July and August may be influenced by the recent virus measures but these months are no outliers

A Sales volumes are 5% below the jpandemic trend patlt and underlying growth is very low
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Investments on a new and a much slower growth path
Monthly growth at 0.2%, history revised dowagaing and level is 7% below pi€ovid trend

China Fixed investments China Investments - nominal & real
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A MeasuredYTD nominal investments rose 8.9% in August (still a silly number, due to the setback last spring/summer), down
from 10.3% injuly 0.1% weaker than expected

A Growth m/m was once more revised down (for th& month in row), and growth in August was just 0.2%, well below the
WYy2N¥IEtQ nom: INBGUK O0STZ2NB UKS /20AR ONRaAa flau aLINRARy3d

A Theinvestment levelis 7% below the prpandemic growth trajectory, and the gap is off course not closing now. The only
positive twist: The level is above the DEe level
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Construction activity further down in August
New home salebave fallen 18% since the spriggtarts are slowing too

Construction starts Housing sales & starts
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A The rise imew home salefrom Feb20 to Mar21 was spectacular but sales have fallen sharply recent maiths not
further down than actual housing starts in August. The fight against the Delta virus may explain some of the weaknes
during the summer

A Housing startdell just marginally in August, and are down 13% vs the late 2020 level. That is not a dramatic downturn
odzi aA3IYAFAOIYyO @a GKS LIJY)\YENJQ | KAYySasS 02yaidNHzOGAzy

A Nonresidential constructionf St f Ay ! dza3dzad a ¢Sttt YR A& R26Y HIE?
A In sum, construction startsre slowing. Look up for demand (or supply??) for stdedck next page 42
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Construction activity is sagging following the pesbrona crisis surge
In addition, the authorities have decided to curb steel production in order to meet 2030 (!) CO2 1

China Steel China Construction vs steel
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A The authorities have decided that 2021 steel production should not exceed the 2020 level, an@hgidduction
was well above the 2020 leveproduction must be cut in H2 (some 12%)

» Both production and demand (including inventories) are down 10286 the past 3 months

A We assume there are more reasons for the cut than the 2030t&@8t, like local pollution, fear of overbuilding, and
too rapid credit expansion, especially among heavily indebted real estate developers (read: Evergrande)
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Credit growth has slowedand construction is on the way down
The two are dancing together, but not closely (and it varies who takes the lead to0)

AX adArftt GKSe& IINB +da fSFai
A The recent credit tightening may have had some impact
on the property market, but basically the slowdown in

OZ2yauNHzOUAZY aul NUSR WYuz2?2
A The credit tightening signals some downside risk for
construction, raw materials & steel

AX 4 t£SFrad dzydiaf GKS ONBRA
July, the authorities cut reserve requirement for banks
in order to make them lend more, specifically towards
SMBs. The 0.5 pp cut was modest by itself but is
probably signalling a turning point in credit poly
which may work, this time around as well
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