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Last week

The (short) virus story

A The virus is on the retreat almost most places but more countries reported an increase past two weeks, including UK éfnaniesds &
Denmark. Still, the number of hospitalised patients are not increasing in these countries, and in sum the no. of hogmtabssdre falling
rapidly in rich countries, in the US almost 50%, though from a high level 6 weeks ago

A In the West, mobility is back to normal (Europe) or on the way up (US), and it has recovered in most of Asia. Airldid traffise further last
week, but it is on the way up

The economy, part |
A Global auto sales

» Saledell 7% m/m in September. Chinese sales were down but far less than we assumed, and EMU sales rose marginally. Sales fell mo
places, in both the US, UK, Japan and most EMs. Sales are down 24% vs the 2019 level, no doubt due to lack of suppiizmanhdea

» However other sectors starts to feel the pain from the steep decline in auto production. Over the past months, that magehaather
convenient, what would have happened to raw materials, freight rates etc. if auto production had been, say 35% higher?

A China

» September/Q3: GDP, industrial production and investmensairprised at the downsiddRetail salesvere better than expected but trend is
weak since last Nov (a 2% volume growth pace). Investments have almost flattened in nominal terms, and are fallingrirsreal te
Construction activityis down 15% 20%, so isteel, cement and aluminium productigrand all fell further in September (but no meltdown).
Both demand and supply problems to blame, we assgrhat no. Exports are still very strong, while imports have slowed recemntimso
confirming a softening adlomestic demand. Credit growth has slowed further but not faster. CPI inflation is muted
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Last week: The economy, part Il

A usa

»

»

»

»

»

Atlanta Fed reported another hike medianwages,the annual rate rose to 4.2% in Sept from 3.9% in Aug (and 3% in Mayptabove the past 10y
average, which yielded a 2% pace of inflatibhe acceleration is not surprising given tiprecedented levebf unfilled vacancieswhich though fell
somewhat in August, to 6.6% from 7.0% (revised up from 6.9%). The SMB survey reported the previous week that ampadoegdented sharef the
companies plans to lift wagethe coming months (just Q49 above). In addition, they complaimore than eveboth aboutcost & quality of labour At

the same timdewer SMBshan eversay thatlack of saless their single most problem. Then it is perhaps not that surprisingnizae SMBs than ever
reported theyplan to increase their selling pricdsirther the coming monthsThese wage & survey data does not signal that lack of demand is the main
challenge facing the US economy now. The problem however, is that the Fed still behaves as though it is

CPl inflationremains at the high side, also measured m/m. However, some reopening price shock have flattened/reversed somewhat. Tiné phalble
price inflation is clearly broadening. In Aug/Sept the Delta outbreak may also have dampened some prices temporaisiydikedpitality & transport
(airline tickets). An important risk nowligusing rents our model predicta substantial lifthe coming quarters. The best price news last week: A
downward trend inex food/energy crude material pricewas confirmed in théPI reportc which normally signals less price pressure further up in the
chains after some months

CEO optimisnfiell in Q3, but is still at a very high level, which signals no risk for the real economy nor the stock market. Butsioulkl lili different even
for the best and brightest, as we exit the corona pause, and heads straight into something that looks like a matureiciales ndve never have
experience anytime before?

Retail salesonce more surprised at the upside, up 0.5% (core goods volumestjufollowing the 1.9% hike in August. Still, the trend is at best flat, and we
are SURE that demand for goods will decline substantially the coming quarters as sale volume is up 12%)vs Feb

Consumer sentimenis the 29 worst in a decade (just Api0 below), insists Univ. of Michigan, for thé @onth in row. Strange, given the economy, and
the gradual victory over the virus

A EMU

»

Manufacturing production fell 1.6% in August, as expected, still down 2.6% v20F&ermany contributed most on the downsigland production is 10%
down vs. Fel20, due to a 60% decline in auto production (that is, in September)

A Norway

»

»

»

»

The outgoing centre/right government proposed to reduce the transfer from the Oil fund (= the structural budget defititesermes & cash returns in
the Oil fund) to 9.5% of GDP in 2022, down from 12.3% in 2021. The transfer equals 2.6% of the assumed value of tisetttamthde3% long term
budget rule. The economy is expected to recover further into 2022, and the output gap will be positive, as Norges Baslradso a

The new centre/left governmentoes not signal less respect for the spending rule but will lower taxes for those with income below NOK 0.75 mill, and
increase taxes for those above, and the tighten up, and increase the wealth tax

The trade surplusvas record high in September, equalling 16% of GDP, due to the surge in gas exports. October will be even better

Headline CPinflation surged to 4.1% in September from 3.4%, due to the hike in electricity prices. Core inflation accelerated tond 2994y in line with
b2. FQ®I ad
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The Calendar: October PMIgShousing, Beige Book. Norwegian manstirv

Time [Count| Indicator [Period] Forecast  Priof]
Monday Oct 18

08:0JNO |Housing starts Sep

15:19US  [Manufacturing (SIC) ProductionSep 0.2% 0.2%
16:0QUS |NAHB Housing Market Index |Oct 76.59 76.49
Tuesday Oct 19

14:3qUS  |Building Permits Sep 16754 1728k
14:3qQUS |Housing Starts Sep 16104  1615K
Wednesday Oct 20

03:30JCH |New Home Prices MoM Sep 0.2%
08:0qUK  |CPI YoY Sep 3.2% 3.2%
08:0qUK |CPI Core YoY Sep 3.0% 3.1%
11:00EC |CPI YoY Sep F 3.4% 3.0%
11:0EC |CPI Core YoY Sep F 1.9% 1.9%
20:0qUS |Fed's Beige Book
Thursday Oct 21

06:00SW |Home prices, HOX

09:30SW [Unemployment Rate SA Sep 8.8% 8.8%
10:00NO [Lending survey, Norges Bank |Q3

12:0QUK |CBI Business Optimism Oct 20| 27
14:3qUS |Initial Jobless Claims Oct-16 302K 293K
14:3qUS  |Philadelphia Fed Business Oct 24.9 30.7
16:0QUS  |Leading Index Sep 0.5% 0.9%
16:0QUS |Existing Home Sales Sep 6.00m 5.88m
16:0JEC [Consumer Confidence OctA -5| -4
Friday Oct 22

02:30JN  [Manufacturing PMI Oct P 51.5
02:30JN  [Services PMI Oct P 47.9
08:00NO |Industrial Confidence 3Q (12) 11.3
08:0QUK |Retail Sales Inc Auto Fuel MoMSep 0.50% -0.909
09:194FR  |Manufacturing PMI Oct P 54 55
09:19§FR  |Services PMI Oct P 55.4 56.2
09:3JGE  |Manufacturing PMI Oct P 56.§ 58.4
09:3JGE  |Services PMI Oct P 55.3 56.2
10:0EC [Manufacturing PMI Oct P 57| 58.6
10:00EC [Services PMI Oct P 55.5 56.4
10:00EC  |Composite PMI Oct P 55.2 56.2
10:3JUK  [Manufacturing PMI Oct P 56 57.1
10:3qUK  |[Services PMI Oct P 54.5 55.4
15:49US  [Manufacturing PMI Oct P 60.5 60.7]
15:49US [Services PMI Oct P 55.1 54.9
During the week

[us  |Monthly Budget Statement  [Sep | -$180.04 -$124.61]

A PreliminaryOctober PMIs

» Several DM countries report their PMIs at Friday (and not China). Europe is expected
marginally down, US marginally up. The levels are still satisfactory, but down from the
recent ATH peaks. The ongoingplyside challenges will at one stage have demand
implications (like auto workers are (temporary) laid off, will cut back on spending), and
other indirect impacts. However both delivery times & prices indices have not climbed
further recent months

A China
» Most Sept data out already biibuse pricesare of some interest these days

A USA

» The housing markets going strong, even in housing starts and existing home sales have
retreated from high levels earlier in 2021. Lack of materials, workarsd existing homes
for sale probably explain the decline but some buyers are aware of the very high price le
too

» Manufacturing productionhas not been strong during the pandemic, even if demand for
goods in the USA has been strong. Now lack of supplies is dampening activity even if bt
PMI/ISM surveys are still signalling rapid growth

» CheckouCSRQa . $theTegional Bedwbrk): Even more reports on material/labour_
aK2NUlF3Saz 461 3S LINBaadzNbaK 2SS 3FJdzSaa U0KS
A EMU

» Core CPI inflatiofs expectedinchat 1.9% y/y below the inflation target. Producer prices
hints an upside risk but wage inflation is still modest in the regiewen if more aggressive
wage claims are on the table

A Norway

» { {. Q& ImdruftidiudniyEolfidence surveyields precise information on the activity
in the sector (including the profit outlook). Signs of capacity constraints will be in focus

» b2NBSE& . I Yy QK I{aS ywReASYI WoRNBASE Q NBOSyif es
will signal huge changes in demand or credit standards

Sources: Bloomberg. SB1M est. in brackets. Key data are highlititeethost important in bold
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New cases down almost most places, no. of hospitalisations is falling rapidly
The fight against the virus is won in the rich part of the world

Hospital occupancy COVID-19 Patients in Hospitals
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A The only risk now: A new vaccine resistant virus mutation
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US mobillity is recovering, Europe remains at a high level
Asia on the wayp too, and some countries are back at {ielta levels

Google mobility Time spent outside home Google mobility Time spent outside home
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Global retail sales have flatted, global trade is declining
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
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A Retail salesose in August but has flattened since early spring as demand is on the way down in several DMs and EM
fighting with the virus. The level is approx. 3% % up vs th@anelemic level

A Manufacturing productionstagnated in August. The level is some 5% above th@gmdemic level
A Global foreign tradepeaked in May and has fallen slightly thereafter. The level is still well above thEpdemic level
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DM demand for consumer goods have peaked, EMs are recovering from a Ic
The upside potential is large for Emerging Markets

Retail sales volume Manufacturing Production
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A Retail salesn Emerging Markets x China were weak before the summer due to the setback in demand in India, and
thereafter in other parts of Asia. Now a substantial recovery is undemvidia, and other Asian countries will follow suit

A Manufacturing productionis still drifting upwards, mosilaces The manufacturing PMIs are still strong

A Norwegian oitrelated manufacturing production is down 14% vs thepandemic levet non-oil sectors are up 4%, one
of the better results in the rich part of the world. The Norwegian PMI and other surveys are signalling strong growth

(among the best in the world) °
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Global airline traffic stagnated last week, the gap to 2019 down to 19% (from
In the US, traffic fell slightly in August but is now slowly recovering ggad its just down 14%!

World Commercial flights USA Airline passengers
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A Airline traffic normally drops some 10% from the peak summer season until the end of th&lyesyra flattish o
RSOSt 2LIYSyu RdzZNAY3I 0KAa I dzu dzYCyiowih¥ gap is dealining bynatleast 1 pp Nés O 2 ¢
week

A Norwegian passenger traffiose sharply in September, but is still down; Domestic traffic by 29%, international by 70%.
October will probably be far better

10



K]
SpareBank €
l dzi2 &alrftsSa WO2YyFANNXYSRQ R2s6y Ay {SL

Sales fell by 7% (we estimated 8%) m/m, sales are down 24% vs. the 2019 average

Global auto sales Global auto sales
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A{ £ Sa A Yy | KAYLl & SNBE aAid YAFAO!I y-iétrfd are a‘m@rﬂ9%§sN201'l9KSIaI¢s indrdlia decrei
even more than we assumed

A Sales fell sharply idSand theUK EMUsales rose marginally, we assumed a further decliriuirope Japanese sales fell
sharply in Sept. UK sales are down 40%, E}hb, US28%- all vs 2019

A Sales irEM x Chindell further too¢ and are down 29% vs. 20&vith almost countries on the downside in Aug/Sept
A Norwegiansales are soaring, because the margins are much better here than elsewhere?? 11
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September, Q3 weaker than expected. Corona only partly to blame
However exports, retail sales surprised at the upside in Sept, and services recovered Y2 of July

China GDP vs monthly indicators - demand
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GDProse by 0.2% Q3 (0.8% annualised) down from 1.2% in Q2, expected 0.2%. The
annual growth rate fell to 4.9% from 7.9%, expected 5.0% The GDP level to below-the
pandemic trend path as growth from Q# has been below 5% in average

Industrial productionrose by jus0.1%in Sept, down from 0.3%, the lowest growth rate
since the setback in Jan/Feb last year. Measygdgrowth slowed 2.2 pp to 3.19,7

pp below expectation®roductionis still Zoabovethe pre-corona trend path but growth
hasslowed. Steel, cement, aluminium and autos are dowig 20% from local peaks, due
to a mix of demand and supply factoBurveys are down but are signalling growth well
north of the0.1 per monthrate (rather 0.4 m/m, 5% yl/y)

Service sector productionecovered by 2.5%in Sept,following the4.1% July/Aug drog
which no doubt was driven kthe fight against the virysand as the PMIs strongly
signalled, Sept was far better. Still, the level is still below par, and well below the pre
pandemictrend growth path. Activity will probably recover further in October

Retailsales volumes rose b§.6%in volume terms (our est.) iBept, the best since Feb.
However, the trend is weak, from Nov last year at a 2% path, at the best. Annual growt
accelerated to 4.4% from 2.5% in Augadiove the expected 3.49%Auto sales are

slowing, as elsewhere, but other sectors have also slowed in 2021

Investmentsgrew by0.2%in Sept, as in August. The history was once more revised dow
and nominal urban fixethvestmentsare barely growing anymore! Prices are no doubt
increasing; and involume terms, investments are fallinghe (still useless) accumulated
annual growth rate wag.3%in Sept,down from8.9%,0.6 pp below expectations.

Housing and other constructicstarts as well as new home safed further ¢ but not

faster in Septembemndare down 186¢ 20 %vs recent peaks.

Creditgrowth is slowed further too, and the credit impulse is negative, as normal appro:
every 4" year

Exportsrose sharphBept, while imporfell further, the latter signalling weaker domestic
demand (as the Chinese data confirms). Export volume are 16% above thamiemic
growth path (and 30% above the-p level. Imports are on par with theptrend path

CPl inflations still very low, 0.7% in total, the core at 1.2%

In sum: China iso doubt slowing but some of the JulfAug (virusrelated) weakness in
services was reversed, and exports are strong. The main risk: construction activity which
has fallen 15 20% already

12
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Q3GDP upust 0.2%q/q, exp.0.4%. Level below the prpandemic trend
Annual growth down to 4.9% form 7.9% in Q2, expected 5.0%

China GDP China GDP
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A A0.2%q/q rate equals ®.8%annualised growth pacelown from the 1.2% (5.3%) pace in Q2. Q1 was revised down by 0.2 pp once more ta
0.2%, initially reported to +0.6%. Growth reached the-pamdemic growth path in Q20 but as growth has slowed to a trickl®®the past 3
quarters, activity was below the old trend path in Q3

» The 4.9% annual rate was marginally belewxpectations

A The annual GDP growth rate was sliding down before corona, to 6%18.Q#the gradual decline in growth had continugdndcorona had
not happened; the annual growth rate would have been below 5.5% by now. The actual annual rate sii€atX9%is slightlybelowthe
pre-corona trend, measured thatay too.However, corona was no doubt to blame for the weakness in Q3, witnessing the abrupt slowdown
services

13
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Construction activity further down ireptember but no acceleration
Both new home sales & starts dow2%, sales down 18% from Feb/March, starts down 15% fro

Construction starts Housing sales & starts
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A Newhome saleshave fallen almost 20% from early 2021, following the spectacular 30% increasthé&dow in early2020. Sales
are back to the prgpandemic levef so no disaster, atleastnotyetr Yy R al t Sa TSt W2dz2auQ H: YK)

A Housing startdell further too, and starts are now more than 1d%low the prepandemic level. Starts have been running below
sales most of 2021, signalling an inventory drawdown

A Non-residential constructionrose a tad in September, but is down more than 15% since last summer, and the level is below the
pre-p level. However, the decline is not accelerating

A In sum, construction startereontheway downcl YR G KS R2¢gyaARS NARal KFa 2F O2dzNARS
real estate sectot.ook up for demand (or supply??) for stezeck nexpage. Luckily, starts have already fallen substantially , ,
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Construction & domestic demand for steel down, steel ne20%
¢KS NBlFazy YlFeé LI NIfteée 0SS GaabrgetdduE demadd i down foi réat tbl

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)

15
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Exports are still surging, imports have slowed. And a record high trade surplt
Exports 8% higher than expected, imports 4% lower

China Foreign Trade China Foreign Trade Volume
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A Exportsincreased by 2% in USD terms in Sept and 30% y/y, up from 25% in Aug, expected down to 22%. Export volumes mosblilaiy thedevel is
extremely high, up almost 30% vs the fp@ndemic level and 16% up vs. thejpandemic trend growth path! Signals still strasgmand for goods. Prices are
up 10% yly (our est.)

A Importsvalues fell 4% m/m but are up 18% y/y, down from 30% in Aug, expected up 22%. Recent months import values have stajjedearithae
climbed, import volumes some 7% since the spgiiigpm a high level. Import volumes are back to the-pe;mdemic trend growth ath. Oil and iron ore
imports werestill weak in Sept, while coal imports rose sharply

A Thetrade surpluswas sharply up in August, at USD 72 bn (s€@sa new ATH.

A For some time we have expected an export slowdown in H2 due to lower demand for goods in the rich part of tligbwbvie hae so far been wrong. The
decline in imports may signal lower domestic demand. Even if credit policy now may be turning expansionary, the lagged theopotvious tightening
may be felt in domestic demand 16
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Iron ore imports have fallen 1%+, and the trend is still down
Authorities have curbed steel production in order to bringGOrA 8 aA2ya R2g46Yy 0

China Net steel exports

China Iron Ore im ports 120 - Mill. tonn, annual rate -15.0
120 7wl tons/month 120 100 - r125
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40 China Steel
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- 30 114 Production 11
- 20 1.0+ -1.0
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 0.9 -0.9
SB1 Markets/Macrobond 0.8 - -0.8
A Iron ore import have fallemore than 1046 since late last 0.71 ro-7
summer, and fell in September, following an uptick in August 0.6 / -0.6
A Steel production has fallen sharply recent months, by more 057 /../‘/'\[ ~05
than 10%. Domestic demand is down, most likely due the 0415 -0.4
decline in construction activity 0.3 -0.3

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

SB1 Markets/Macrobond
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Oil imports flat since mid 2018, are down almost 20% (2 mb/d) since2d1

China Crude oil imports

13 1 'mb/d o138
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China Oil Production & demand
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Credit growth is slowing; but no drama yet, and growth still > income growth
Authorities seem to choose a mixed approach: Keep credit up in some sectors, slow others

China Credit growth
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China Credit growth
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A Total creditgrew at a 8.8% rate in Sept (m/m, seas. adj. annualised), down from 9.1 in August. Smoothed, the underlying rate mayshmeai¢kel, down from 13% during
last spring (and >15% during some months). The underlying growth rate is still marajiwakythe trend growth in nominal GDP (say 5.5% real growth, 2% price inflation)

Total creditrose by RMB 2.8 trl, expected 3rll(not seas. adj., total social financing, including central & local government bond, and corporate equities). Seas.aadjtdta social credit
(total ex central gov bonds & corporate equites) grew by 1.9 trl, down from 2.0 trl in Aug. No credit supply chock ftle®iergrande drama, at least not yet

Bank loangose by RMB 1.5 trl, seas adjusted, or at a 10.2% annualised paddess than expected. Growth is gradually slowing, frdi8%a rate last spring. Loans are up 11.8% yly.

Shadow banking creditose by RMB 0.#l, close to ghe Ievgl over the past 4 montlssg. Growth has slowed sharply, underlying to 6%, from 13% last sumthelowest growth rate on
record Excluding local government bon8LINKA g 1§ SQ & KI R2 4

A The credit impulse has turned negatiyéike it usually does every™4/ear or so. The ramifications may be felt in many markets

A The slowdown has been by purposas authorities have tightened, especially vs. credit supplgidebanks, especially vs. the construction sector. However, the authoritie:
have at least partially shifted the foot to the accelerator agairs they always have done after tightening too hard. In RBaQD dzii

»

»

»
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Atlanta Fed median wage growth the highest in 14 years
The median wage growth rate has accelerated to 4.2% from a dip down to 3.0% in May

USA Wage indicators USA Labour cost
10-07 bec 19 = 100 : 67 Change iy % 6
,,JAverage wage,
107.5 - - _ L
wpayroll report 108.8 5 Median wage 5
| Atlanta Fed
105.0 - 2. [5:3% growth 105.3 | N
/ ECI 104.2 \
2,
102.5 Yo 1025 W
» 34 A
P
100.0 - & ~100.0
97571 - 975
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9504 R S} 950
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A The 4.2% rate (4.5% not smoothed) is equal to the highest rate sincec2iit may still be consistent with the 2% inflation
target ¢ if productivity tC_Lrowth is 2% or better. Before the pandemic the underlying productivity growth was somé.5%.
During the pandemic the underlying trend is harder to estimate

» The real challenge: Inflation (even the core rate) has la®ve2% on average the past( years (and well above measured over any shorter time
horizon!)¢ even with an average median wage growth at 3.2%...

» Job switchers report the highest wage growth in 20 years. Those paid hourly and with low education are also up moré®tyearsn 2

A However,if wage inflation accelerates furtheand just by a fraction of what is implied by the current labour shortages or what
SMBs are reporting on compensation plans (check the next péxgeflation outlook is rather worrisome

A Other wage measures confirm accelerating wage growth, barring the Employment Cost Index (data through Q2)
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USA Wages - Actual vs vacancies USA Wages - Actual vs NFIB survey
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A More companies than ever before (data from 1986 though) are reporting that they have lifted otpli#hsompensationover the next months, as
they never before have been so unable to fill positions (the correlation is incredible tight)

A Thevacancy ratefell in August but remains extremely high

A The correlation between these two variables, and the median wage growth is rather close, with vacancies aedgilrmsy & 12 months IF this
correlation holdswage inflation will accelerate substantially from the present lewshich already is high enough vs. the 2% inflation target

A28 R2 y2i( 1y26 Cha

/ Qa ¢3S FT2NBOI ada

o dzi

S | aadzys

(and the price level to be deviate even more from a long term 2% path). However, the Bank could impossibly not havéerfacteage growth
anything close to what companies now tell or even less what the current tightness of the labour market signals

21
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Recordfew companies complain about poor sales, recordnycomplain about cost/quality of

labour
USA Small businesses Single most problem USA What's the problem: Supply or Demand?
4- St.dev, avg=0 -4 . Small businesses, NFIB: What is Cost+quality
3m smoothed Notable to fill | 40 - the single most important problem? .. of labour.. .. .| 40
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Quality of Labour
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SB1 Markets/Macrobond SB1 Markets/Macrobond

A Thus, companies report they are constrained from the supply side, not from the demand side
» In September, a much larger share of companies reported that cost of labour was the single most problem
A These data are really incredible, at least vs. the current monetary policy stance. Check the chart to the right

In the chart to the left, we have included the Not able to fill open positions, but that is not (rather strangely) natraatalé in the singlenostproblem question in the survey. We still show it at the
chart
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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 othermonth, inDecemberl979

USA Small Businesses Price Actions & Plans USA Small Businesses Price Plans
50 - Net positive, % 50 - -Index Dev. from - 7.5
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A Back in 1979, it lasted just one montigw we have been up here five months in a row

A Itis challenging to calibrate the SBM survey vs. actual inflation, as the present print is so extremely far off the tteagast 35
years experience. But surely, it tells us something. We have give it a go at the chart above to the right, and it do&preityors.
GKS aK2NI GSNY 2dzif221® LYyFtlFdA2y YI& adAiAftt &adl & ofdebdseK SNB

A Other business surveysonfirm that something special is happening, more companies than in decades are reporting higher inpu
costs or output prices
» Atlanta Fed Businessurvey report a 3.1% expected growth in unit costs. Since 2013, the expectations have been stable aR128%86
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CEOQOs less but still unusually optimistic
.. and recessions have never turned up before well after the bosses have turned negative

USA CEO Confidence vs Manuf. activity USA CEO vs consumer confidence
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2 2
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AX YR y20 0ST2NB GKS /9ha KI@S 0SSy Y2NB yS3alFraragdsS GK
A In addition, the CEOs have always (barring the 1992 recession) turned negative years before households recognised
that the party was over (right chart)

A However, the CEO survey is not a timing instrument, as it takes years from CEOs send a message to a recession hit
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CEO confidence always wanes before the stock market loses its confidence
X 0ST2NB (GKS aid201 YIFINJSG WO2YyFARSYOSQ 41y

A Now: No warning signal from the bosses!

AN LYo v ow

CEO 'Confidence

-4 1S&P 500 crashes shaded | | | | |
80 8 9 95 00 05 10 15 20

SB1 Markets/Macrobond

An important disclaimer: This time IS different. We have NOT been through a NORMAL economic downturn, and we are tenGaxitahg
19 short break may be entering something than looks like a mature part of an economic cycle! Perhaps even not the igggean(bbat
least the best paid) have taken this unprecedented cycle properties into account?
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Back on trackg below the spending rule in a strong economy in 2022
WHn 9 WHm 6SNB (KS SEOSLIiAz2ylft &SIFENRI 2F

Norway Ex oil budget deficit Fiscal indicators

150 | Structural deficit = Transfers from the Oil Fund r15.0 NOK bn, per cent 2019 2020 2021 2022
Cycle adjusted, in % of trend Mainland GDP Actual surplus, incl. oil 277 -39 -31 203
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A Fiscal policy will be tightened substantially, by 2.6% of Mainland GDP in 2022, as the need for stimulus will be rereeseddmy that is expected to
operate above trend next year. That implies a transfer from the Oil Fund equalling 2.6% of the value of the Fund, bélowrihee3m budget guideline).
We expected a 3% transfer (based on a substantially lower estimated Fund value though, the Fund value has fallen shewggkege

A¢KS FTraolrt aidlyOS aKz2dZ R 6S S@Ifdzd GSR_@a® | Wy Sdzi Nadwfrom 7.3% of GDPoyeHthekd2 A
Byearxi K2dzZAK a2YSgKIU fSaa UKy T2N 6KAOK UKS AYONBLF as fnythaltkedudGedry R Q a
somewhat expansionary to 2022 from 2019

A The surplus vs. the budget guideline equals 1% of GDP. Not many countries can match that. And not many have a 6% los@rahesipdget, when
(far too moderate estimated) oil og gas revenues are included. The real surplus may turn 20% of GDP, given current druil fovévgeas prices
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Core inflation up to 1.2%, headline up to 4.19%due to the electricity shock
Core inflation remains far below target but Norges Bank has not been an inflation nutter past :
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A CPIATE(ex. energy and taxes)flation accelerated 0.2 pp to
MOH: AY {SLIGT Ay A yFSQQaAAliK
marginally below consensus (1.2%)

» Prices were up 0.2% m/m (seadj), the highest rate since Jan

» Core inflation is running above 2% in 5 sectors, but is below
2% in 8 sectors

» Prices on imported goods rose in September, the annual rate
is at 0.9%
A Total inflationrose 0.7 pp to 4.1%, below our forecast.
Electricity prices rose further (up 107% y/glpwering
house household real disposable income by 2.8%. Howeve
if the future market is right, the average drag from summer
21 to next summer will by far lower, at ?4%2%

A The outlook

» Core inflation have probably bottomedStrong growth at
home and some impact from higher inflation abroad will
contribute at the upside (even if the impact of the latter i
not impressive, historically). A somewhat strong NOK wi
counterweigh higher prices abroad.

» CKS dGSSLI NAaS Ay St SO0NR
real disposable income but given the still rich aggregate
savings rate, consumption is probably not that exposed.
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Some special gas exports, of course. And a small Mainland deficit too
Total surplus at NOK 69 bn, ATH, or 25% of (Mainland)JJGDP

Norway Mainland Foreign trade Norway Foreign Trade total
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A TheMainland (non energy) trade deficit in goodsecreased sharply September, by NOK 10 bn to 23 bn
A Non-energy exportswere flat
A Importsfell sharply in August, due to steep decline in imports of machinery and vehicles

A Exportofoilandgast dZNHSR (G2 bhyY don oy> FTNBY yn oy Ay !dz@dzadz GKS KAIKS
bn/month level.Gas exports shot up to 61 bn! October will be far better as gas prices have climbed further

A The trade surplus in good@x ships/platforms) rose to NOK 69, an enormous amqu#8% of Mainland GDP in September, an all time high

A¢KS 32@SNYYSy i o oifandighs exphids @dydidz& awnership) in Sept alone will be some NOK 50 bn, which will be
UNF YaFSNNBR U2 0UKS 2Af Cdzy Rd ¢KI 0Qa 3J22R ySgad . dzi RKEnAygasi TN
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Gas exports up to NOK 61 bn, 4x a normal level. October will be even batter
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export up to NOK 33 bn, the best since 2008
Norway Energy Export Qil & gas prices
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Britishgast INA OSa KIF @S a1eNRO]SGSR LI ad ¢SS{1az G2 |ttt GAYS KAiuBc&relatdd toloil 4 A R
prices, which is rather unusual (but is has happened before, like in late 2005) In September, the price average wastiaiBim QUED 20/BTU). Assuming
an unch. price rest of October, this months average will climb to almost GDP 2.50/therm. So wait for even more cramverped and trade surpluses

in October!

A Crude oilexports rose marginally (in NOK fartp the best level since before the Finanaigisis when just some few months recorded even higher export

revenues

A¢KS 32 FSNYYSY (i Gen e BWImardidal A6 rdtedSKE 40 45 bn in Septemb&r | YR A ;a Attt 0SS S@Sy Y2 NI
revenues are all transferred to the Oil Fupend through the budgetrulgt KS £ 2y 3 G0SNYXY 0dzRISU NHzZ S Wl ff26aQ
revenues in just in September, leaves room for more than NOK 1.3 bn extra spending, pésrggar

A There are other andften muchmore importantvariables: Over some few weeks thisautuiirK S Cdzy RQa& @I f dz§8%y}. 8dnd yielirose, b

and the NOK rose, stock markets fell. And more could cbme
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Still mostly negative surprises but not more last week either

Citi surprise index
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Sales fell by 7% (we estimated 8%) m/m, sales are down 24% vs. the 2019 average

Global auto sales Global auto sales
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A{ £ Sa A Yy | KAYLl & SNBE aAid YAFAO!I y-iétrfd are a‘m@rﬂ9%§sN201'l9KSIaI¢s indrdlia decrei
even more than we assumed

A Sales fell sharply idSand theUK EMUsales rose marginally, we assumed a further decliriuirope Japanese sales fell
sharply in Sept. UK sales are down 40%, E}hb, US28%- all vs 2019

A Sales irEM x Chindell further too¢ and are down 29% vs. 20&vith almost countries on the downside in Aug/Sept
A Norwegiansales are soaring, because the margins are much better here than elsewhere?? 32
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Sharp setback in auto sales in most EMs x Chinagemd in rich countries
A sharp setback in India, and this time not due to closed auto shops (like in April/May)

EM ex China Auto sales DM auto sales
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China: The main takeg

September, Q3 weaker than expected. Corona only partly to blame
However exports, retail sales surprised at the upside in Sept, and services recovered Y2 of July

China GDP vs monthly indicators - demand
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China GDP vs monthly indicators - supply
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GDProse by 0.2% Q3 (0.8% annualised) down from 1.2% in Q2, expected 0.2%. The
annual growth rate fell to 4.9% from 7.9%, expected 5.0% The GDP level to below-the
pandemic trend path as growth from Q# has been below 5% in average

Industrial productionrose by jus0.1%in Sept, down from 0.3%, the lowest growth rate
since the setback in Jan/Feb last year. Measygdgrowth slowed 2.2 pp to 3.19,7

pp below expectation®roductionis still Zoabovethe pre-corona trend path but growth
hasslowed. Steel, cement, aluminium and autos are dowig 20% from local peaks, due
to a mix of demand and supply factoBurveys are down but are signalling growth well
north of the0.1 per monthrate (rather 0.4 m/m, 5% yl/y)

Service sector productionecovered by 2.5%in Sept,following the4.1% July/Aug drog
which no doubt was driven tithe fight against the virysand as the PMIs strongly
signalled, Sept was far better. Still, the level is still below par, and well below the pre
pandemictrend growth path. Activity will probably recover further in October
Retailsales volumes rose b§.6%in volume terms (our est.) iBept, the best since Feb.
However, the trend is weak, from Nov last year at a 2% path, at the best. Annual growt
accelerated to 4.4% from 2.5% in Augadiove the expected 3.49%Auto sales are

slowing, as elsewhere, but other sectors have also slowed in 2021

Investmentsgrew by0.2%in Sept, as in August. The history was once more revised dow
and nominal urban fixethvestmentsare barely growing anymore! Prices are no doubt
increasing; and involume terms, investments are fallinghe (still useless) accumulated
annual growth rate wag.3%in Sept,down from8.9%,0.6 pp below expectations.

Housing and other constructicstarts as well as new home safed further ¢ but not

faster in Septembemndare down 186¢ 20 %vs recent peaks.

Creditgrowth is slowed further too, and the credit impulse is negative, as norme
approx. every # year

Exportsrose sharplysept, while importell further, the latter signalling weaker
domestic demand (as the Chinese data confirms). Export volume are 16% abo
the prepandemic growttpath (and 30% above the-p level. Imports are on par
with the p-p trend path

A CPl inflatioris still very low, 0.7% in total, the core at 1.2%

In sum: China iso doubt slowing but some of the JulfAug (virusrelated) weakness in
services was reversed, and exports are strong. The main risk: construction activity which

has fallen 15 20% already
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Q3GDP upust 0.2%q/q, exp.0.4%. Level below the prpandemic trend
Annual growth down to 4.9% form 7.9% in Q2, expected 5.0%

China GDP China GDP
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A A0.2%q/q rate equals ®.8%annualised growth pacelown from the 1.2% (5.3%) pace in Q2. Q1 was revised down by 0.2 pp once more ta
0.2%, initially reported to +0.6%. Growth reached the-pamdemic growth path in Q20 but as growth has slowed to a trickl®®the past 3
quarters, activity was below the old trend path in Q3

» The 4.9% annual rate was marginally belewxpectations

A The annual GDP growth rate was sliding down before corona, to 6%18.Q#the gradual decline in growth had continugdndcorona had
not happened; the annual growth rate would have been below 5.5% by now. The actual annual rate sii€atX9%is slightlybelowthe
pre-corona trend, measured thatay too.However, corona was no doubt to blame for the weakness in Q3, witnessing the abrupt slowdown
services
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GDP price deflator up td.7%,from 5.3%
Nominal GDP up 8.8%y/y

GDP Nominal & Real
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A Manufacturing producer prices (PRPe up almost 10%y/y (quarterlyavg, while CPpricesare up just 0.8%y/y
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Thesteady rise of services as share of GDP isaestablished; but it soon will

China real GDP China GDP
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A Not all sectors havget reported nominal Q3 data yet

Value added per sector (= satesost of purchases from other sectors)
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TheinvestmentGDP ratio istrending down but is still very high, above40%
Justfew countrieshaveinvestedmore than 35%of GDP for morgéhan a short period

EM Investments China Investment/GDP ratio
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A Such a high investment level is no doubt a warning sign, the risk of overbuilding must be substantial. In several
countries, periods with high investments, have been followed substantial setbacks (if investments contracts rapidly, lik
Thailand and South Korea) or a prolonged period of slow growth if the investment level declines over time (Japan)

A However, some researchers questions Chinese investment data. They are aggregated from local governments, and
these regional data do not seem reasonable. A calculation *) indicates that the investment level is far lower than state
in the national accounts (and that GDP growth has been slower than official figures tell).

*) WenChen et al: AorensiExaminationof/ K A yatiéhalAccountsBrookings2019 38
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We may blame China for many things. Buhis not beema drag on the worldec.
The risk going forward: A substantial decline in construction activity

Global GDP - who contributes? Share of global GDP, IMF PPP
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A JustChina has so far reported Q3 data
A Measuredin purchasing parity adjusted prices, the Chinese GDP has been larger than the GDP in the US since 2017
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Industrial production upjust 0.1%inSept, ¥ NJ 6 St 246 (GKS WYy
Official y/y growth rate dowr2.2p to0 3.1%,0.7 pp belowexpectationsLevel still 2% aboveptrend

China Industrial production China, Industrial production
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A Our calculationsuggest a smaller decline in the annual rate6 %

A Production grewby 0.1%m/m, the weakest growth rate since duritige sharp setback lastan/FebSharp production cuts in steel and
cement, and novaluminiumandautos(all down 10c 20% from recent peaks$)avecontributed to the slow monthly growth

A Productionislf: | 62 @S (KS R%abovidavwahsofiablepiebrona grdvth pathNot that bad

A Both supply and demandiactors may be limiting factors the coming monthsupply side probably most important shaerm but
construction poses a substantial risk on the demand $dsiness surveys signal somewhat slower groatid well above the 0.1% rate in
September
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Steel, cement & aluminunfurther down in Septembe
All down10%- 20%+ from the peaks in late 2020 or early 2021!

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@ hptatluction was well above
the 2020 levet production must be cut in H2 (some 12%)

» Both production and demand (including inventories) dosvn more than 20%, alongside the decline in construction starsh¥8eme there are more
reasons for the cut in steel production than the 2030 d&get, like local pollution, fear of overbuilding, and too rapid d@restpansion, especially
among heavily indebted real estate developers (read: Evergjagdeck the long term chartere

» OtherWO2y a i NHzOGA2Yy NBfFGISRQ aSOG2NAE f A(ubplal glask 36addly dovRin 8épty G S It | aa KI O
» Auto are yielding too, due to lack of componegias in the rest of the world
» Growth in still strong in electronics, furniture and metal products 41




SpareBank

MARKETS

Electricity productionup in Septemberbut has almost flattened
Domestic transportmay have slowed somewhatpartly Covidrelated (data just througiiug)

China Electricity production
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China Trade and transport
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A Seaport traffic is not terrific either, somewhat strange given the surging exports (but imports have slowed)
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Retailsales gained speed in September but ttrend is not impressive at all
Real sales rose 0.6% in Sept (our c#le)bestsinceFeb, the nominal y/y rate 4.4%, 1 ppoveexp.

China Retail sales, volume China Retail sales, volume
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A Nominal retail salesvere up4.4yly in Segs, up from just 2.5%n August,and above markeexpectationsat 3.4% (These
annual growth rates are close to useless due to the ledfsets)

A In nominal terms sale®se by 0.3%mn/m in Sept,we assume it rose b§.6% involume terms

» Since last November the underlying volume growth rate has been less thae#8te the pandemic growth equalled some % and the
slowdown is dramatic. Thigght against thevirusmayexplain some of the slowdown, but it is probably more than that

A Sales volumes are 5% below the pandemic trend pattt and underlying growth is very low
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Investments on anew, and a much slower growth path
Monthly growth at 0.26 in Sephistory revised downagaing and level i8%below preCovidtrend!!

China Fixed investments China Investments - nominal & real
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A MeasuredYTD nominalurban investmentsose 7.3%in September(still a silly number, due to the setback last spring/summer),
down from8.3% inAugust,0.6 lower than expected

A Growth m/m was just 0.2% in nominal terms in September, and the previous monthsweasmore revised down (for thsh
month inrow!). Growth was gradually slowing before the pandemic, to some 0.4% per month. Now growth is far slower, just
0.1% per month so far in 2021! As inflation has picked up, investments must be falling in real terms! We now even estimate a
zero growth in real terms in September

A Theinvestmentlevelis 8%below the prepandemic growth trajectory, and the gap is off course not closing now. The only

positive twist: The level is above the PDER level 44
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Construction activity further down ireptember but no acceleration
Both new home sales & starts dow2%, sales down 18% from Feb/March, starts down 15% fro

Construction starts Housing sales & starts
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A Newhome saleshave fallen almost 20% from early 2021, following the spectacular 30% increasthé&dow in early2020. Sales
are back to the prgpandemic levef so no disaster, atleastnotyetr Yy R al t Sa TSt W2dz2auQ H: YK)

A Housing startdell further too, and starts are now more than 1d%low the prepandemic level. Starts have been running below
sales most of 2021, signalling an inventory drawdown

A Non-residential constructionrose a tad in September, but is down more than 15% since last summer, and the level is below the
pre-p level. However, the decline is not accelerating

A In sum, construction startereontheway downcl YR G KS R2¢gyaARS NARal KFa 2F O2dzNARS
real estate sectol.ook up for demand (or supply??) for stezleck nexpage. Luckily, starts have already fallen substantially ¢
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Construction & domestic demand for steel down, steel ne20%
¢KS NBlFazy YlFeé LI NIfteée 0SS GaabrgetdduE demadd i down foi réat tbl
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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)

China Credit vs construction
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Exports are still surging, imports have slowed. And a record high trade surplt
Exports 8% higher than expected, imports 4% lower

China Foreign Trade China Foreign Trade Volume
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A Exportsincreased by 2% in USD terms in Sept and 30% y/y, up from 25% in Aug, expected down to 22%. Export volumes mosblilaiy thedevel is
extremely high, up almost 30% vs the fp@ndemic level and 16% up vs. thejpandemic trend growth path! Signals still strasgmand for goods. Prices are
up 10% yly (our est.)

A Importsvalues fell 4% m/m but are up 18% y/y, down from 30% in Aug, expected up 22%. Recent months import values have stajjedearithae
climbed, import volumes some 7% since the spgiiigpm a high level. Import volumes are back to the-pe;mdemic trend growth ath. Oil and iron ore
imports werestill weak in Sept, while coal imports rose sharply

A Thetrade surpluswas sharply up in August, at USD 72 bn (s€@sa new ATH.

A For some time we have expected an export slowdown in H2 due to lower demand for goods in the rich part of tligbwbvie hae so far been wrong. The
decline in imports may signal lower domestic demand. Even if credit policy now may be turning expansionary, the lagged theopotvious tightening
may be felt in domestic demand 48
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China is running a substantial current account surplus
The C/A surplus was above 10% of GDP in 2007, fell to zero and is back to 2% again

China Trade & current account surplus China Current Account
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A The trade surplus goods was some 3% % in Q3

A In services, China runs a 0.6% deficit (Q2), down {88min 201% 2019(but from zero 10 years ago). For the time being,
the Chinese do not travel abroad (and we do not visit them either)
A China runst marginal deficit in net (mostly capital) income from abroad, even if the cohasya huge net + financial
position
» China has invested much in low yielding US government bonds; foreigners are investing in profitable production capawty in Ch
49
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Iron ore imports have fallen 1%+, and the trend is still down
Authorities have curbed steel production in order to bringGOrA 8 aA2ya R2g46Yy 0

China Net steel exports
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Coal imports sharply up in September, up to one of the best months ever
Guess they found out that they had too little of the dirty stuff

China Coal imports (s.a.)
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