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Last week: Theiws, part |

Still no consensus on the health consequences of the Omicron variant other data points are
confusing too¢ 3 weeks into the & wave
South Africa

A Growth in new cases slowed further last week, and in the Gauteng province there is no growth at all, from incredibleatigtatgs the
previous weeks. How come? Mobility is not that much reduced. Is herd immunity reached? What is the real infection rateietth?

A Growth in hospitalisation slowed in both Gauteng and-i i total. The hospitalisation rate has fallen to 6% from some 2@eimge during
earlier waves (but data have been volatile). Of those hospitalised:

» approx. 9% need treatment in a ICU unit, down frong 20%- a 50% reduction
» 3% need treatment in a ventilator, down fronz710%, a 66% reduction
» 14% are given oxygen, down from approx. 20%)% reduction

In sum, if 1/3 as many as hospitalised as with Delta, and 66% fewer of them need the most intensive care in a \hathatmth risk when infected by
Omicron may be some 1/10 of a that from a Delta infection

A Death statsconfirm that Omicron creates less sickness-ik, $he CFR has fallen to 0.2%, less than 1/10 compared to earlier waves
Denmark
A Omicron cases are exploding:
» hYAONRY OF &a8& dzLJ mm E L aid &8g1tb WAttt ENBOAPOSPHSBR HIRIIANE ¥A BPH NN
» hiKSNJ aGNI Ayad 6SNB dzLJ mouw EPQnpQ 6SNB AyFSOGSR flrad 6SS1Z dzLJ FNRY orT

» Late last week, Omicron approached some 35% of the virus market, and will very likely take it all in some few daysyaflsahili to restrictions/individual behaviour
¢ but not sufficient to stop the Omicron from spreading rapidly

A Danish researchers report than 1% of those infected need hospital treatment, in line with the earlier strains (which thargpdrted higher
rates) . If they are correct, a disaster of course, given the explosion of ¢bssgstal data will be essential the coming we8kl! far, no explosion

Norway

A Theno. of cases flattened last weeRhe spread of the Delta virus is very likely reduced by a substantial reduction in mobility. In number terms,
the Omicron variant is not yet able to compensate for the decline in Delta cases. However if Omicron spreads like in(@athmhagems
unreasonable to assume anything but that), growth in new cases will pieigaip. New restrictions were imposed but far from a full lockdown

Elsewhere

A Several research projects confirm the hypothesis that Omicron seem to be less harmhttacki and stain the upper respiratory system, not
deep down in the lungs. At the same time, it spreads far easier

A still,we have seen no reference to research statima the risk for hospitalisatiomlue to Omicron isignificantly lower in the rich part of the
world, even itthat seemdo be the case ibouth Africa

A[FLGS trad ¢SSz GKS hYAONRY WOlFIYSQ G2 GKS !{= 4 tSrad ra |y A
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Last week: Concerted central barction, morehawkish than expected in UK/No

A Federal Reserveonfirmed a more rapid tapering, and paved the way for a spmikg in the Fed Funds ratethe market says 50/50
for a March hike. The dot plot (the FOMC members interest rate paths) were lifted more than ever, by up to 70 bps, asf thikaso.
were doubled to 6 before end of 20d3ws a highly unusual policy shift but still not a surprise. Powell told us that he acknowledged
that inflation was not transitory, and that policy had to tightenedmore than 2 weeks ago (after beenye2 YA Y I G SRX0 X |
FMOC member started weeks/months ago. (At the press conference Powell told us vividly about the indicators that cante in, whic
literally (finally) brutally made him change his mind (the ECI, labour shortages, prices increases etc, a really menmuoeible mo
Powell also reasoned on when the maximum employment target is met: In the end, wage inflation will tell us,djestad we
always have been stressiggnd then he said that the labour market was tight, and the wages were @singt (i S NX
» The very short end of the curve rose some few bpsfrom 2023 and onward, impliegites fell, and just technology stock struggled. (By end of week,

stocks fell probably more due to Omicraworries, than fear of tightening)

» Even so, there a challenges ahead: The FOMC expect the price level to deviate sharply from the 2% path the cominpgearsetitne, maximum
employment targemustmore than fulfilled ateast next year, as unemployment is expected to fall to 3.5% and stay there, at a levetlemsgumed 4%
NAIRUrate¢ Kdza > UKS CSR YA3da4Sad O0Z2U0K®MPEFKAWRAU 2 UU I QDI NRAR yIHU Gd@dgethK8a lUBE UdH R

» Wage inflation will not slow before demand for labour weakens substantially. So, expect more policy tightening, if theyedmesonot slow by itself. In
fact, historically recessions have usually been the remedy for such problems. In addition, higher wage inflation wiloidkers into profits the coming
2 years, as always when the labour market is too tiflhe outcome for richly priced risk markets seems to be sealed whatever outcome, growth will slow
substantially with or without higher rates

A The ECBecided to end the EUR 80 bn/month pandemic bond buying program (PEPP) by March, as indicatetoezotignensate

for the abrupt halt, theordinary APP asset purchasipgpgram willincrease its buying by EUR 20 bn/month in Q2, and 10 bn/m in Q3

and thencontinue at theldzy RS NI € A y 3 20 bhlh 0 Q4lr2sdim, QE isvscaled substantially begill QE will continue.

Inflation has moved up at the agendaut no interest rate hike is in the cards before 2023, Lagarde stressed. Wage and price inflatic

is far less of a problem in the EMU compared to the US. A far less expansionary fiscal policy explains at least sorseepfaheyd

A Bank of Englandurprised the market by a 15 bps hike to 0.25%, even if Omicron worries are increasing by the day in the UK. Infla
Is accelerating and the bank signals that monetary policy will have to be tightened. Markets expect the BoE to hikeekttyaas n

A Norges Bankiked the signal rate to 0.5% and lifted the interest rate path from early 2023. We expected a hawkish pause, no hike
a steeperinterest rate path from H2 next year. If the bank had followed its main mallitsmechanically (which it should not at all
times), our hawkish pause would have been the outcome, as almost all factors contributed at the upside. A much larggeand lon
flradAy3a R26y o6l NR NBOAAAZ2Y 2F WR2YSAGAO alAyflyR RSYIlyweQ G
the drag will materialise. Thus the risk is still on tipside¢ as soon as the virus is gone, that is

A A lot of EM central bankgiked their signal rates, and in the EM x China universe, rates are in average back to the pre pandemic le

JustTurkeycut the policy rate, and the LIRA plunged another 15% last week. How dare the centrakcbapta 6.3% negative real
interest rate? Thev must be crazv!
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Lastweek Theeconomy

A Preliminary December PMIs

» The preliminary PMIsvere weaker that expected, and we forecast a 0.9 p decline to&@#8ich is still above average, signalling almost 4% global
GDP growth, well above trend:he manufacturing PMiose marginally (the output index) whiservicesreported slower growth everywhereno
doubt due to the virus challenge&lK and Germanwas hardest hit. The delivery times index eased, as did prices indices in the manufacturing sector
(however not in services), signalling the inflation may be close to peak too. Raw material prices/freight rates hawtealed/faclined somewhat

A China

» November dataconfirmed underlying slower growth but no further slowdovimvestments and retail salesave entered new growth paths, far
below the prepandemic trajectoriesConstruction starts (and salespse somewhat following the 2025% setback during 2021 but it may just be
white noise Home priced: NE FLEtAy3a odzi 2dzad + G F YSFAdZNBR LI OS FyR y2 0d2SNEQ
homes is biggest China risk, as real estate developers cant be taken care of (restructured) as long as somebody whestafbugdustrial
productionis growing at a slower pace but remains above thegaademic growth path, supported by incredible strong exports (supported by
incredible strong demand for Chinese goods, especially in the US). Steel production stabilised in November

A USA

» Retall salesurprised at the downside, and core goods volumes probably Belt they remain 19% above the pre pandemic lettlsing starts
were better than expectedManufacturing productionis recovering and just auto production is still low, 14 below the pre pandemic level

» Small businesses are rather pessimistic vs the outlook, but NOBODY complains about sales/competition and everybodyatmotpébiosr
shortages, cost & quality. Never before have some many companies reported they plan to hike prises the coming months!

» ThePR reporting hilarious prices increases but there are some good néwste prices ex food and energye easing, always the canary in tine
» TheBidenBuild Back Bettetla 2 OA ' f A Y FNI a0 NHzZOGAZINBQ LI Iy KIFI @S LINPoOolFofeé AGNIYRSRX
A EMU

» Labour cost inflatiormay be higher than before, but the underlying trend is no more than 2% % (vs. 1%+ until 2017), still too low to generate 2%
growth in Unit Labour Cost, or 2% CPI inflation over time

» Inflation has surged in the EMU too, but there are not many warning lights compared to the US. Base effects and energy explainsfttieemos
current high annual growth rates

A Norway

» NAV registered unemploymerfell further in the first part of December, and at 2.39a¢hat the 15t decimal), the rate was 0.2% beldv2 . F Q& &
However, now companies within the hotel & restaurant sector may furlough many workers again as restriction and changesrar bamaviour
have sharply cut demand. A new wage compensation scheme, that was made much more attractive at Sunday night, might ung&entiead
unemployment invisible at the NAV. New vacancies feliitand the no. of new jobless claims rose too

» Thetrade surpluswas fantastic in November too, guess you know why. BTW, Mainland exports are up almost 30% last year (but that is not the big
contributor)

» Consumer confidencplungedin December, according to the Opinion surveyNbv+Deca 3.5st.deviationdecline, aull cycle downturn to almost
all time low.Seems like we not appreciatige high electricity prices nor th@rus circumstances. For googasons 5
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The Christmas Calendar: Focus will still be at the Omicron variant

Time [Count] Indicator [Period] Forecast  Priof
Monday Dec 20
A China
: eading Index ov . . A - « A ~ A “ A A~ A
Tuesday Dec 21 s » hy ySg &SI NI aDesahBer PMisBSar théy hayeSsigrilled
06:00SW _[Home prices somewhat slower growth than normal but no abrupt slowdown, in line with real
09:00SW |Economic Tendency Survey |Dec 118 economy stats
09:0JSW |Consumer Confidence Dec 99 99.7
16:0JEC [Consumer Confidence Dec A -8.1 -6.9 A USA . . .
Wednesday Dec 22 » Personal spendinglowed in November, but probably remained above a decent
09:3JSW__[Retail Sales MoM Nov 0.4% income growthg and if so, the savings rate fell further, from a level equal the pre
14:30US _ |Chicago Fed Nat Activity Index|Nov 0.4 0.76 pandemic position
igrgg 32 gDF; %OQ, dfi?:al estc — ?E)QT 2-111‘); féé‘i » Durable ordersare still going strong, and surveys do not indicate any slowdown
N nt. r ns. nt n .J . . . . . .
R R R T BT » New and existing home saleand well as the best'? handprice indiceswill
Thursday Dec 23 probably reveal a still robust housing market. However, the mortgage spread (vs gov
08:0JNO _[Unemployment Rate AKU __|oct G5%] 3% bonds) have widened by 60 bps (30y) from the bottom very likely as the tapering
08.0NO__|Payroll stats, wages Nov has become a reality, and the decline in the long bond rate has not been felt by
14:3qUS__|Initial Jobless Claims Dec.18 2054 206K A homebuyers
14:3QUS  |Personal Income Nov 0.5% 0.5% EMU
14:3dus [P | Spendi N 0.6/  1.3% . _ .
sl TocE D voy Y » Consumer confidenchas fallen somewhat, but nothing like we have seen in the US
' eflator Yoy Hov 1% 50% Norway. December will turn out to be more troubleson@r2dit growthis still
14:3JUS__|PCE Core Deflator MoM Nov 049 0.4% or do tay' ece urnou u 9
14:3qUS _|PCE Core Deflator YoY Nov 459 419 A modes
14:3JUS |Durable Goods Orders Nov P 2.0 -0.49 Norway
E‘gg t’é E""p (;00“3 grfers Nondef Ex ‘,‘:"V P ‘;77(‘1 ‘;Z;/k » The LFS (AKU) unemploymends fallen sharply recent months, and will probably
e 5‘” ome >&es v decline further in OctobefaygSeptNov)g with no impact from the current
T 32’7 lockdown in the hotel/restaurant industryi.nepayrolls statisticswith wages will be
00:50 JVN Rotal Sales VoM Nov o0 published too, probably the best gauge for employment grogvtitich has
08:0JNO _ |Retail Sales W/Auto Fuel MoM [Nov (-1.5% 1.0% II’ﬂpI’?SSIVG. Untl! 2 half of December, that I_S .
Tuesday Dec 28 » Retail salesose in November but we are still confident the level above the long
00:50JN |Industrial Production MoM Nov P 4.2% 1.8% term trend
15:0dUS  [S&P CoreLogic CS 20-City YoYOct 18.5%  19.19
Wednesday Dec 29
10:00EC [Credit growth Nov
14:3JUS |Advance Goods Trade Balance{Nov -$88.7 -$82.94
Thursday Dec 30
14:3Jus  [initial Jobless Claims | Dec-25 |
Friday Dec 3
02:0JCN |Services PMI Dec 52.3
02:00CN |Manufacturing PMI Dec 49.9 50.1
During the next week
|GE  |Retail Sales MoM [Nov [ -019 -0.39

Sources: Bloomberg. SB1M est. in brackets. Key data are highliffeethost important in bold 6
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Gauteng SouthAfrica: New casesre slowingrapidly
Mobility is notmuchaltered ¢ is herdimmunity reache Is testingabolishe®

Gauteng Covid cases & deaths
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A Mobility has not changed much in South Africa, like we have
seen during previous virus wave$¥ecause the population

recognises that Omicron is not that dangerous, health wise~ 2500

(See more next page)

A Gauteng has typically reported a Case Fatality Rate at 3% L
with huge variations, & 8%. Now the CFR is at 0.2% and thi
number probably includes patients that have been
hospitalised before being infected, or have had other health
problems, in addition to a Covid infection

Gauteng Covid cases & deaths
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One outlier for both new cases and deaths are corrected
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South Africa: Growth in new cases is slowing sharply
In addition, growth in new hospitalisation is slowing ©6% of positive cases are admitted

South Africa Covid Cases & hospitalisations South Africa Covid Cases & hospitalisations
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A The average hospitalisation rate have been some 20%, now its down to 6%. However, the rate has been rather volatilever tirag@resent rate is the
lowest ever measured

» The SA health minister last week said that the hospitalisation rate was below 2%. We are not sure what figures he is refeMifegdid not recognise any of the other data he presented
either (we are using the officiatANICD data)

A The no. of new admissions to hospitals rose by almost 90% last week (preliminary data), which is still lower than tha geswthses some days earlier

A Thekno. of patients in hospital rose by 40% last week, which also is less than the growth in cases some days earlief patienis.is approx. %2 vs. previous
peaks

A{2 FINIAY (GKS WhYAONRBY ¢ 0SQ> mMTtTpQ LISNE2Yya KIFI @S (SadSaR6%M2aAAGA DTS Ay
AcKS w2yte AYLERNIFIY(HQ Ilndzé aGA2Yy y2¢ A dhezedl noig rabki rBuchéhigherithar the$io. dEBdsifive tEsk casss.
herd immunity is reached, though depending of the rate of previous infections, vaccinations etc) , it would of anywagedfecauerrific storyg the virus is

beaten down'without serious problems in the hospital sector 8
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Denmark is on the alert: Omicron up 11 x last week, Delta 1.2

Denmark New Covid cases

last days

New cases, 7 d avg

IWeekly growth

10,000
1,000
100
10

J F M A M J J A S O N
21

D

11200
5600
2800
1400

700
350

175
125

SB1 Markets/Macrobond

DenmarkNew Covidl9 cases
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A Omicron cases are exploding:
» hYAONRY OF&asSa dzJ mm E flLad 68

1.200cAyYy | WF¥dA teQ @ O0AYyl GSR LR
» hGKSNJ aGNI Aya 6SNB dzJ mdH ED
from 37Q

» Omicron will capture the virus market is just some few days,
barring a miracle

A The hospitalisation rate has fallen somewhat, but the
calculus is uncertain as the number of cases is
growing rapidly. The rate is still above 1%. We will
soon know the real hospitalisation rate of Omicron 9
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Denmark at the top of the list!
COVID-19, New Cases

Per 100' persons, % last %
14 days (7 d pace) Now & previous week last
-1000 0 1000 2000 -50-25 0 25 50 75100 week
A 16 countries were reporting more casé last week up from 14 Denmark —® 2168 . 39 Denmark
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More hospitalisations in Europe, and the in the US as well
Levels are still not high vs earlier waves

Hospital occupancy COVID-19 Patients in Hospitals
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The number of hospitalisations down in Austria and Netherlands
.. And UK has flattened. Just a very moderate grawfbenmark (and faster in Norway)
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COVID-19 Patients in Hospitals

256

| France 227

Per mill -

<Austria 206

~US 189

N

Netherlands 125

QSOuth Africa 122

\UK 112

\Denmam81

\Germany 73

Norway 67

Spain 63

-4

| Oct | Nov | Dec

21

Jul | Aug | Sep

SB1 Markets/Macrobond

K]
SpareBank o

12



K]
SpareBank €

MARKETS

Norway:. Growth in ew cases suddenly slowed through last week
Hospitalisationgboth flow & stock) is still on the way up, but growth is slowing somewhat

Norway Covid-19 cases & Hospitalisations

Norway Covid Cases & Hospital occupancy 54001 1920
2560 - Cases pr100" -+ 2560 3200 s d’:zgfvjjes’ 7davg /...l 96.0
over 14 days 1600 - - 48.0

1280 - ' ‘ -1280 New Hgspitalisations ->
800 - - 24.0
640 - Hospital Occupancy ' ‘ - 640 400 - L 120

10 days lagged
320 - - 320 200 6.0
100 - 3.0
160 - 160
50 - 1.5
80 - - 80
40 i L 40 SB1 Markets/Macrobond
20 L 0 Norway New hospitalisations, % of postive
6 1 New hospitajisations lagged 5 days vs. postive tests -6
7 days average in both series
10 - | | - 10 5 L5
SONDJFMAMJ J A S OND
20 21 41 4
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A Not easy to spot any Omicron impact, but behaviour is ,
at the same time changed
14 -1
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Suddenly after mild changesn behaviour cases havstabilised
Theremaybe morehiddencaseghan before. Growth in noof hospitalisedpersons haslowed

too

Norway Covid Cases & Hospital occupancy
150 - Growth over 7 d ays [ - 150
125 + ' ' New cases, 7 d avg[ 125
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Austria is opening up, others are closing down
Total economic activity is probably not that munch hdudst a small reduction in mobility in Sotar

Google mobility Time spent outside home Google mobility Time spent outside home
110 1 Feb-20 = 100 - 110 150 7 Feb 2020 = 100 1950
100 - -/United States 90 140
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40 - 40 - 60
- 50
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204 20 - 30
JMMJ SNJIMMIJI SN J
20 21
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A The reduction in mobility is so less than during
previous virus fights, at least outside Austria (were
cases are falling rapidly)

A Mobility in Asia is on the way up, and some countries
are back at préelta levels

15
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Herewe go (or rather not go) again
Mobility in Norwaysharplyreducedfollowing the new restrictiongadvices especiallyin Oslo

Google mobility Time spent outside home
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Google mobility Time spent outside home

110 -

100 -

80 1

70 -

60 -

50 1

40

90+

Feb 2020 = 100

- 110
-100
L _an
e == - - |
Norway 84

SB1 Markets/Macrobond

16



K]
SpareBank €

MARKETS

Global retail has strengthened recent months, global trade is sliding down
Manufacturing production has been flattened due to the problems in auto industry

Global Retail sales, industrial prod. & trade Global retail sales volume
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A Retail salesose further in October and is 4% % up vs thepaademic level

A Manufacturing productionhas stagnated since Aug mostly due deep cuts in auto production. The level is some 5% abov@ainel@mec
level in October

A Global foreign tradepeaked in May and has fallen slightly thereafter. In September trade volumes fell more than 1%. The level is still more
4% above the prgpandemic 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 x China, and the recovery has started

Retail sales volume Manufacturing Production
20 % change from Dec 2019 - 20 154, ~China 12
% change from Dec 2019 World SBTM 5
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UK 9 | Nor x oil
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EMU 5 Ntaly 2
S ~China 5 \USA 2
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<EM x China 0 Spain -2
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-5- - -5 France, -3
\South Korea -3
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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 otbier par
Asia. Now a substantial recovery is very likely underway

A US retail demand istill very strong, although marginally below the March peak
A Manufacturing productionhas been hampered by a deep decline in auto producfidre manufacturing PMIs are still strong
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Global airline traffic still gradually on the way up, still down 17% vs. 2019
Recent European traffic data somewhat better

Airline passengers

World Commercial flights 251% change s Feb-20, seag ad) -
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A Until November, strong growth in no. of passengers in ‘Germany -32
Europe, and the gap vs the US was reduced ’;f”#“o
A The fight against the Delta has reduced aircraft 50

movements in Europe, especially in Austria (lower charl Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
to the right), at least until last week 21

Eurocontrol/SB1 Markets/Macrobond
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Delta & Omicron create new challenges for the restaurant industry
At least in Germanyg but somewhat also in UK (and Irelargddnd now in California too??

Restaurant reservations OpenTable USA Restaurant reservations OpenTable
150 1 Change % from 2019, 7d av - 150 75 1 o, change from 2019 B L 75
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A Still, Europe is not locked down (at least not yet)
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Inflation may be peakingrew soon¢ at a high level
Energy prices the main culprit, but core inflatioas turned up more places

Core CPI Inflation CPI Inflation |
3 - Core inflation y/y, in % E Fob 20 RUSA49 | 61 Feb 2

5

<OECD 3.2
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PMI down in December as services yielde@ut growth > trend signalled
We estimate a 0.9 p decline in the global composite PMI to 63.9% GDP growth pace signalle

Global PMI vs growth
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PMI Composite
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Source: IHS Markit, SB1 Markets, Macrobond

A The flash composite PMbecember estimates fell andore than expectedverywherec and the most in EMU and UK where services reportec
substantially slower growth (with Germany as the laggard in the EMU, down to contraction mode). The virus outbreak i tooldaoiz!
» US s still in the lead, but both EMU, UK and Japan are reporting growth
» The manufacturing output index rose marginally, while the service index fell sharply
A The delivery times indefell for the 2¢ month in row¢ andprice inflation slowed Growth may be moderating somewhat but orders are still
growing faster than normal, also in the rich part of the world. We doubt a sudden corona related decline in demand engtathsced pressure
in the value chain but perhaps a gradual normalising of demand for goods in the rich part of the world an less hoarding@ftestmas season

ease the supply chains bottleneck?
Our estimates are based on the preliminary PMIs from US, EMU, Japan UK, and Australia. The estimates are uncertaig,dydiessuhbn 0.5 p
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Manufacturing still going strong, services slowed visibly, and the most in EML

PMI Manufacturing Output
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Global PMI

Growth in manufacturing orders are slowly slowing, are still growing above tr
The delivery times index fell further in December but remains at a very high level
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Global Manufacturing PMI Global PMI Manufacturing
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A The current capacity in the manufacturing sector is more than reachelde question is of courslow much is capacity (transitory)

impaired by the fight against Covi®? It is impossible to know before after the fact. Delivery times have increased more than growth in

orders or production normally explain

A However, problems are most acute in Western countries where demand for goods have been much higher than normal. Thatateay indi
y 2 Uexcgpbidnd stranlg Mémiared foAgwoqdibf sodikEeuogedaly NJ U K S NJ

GKS Wy 2NXIEQ OF LI OAd

e Aa

exceptionally fiscal and monetary policy measures during the pandemithe main reason for the surge in delivery times aridgs
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Delivery times index further down in December
Are delivey times increasing less fast or are they slowing?

PMI Manuf. Suppliers' Delivery Ti

mes
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Al 2y3 RSEtAOSNE (GAYSa KI @S
while delivery times have not been that problematic in
Emerging markets, China included

A The global delivery time®MI subindex(changes in delivery times vs the previous moiriehed down in both November and December,
signalling some easing in congestion in the supply chains
A The interpretation of this index is uncertaig are companies really reportirchangesn delivery times?

» This index as been above 50 most of the time (the past 20+ years), signalling longer delivery times. However, delibane taemcreased almost all
the time ¢ they have rather fallen! Companies may be reporting the level of delivery times. If so, delivery times are noatiogatrehile the index
formally reports than delivery times are increasing at a marginally slower pace

[K]
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Price indices have peakegraw material prices have calmed down
However companiesare still reporting veryrapid price growth in the rich part of the world

PMI Manufacturing Input prices PMI Manufacturing Output prices
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A Even sosomerelief
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November data confirms a slowdown, not a sudden stop
Weak retail sales, construction stabilised afterZBY% decline, manuf. hatowed, services recover

China GDP vs monthly indicators - demand
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A Industrial productionrose by 0.4% in Nov, as in Oct. Measured y/y, growth
accelerated 0.3 pp to 3.8%s expectedProduction is still 2%bovethe pre-
corona trend path. However, growth has slowed substantially, to 0.25% the pas
months vs the normal 0.5%. Steel, cement, and autos are dow25% from
local peaks, due to a mix of demand and supply facBusveys are down but are
signalling growth above the pace the past 5 months

A Service sector production rose 0.584it still remains 0.5% below the June legel
which no doubt is due tdhe fight against the virus, which is not over yet. The
level is just 2% below the pigandemic growth path

A Retail sales volumes fell by.1% in volume terms (our est. as prices rose sharply
m/m, due to energy). The trend is wediom Nov last year at a 2% patht the
best. Annual growth fell 1 pp to 3.9%, 0.9hmdow expectationsAuto sales are
slowing, as elsewhere, but other sectors have also slowed in 2021

A Investmentsgrew by 0.2% as the previous month. Prices are no doubt increasir
¢ and in volume terms, investments are falling. The accumulated annual growtt
rate was 5.2%, down from 6.1%sexpectedHousing and other construction
starts, and new home sales all recovered somewhat in Nov, but ardastiti 20-
25% vs the recent peaks, a substantial setbllgv and existing house prices
have fallen the past 8 4 months, but so far not dramatic

A Frome the previous week
» Credit growthaccelerated in Nov, as local governments like in Oct tapped the bond

market (due to lack of revenues from land sales?), while growth in bank lending

slowed furtherPBoGG | a SR AU0a ONBRAU LIR2fAOCe | a o
» Bothexports and importswere strong in November, imports are back to thepre

pandemic trend patlg and export aravay abovecorona logistics trouble, you know)
» CPlinflationaccelerated in Nov to 2.3% but core slowed to 1.2%. No problem

In sum: Growth has slowed but not further in NoSome may be due to the virus,
but NOT the large decline in construction and very likely not the slow growth in the
retail sales eitherThe main risk: construction activity which has fallen 205%
already.¢ KS &dzlJLJf @& aARS OKIFffSyasSa OFy LI
RSOSt 2LISNRO odzi gAff WLINBLISNI& A y@%é
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Retail sales have almost flattened!
Real sales fell 0.1% in Oct, following the 0.6% drop in Oct. The nominal y/y rat@ 3.9 < exp

China Retail sales, volume China Retail sales, volume
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A Official nominal retail salesvere up 3.9% y/y in Nov, down from 4.9% in Oct, expected just down to 4.8%

A In nominal terms sales rose by 0.2% m/m in Nov, but due to the lift in energy prices, we estimate a 0.2 % dedlineein
terms, following the 0.6% volume decline in Oct.

» Since last November the underlying volume growth rate has been less thdde®8te the pandemic growth equalled some 6% andthe
slowdown is dramaticThe fight against the virus may explain some of the slowdbwit is probably more than that

A Sales volumeare 6% below the pr@andemic trend path
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New home sales and construction start slightly up in November, trends still w
Following several months of sharp decline in sales and starts

Construction starts Housing sales & starts
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A New home saledave fallen 25% from early 2021, following the spectacular recovery after the pandemic last year. Sales are down movevhiame10
pre-pandemic level which was record high until then. Sales rose in November, back to the August level

A Housing startsare also down 25% vs. the early 2021 level, but stabilised in November. Sales have been running higher than tarts2@2tpst of
indicating a slight rundown of inventories

A Nonresidential constructiorfell 16% m/m in October, and recovered most of this decline in November. Starts are still down 20% since last summer, ar
the level is 15% below the pielevel

A In sumthe decline inconstruction startshave been among the largest ever. Still, the downside is substantial as several property developers are struggl|
Still, we think the main risk is #te demand sidethe level in investment in buildings are high, and a substantial share of housing demand has been for
investment purposes, often without any rental income. See more prices, 2 pages fwd. Look up for demand fdrestkeiext page 09
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Construction & domestic demand for steel down, steel now more than 25%
¢KS NBlFazy Yleée LINIfte oS (KS W2 Fdénaadssddwv@fordeal 2odl

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 leveland production had to be cut in H2. So is the official story

A We assume there are more reasons for the cut in steel production, like local pollution, fear of overbuilding combined
with too rapid credit expansion, especially among heavily indebted real estate developers (read: Evergrande++)

A Now demand for steel may be the most important reason for the decline in production, as construction activity has
fallen substantially
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House prices turn south, so far at a measured p&c#ill the main Chinese risk?
Prices fell for the @ month in row but are still up 1.5% yly

China Existing Home prices China Credit vs Home prices
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A Existing home pricepeaked in July, and has fallen at a 2 pace since then. The decline is gradually accelerating, as prices fall at ar2Nik jéee i
annualrate has fallen to 1.5%, from 3% ] 5 A A ) R ] )

A yewlhomepriceé._JSI- 1SR AY '!'dz3dzaid sz FyR KlFa FFHftSy at2¢SNJ uKFy SEAa&dulUpkogeRy K2 YS

evelopers

A Credit ?rqwthas marlginall accelerated. the past two maonths, most\l)[ due to ingreased borrowing from local governments. Still, credhag®haived;
AYLIX eAy3d T )yszll- UADS WONBRAU AYLMzZ aSQ

A Several heavy indebted proRerty developease struggling which surely poses a treat vs the housing market & construction activity. The builders may be
restructured, with a helping hand from the authorities, who also can supply credit to bail out buyers, and support saildingshunder construction.

A We think themain risk is elsewhergthat home buyers at one stage looses confidence is hoasiven in emp(tjy homes as safe and profitable
investment. Several small setbacks in prices have so far not made a dent in the investment appetite, and the currenethadkshprices does not
signal a buyers strike. Should that happen, a much harsher setback in construction activity would take place 31
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A huge policy shift confirmed, inflation is a problem. The first hike in March?
The dot plot was lifted more than ever before, by 70 bps, 3 more hikes pencilled +a rapid tape

The Fed vs the market
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The unusual policy shiftvas very well announced, and fully priced in before the
YSSUAYy3AZ a4 tSlFad 2dzZRISR o0é& YINJSU NI
had to acknowledge (before the Congress committee) that inflation had become
much higher than expected, and that transitory was not a proper description. He
signalled that the bond buying program would be

During November (and some started far earller) several FOMC members, and
iKSy t24SffQa NBYFINl&a +d [2y3aNBaas

a
0502YS YdzOK KAIKSNI 0KIy SELISOGSR:
monetary policy had to be tightened

The FOMC left thearget rate unchanged at @.25%.
The FOMC decide to double the speed of tapering, ending QE buying in March.
When asked why not stop buying now, Powell said market would not have liked it

The description of the economy changegs Y R t 26 St f Qa 0O2YYSy
He had experienced a grenade chock, hit by a series of economic news that
revealed (for him, finally!) that inflation was not transitory after all

51
oyl

When asked about criteria for maximum employment, he ended up (and
correctly) concluding that wage inflation would tell you when the target is
reached, whatever the other 20 indicators tell

The FOMC members lifted thémflation ¥ Q Glibtantially, and the expected

GNF 2SOG2NE Aa y 2overtin&tarfet. GOPYOEWES SeR@RE  H
marginally down. Thanemploymentestimate was lifted by 0.3 pp for @22,

but left unchfor 22 and 23 (down to 3.5%)

The average/mediadot-plot interest rate path was lifted by 020.4, more
than Norges Bank revised its path. Two members shifted the timing for the first
KA1S U2 HAHH FTNRBY WYHoOoX YR ¢ 2F My Y

Chairman Powell tried his best to convince the market that tapering and hiking
NF3Sa FNB O2YLX SGSte RSO2dzLi S R+lot, 0 dzii i
KFfF 2F GKS YSYoSNBR aSSa I KA1S Ay Qb
transitory, the tone and projections suggest that the FOMC is in fact more

worried about inflation

Market reactions: Interest rates rose 713 bps, all over the curve. Real rates did
UKS WKSIgeQ tAFTUAY3
32
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The 2% price target is not ditcheduBF 2 NJ 0 KS (GAYS 0SAYy 3
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I August 2020, the FOMC introduced its nanice level target The bank aims to reach aneragerate of inflationof 2% over time. If inflation has been below 2#bnual

inflation should be allowed to stay above Mwrder lift the price level up to the long term a%th.

The Q421 core PCE core inflaticzstimate was lifted 0.7 pp from the SeptQ Gil2a in ®n’> 0 YR FNRBY GKS | dadzYSR Hodw: Ay al
by 0.4 and 0.1 pp resp. and are expected at 2.6% and 2.3%. In 2024TRel pice trajectory |s now well above the ##ertime inflation target. The only reasonable
argument for doing sq within a flexible inflation targeting modelis that the bank wants to close the output gap, or achimaximimS Y LJ 28 YSy 43 #HKA OK
target. However, the bank is not sure how far away the economy is from max employment. Powell concluded that wage inflationdnuhieasignal if maximum
employment is reached. And then he said that wage inflation had accelerated, and that he was chocked by the ECI Q3 growth.

A not too unlikely scenario is that wage inflation will remain too high, signalimghe max employment target is more than met tdéso,will the Fed run a policy openly
ONBI OKAY 3 62K & WNSISHIng the Féd will EHos¢ 8ie rako Hath, dedwilling and able to the remove the punch bowl before the party becomes
too wild, accepting the short term cost of getting inflation down before a wage/price spiral runs out of control 33
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The long term NAIRU *) rate is still assumed to be 4%, just 0.2 pp bedguvesent level

USA Unemployment vs Fed forecast

8 -
7 .
6 -
| ast obs=
54 Longer term
'NAIRU'
Actual Sep-21 est
4+ N .
\\/\/“J s \k
3. Last f'cast
19 20 21 22 23 24

-3

SB1 Markets/Macrobond

A The(median) FOM@ember expects thenemploy:
mentrate to decline t03.5% at the latest by the end of
2002, down from the current 4.2% level, and 0.3 pp
lower than assumed in Sept.

» The bank expect the unemployment rate to stay at 3.5% the
next two years

AcKS f2y3ISNI GSNY WySdziNIfQ
assumed to be 4%

» This is not the only piece of information for assessing it the
WYl EAYdzY SYLX 28YSyidQ GFNBSGO A
one

A So, to repeat the discussion from the previous page,
the FOMC expedioth inflation and employmento )
RSOALFGS FNRY GKS f2y3 (SNY
coming years

» Thispolicy mix will no doubt be heavily debated the coming
months and years

» The risk is of course a more abrupt tightening after a while or
a wage/price spiral that will require a massive monetary
action at later stage to tackle, with an enormous cost for the
whole society (except for those who short bonds, real estate
and equities)

*) NAIRU: The NeAccelerating Inflation Rate of Unemploymenan unemployment rate that balances the labour market. It isstable, and it can be quantified only
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A 49% prob. for a March hike? Why not. A hike before the summer a done dc¢

However, further out, US interest rate expectations fell rapidly last week
USA Fed fund - probability for the first hike in 2022

)
Fed fu ndS futu re 100 Probability in % for at least W"‘ /Dec %
295 L 295 90 71 hike before or at each megtt g '\/\,\/._\/J.\//\/—\/v Nov 95|
' ' 80 - i ‘ l/\/\—\/J NJuly 91
2.00 - - 2.00 70 - | FJune 87
75 Jan 26 1.84 60, /\/ May 65
| | 50 A Ay iarch 49
1.50 - - 1.50 40"\/—?\»/ - 40
125 - _Jan 24 1.37 30 - ‘ 2
: : 20 - | - 20
1.00 - - 1.00 4 ‘ +
1 T = f f ~ U
0.75 1 '% 1 9 16 23 1 8 1522 1 8 15 22 1 8 15 22
0.50 J“ - 5096 21 Sep 21 Oct 21 Nov 21 Dec
.50 - zJun- :
SB1 Markets/Macrobond
0.25 “May-22 0.30
.25 e -
SApril-22 0.22 Fed funds future, Dec 2022 probabilites
0.00 - ~Jan 22 0.08 45 45
Fed funds 0.08 40 - L
-0.25 - “os T
35 1 13 hikes 30%

;

| 50-75

2 hikes 26%
100 - 125

4 hikes 20%
25-50

11 hike 12%

20 21 30 /\
25+

SB1 Markets/Macrobond

!

204

A 1s a 1.75% 2% Fed funds rate sufficient to create a recession 15 L [ V\—\f\/‘
when households are not in a down payment mode any more? 10+ -~ . L
\"

A We doubt, but the market seems to believecwith some \/'\.J\/ \ S -0-25
&« —J ‘\'\N _%Unch. 2%

modifications, check the 2 next pages 0- ‘ ‘
23 1 8 15 22 1 8 15 22 1 8 15 22
21 Sep 21 Oct 21 Nov 21 Dec

.

SB1 Markets/Macrobond
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Mind the gap: Themarket doesnot believein C S FRe€.&f a neutral Fedfundsrate
Themarketis satisfiedwith a 1.5%ongterm Fedfundsrate, the FOMGCsays2.5%

FOMC 'Dot plot' vs market FOMC 'Dot plot' vs market

2.50 1 -2.50 3.0 1 -3.0

2.25+ -2.25 Long term

2.5 = =25
2.00 - - 2.00 y
Median
1.75 - Median -+ 1.75 d
2.0 - / L2.0

)

\

1.50 - / -1.50

| Market: ] L ] |
1.25 OIS future 1.25 1.5 =~ 1.5
1.00 - - 1.00 —
Market:

0.75 - L 0.75 1.0 - OIS future 1.0
0.50 - -0.50
0.5- 0.5
0.25 - -0.25
o y
0.00 0.00 0.0 0.0
22 23 24 22 23 24 25 26 27 28 29 30 31

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Themarketacceptsthe first 4 Fedhikes then the curvebends

36
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May a negative ternpremium explainhalf of the gapbetweenthe market & Fed

The (ACM) ternpremiumhasturned negative implyingthat the market\¥xpect2? I lomgbaveit F
USA Fed vs market - |Onger run A The 5y 5 WVS OIS rate was at 1.39% (Frlday), far below
45 _ 45 the 2.5% FOMC estimate of the long term nominal Fed
404 L— FOMC median long 40 funds rate

term Fed funds est

3.5- -3.5 A The term premium in the yield curve (the difference

3.0 - -3.0 between the actual bond yield and the expected short

2.5- 2.50 term rate over the same period) has fallen to below

20- o5 zero again, according to the ACM model

15- L » Put the opposite way: The actual long term yielthe term o
0.5 ---5y. 5y fwd, 05 » The term premium has been drifting downwards since the ]
0.0 L O!S-term premium (ACM) 0.0 ynQASaszZ yR KlFa 0SSy ¥FtdzOudzl

according the ACM model (one of several term premium

200 models)

100 A Adjusted for the term spreactélcatedfrom the bond
yield curve), the markets assumes a long term OIS rate
at 1.85% (at Thursday), still far below the FOMC
median estimate; but less than the 110 bps outright

SB1 Markets/Macrobond Spread

200 - 5y 5y fwd term permium, bps
100 -

-100 -

L AL
S5,
N
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Retail sales finally surprised on the downside!
Core goods volumes very likely fefrom an incredible high level
USA Core retail sales USA Retail sales

120 7 Fap 2020 = 100, Volume <119.0 3.0 Yvalie, m/m, % - 3.0

115 1 core sales;|ex auto, B 25- L 25

110 - gasoline, building mat & restaur. - 110 ' '
105 - 105 2.0- - 2.0
100 - 100

95 - ’__,,.,-/’v/ - 95 1.51 r 15

90 - - 90 1.0 - 1.0

85—/ - 85 054 [JR—

=% 3m/3m, y/ - '
0 ST,
0 0 -0.5 - --0.5

_10: :_10 -1.0 - --1.0
10.0: :10.0 -1.5 4 --1.5

5.0: C 5.0 20- --2.0

0.0 fn—me—nmnflapn on noat I iyl 7-0.6] Jun  Jul Aug Sep  Oct
-5.0 12:8% - -5.0 21

17 18 19 21 @ Total m Ex. auto m& ex. build mat./food serv. (core/control)

SB1 Markets/Macrobond SB1 Markets/Macrobond

A Total nominal salesose by just 0.3 % Nov, expected up 0.8%. October sales were revised up by 0.1 p taShig%are up 22% vs. F2bin
value terms

A Core sales of goodscontrol group, excludes auto, gasoline, building materials & restauratits)y 0.26 in Nov, expectedp 0.8%In volume
terms, we assume sales fell 0.5%. Still, sale volume2Qidteabove the FeR0 level, and sales the past two months are in line with sales before
the recovery in services started in earnest, in March, and even if prices have soared in between time!

A Sales imestaurants & barsave flattened since July, and waschin Octobec still up 9% vs the Fe20 level!

A Consumption of goodss very likely far above a sustainable level, and we still expect sales to decline the coming months/quartegsowth
has not been strong since the spring! 38
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Housing starts, building permits up again, as are lumber prices
Starts lower than the strong"®hand market normally would imply

A Housing startsose to 1.68 mill in November, from 1.52 mill in Oct, expected up to 1.57 mill
A Building permitsrose to 1.71 mill, up from 1.65 in Oct, expected closertoh
A Starts have flattened in202L | YR o6F NNAyYy3I a2YS &aGNRy3 Y2y GiKa LGS WH

some 10% above the p@andemic level. However, given the incredible strong existing home market, and soaring price
starts should normally have strengthened further, amid still very low mortgage rates and a recovering economy

A Supply & capacity problems and higher castthe building sector may explain the lack of respofisezY 6 SNI 6HQQ
KIFIdS R2dzof SR F3FAYy NBOSYylG 6SS1Z FNRBY |y @SN IS t S@S





























































































































































































































































































