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Last week, part |

* The War & Sanctions

» Mixed news on peace negotiations as Russia is bombarding more Ukrainian cities — and refugees are pouring into neighbouring
countries

» Sanctions are escalated day by day. Russia has introduced some counter-sanctions —and more may come
* The Virus

» China is still struggling to handle the virus due to less effective vaccines.

» A new variant has turned up in the West, new cases & hospitalisations have increased like in the UK, but the variant is probably not more
serious than the Omicron mutation

e OECD outlook

» The OECD revised its 2022 growth forecasts down by 1 — 1.5 pp, and inflation by up to 2 pp. This is in line with the forecast we made
when the oil and gas prices were much higher than today. Anyway, exact forecasts are rather useless given the current volatility and
markets. Much will depend on how long the war will last, and by trade measures taken by Russia. Still, the sign of the forecasts are of
course reasonable, and EMU will take a harder hit than the US.

* China

» Chinais not responding coherently to the Russian invasion, and we cannot rule out that trade (and other) relations with the West could
deteriorate again. From an economic point of view, Russia is unimportant for China compared to its links to Europa or the US, but policy
makers have other objectives as well these days (as always)

» The authorities have behaved aggressively vs. tech companies - and have been hostile vs. markets. The stock market has tanked, by 50%.
Last week, the Vice Premier Liu He ensured market participants that the government should ‘actively introduce policies that benefit
markets,’ that the policies vs. tech companies will be eased, the property market should be stabilized, and overall growth policies
boosted. That’s brave commie policies (or are they preparing for wars on other fronts?)

» Data from Jan/Feb was better than expected, especially if official y/y growth rates are applied. However, both retail sales and
investments were better, while manufacturing production slowed. New home sales are recovering, and housing starts rose in February.
New home prices are stabilizing, at least according to the authorities (some builders (and media) still report deep price cuts to clear the
inventory and strengthen their balances sheet. Credit growth slowed a tad in February, but the underlying trend is slowly upwards —
though partly due to more local government borrowing, perhaps not a sign of strength
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Last week, part Il

USA

» The Fed hiked the funds rate by 25 bps, as announced and widely expected. The interest rate path was lifted by up to 120 bp, the largest
revision ever, beating the previous record set in December, by 70 bps, now signalling 6 more hikes in 2022, and further 3 — 4 hikes in 2023
—up to 2.75% in this tightening cycle, in the end bringing the Fed funds up to above a neutral level (assumed to be 2.4%). Market
response was muted but the short end of the curve rose. For the week in total, yields rose by 20 — 25 bps but peace hopes ect. may also
have contributed. The FOMC revised its price prognosis sharply upwards. The new ‘plan’ implies a price level in 2024 which will be 6.XX%
above the ‘promised’ 2% growth path. In addition, unemployment is below what FOMC members assumes is the long term equilibrium
unemployment rate. Thus, the Fed assumes to miss both of its targets, at the same side. Demand is expected to remain too high to
achieve 2% inflation and full employment, as the signal rate is kept below what is assumed to be the neutral rate for too long. The market
does not believe in the 2% inflation target either. The Fed will decide on the reduction of the balance sheet (QT) at a coming month

» Retail sales was weaker than expected in February but January was revised sharply up, but up to 2% (core good sales). Still, core sales
have been flat since last March, in volume terms

» Building permits & housing starts are still trending upwards. Existing home sales fell in February but prices are climbing faster again.
Because the inventory of unsold homes is smaller than ever? It is unfair to blame for higher mortgage rates for the decline in sales —
which anyway remain at the highest level ever, barring some months in 2005

EMU

» EMU labour costs rose 2,0% g/q in Q4, and by 2,0% y/y. Negotiated wages are up 1.6 y/y. The contrast to the US, and partly to UK and
Norway is striking

» Expectations in the German ZWE survey fell much more than ever before and much more than expected, from +1 st.dev above avg to -
1.7! The survey was conducted when the oil price was up in the sky, and the DAX in the lower basement. Still, a warning sign, of course

UK

» Bank of England hiked the signal rate for the 3" time, to 0.75%, as expected. The Bank expect the bank rate to climb further but signalled
just a ‘modest’ pace as growth would be hurt by a steep increase in inflation, and falling real wages. Market rates fell visibly — but the
curve is still peaking at 2.2%. Thus 6 more hikes are expected

Norway

» Norges Bank’s regional network reports a growth speed at 3.3% the coming 6 months, report a further increase in capacity utilisation,
and labour shortages, both not far below the ATH in 2007. Both observations implies that NoBa’s estimate of the output gap will be
revised substantially upwards. Expected wage growth was revised to 3.7% from 3.2% in the Q4 report, we have not seen larger
adjustments before. In the private sector, businesses expect a 3.9% wage growth. Price expectations are well above normal too, of
course. Private businesses expect a 3.9% wage growth in 2022. The challenge for the bank: Wage and price inflation will rapidly become
too high, and the output gap will at the same time be significantly above zero. So why is the signal rate kept below what is assumed to be
the neutral rate (1.75%) for still a long while? At least, that was the rate forecast in December. Watch out for the new MPR this week!

» The trade balance is just fantastic, surplus at 28% of GDP in February. Just wait for March... Mainland exports and even more imports are
on the way up too
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This week: Besides War, Sanctions, Commodity Prices — March PMiIs, and Norges Bank

Time |Count.| Indicator |Per|od| Forecastl Prior ... and perhaps some few economic data?
Monday March 21
06:00[SW  |Home prices Feb ° Prellmlnary March PMiIs
13:30]US __|Chicago Fed Nat Activity Index _|Feb 0.69 » These surveys (and some other national surveys like the German Ifo) may tell something
ille sclayilViatehio2 N vs the impact of the war++. However, data will be hard to decipher as it is too early to tell,
11:00]EC__[Construction Output Yo pan__| -3.9% also for most companies, commodity prices have been very unstable —and most have
B I fallen past two weeks, and many respondents probably replied too late to catch these
08:00/UK  |CPI Yoy Feb 5.9% 5.5% . L .

price changes etc. Analysts expect a modest decline in the European PMls, and nothing
08:00|UK  |CPI Core YoY Feb 4.9% 4.4% L o

compared to the unprecedented decline in expectations in the ZEW survey (conducted
15:00|US New Home Sales Feb 815k 801k when most markets were in a disarra
16:00|EC Consumer Confidence Mar A -13 -8.8 y
Thursday March 24 * USA
01:30lN__|Manufacturing PMI Mar P >2.7 » Durable orders are still on the way up, including investment goods orders
08:00|NO (Unemployment Rate AKU Jan 3.3%(3.2) 3.3%

o
08:00(NO |Payrolls, wages Feb EMU
09:15[FR___|Manufacturing PMI Mar P 55.1 57.2 » Is consumer confidence hit by the war? Quite likely. Can we interpret that as signal that
09:15[FR  |Services PMI Mar P 55.0 55.5 spending will be cut? Probably not
09:30|GE Manufacturing PMI Mar P 56.0 58.4 N
09:30(GE Services PMI Mar P 53.9 55.8 Norway
10:00EC  |Manufacturing PMI Mar P 56.0 58.2 » Norges Bank will lift the signal rate by 0.25 pp to 0.75%. The interest rate path will be
10:00|EC  [Services PMI Mar P 54.1 55.5 lifted as well at least if the bank does not take an unusual large precautionary wait-and-
10:00/EC  [Composite PMI Mar P 53.8 55.5 see stance. Market FRAs are up to 70 bps above NoBa's interest rate path in the Dec MPR.
10:00|NO  [Deposit Rates Mar-24| 0.75(0.75)|  0.50% If we check the changes in the status and outlook, we arrive at the same conclusion (check
10:30JUK  [Manufacturing PMI Mar P 56.8 58.0 next page). We do not expect the bank to revise its path up by 70 bps (even if the Federal
10:30[UK  [Services PMmI Mar P 58.0 60.5 Reserve has revised it ‘path’ — the dot plot —by 70 + 120 bps at the two last ‘main’
13:30|US  [Current Account Balance 4Q -$218.0b| -$214.8b meetings). However, at 40 — 50 bps lift is ‘needed’ and the change may be smoothed by
13:30JUS __[Initial Jobless Claims Mar-19 211k 214Kk assurances that rates will only be hiked only if the economy develops as well as expected.
13:30/US _ |Durable Goods Orders Feb P 0.5%|  1.6% The uncertainty will be the main message, we assume
. H 0, 0,
13:30]US _ [Cap Goods Orders Nondef Ex Air_JFebP 0.5%| 10% » The LFS unemployment rate has collapsed, as employment is still growing rapidly while
14:45|US Manufacturing PMI Mar P 56.5 57.3 . . . . L.
: the participation rate has flattened since last summer. The latter indicates that there

14:45(US Services PMI Mar P 56.0 56.5 L
Friday March 25 limited reserves left at the labour market, as demand for labour has been very strong for
08:00|NO  |Hotel guest nights Feb months.
08:00lUK_ |Retail Sales Inc Auto Fuel MoM _ |Feb 0.6% 1.9% » The monthly payroll stats is just as interesting, growth has been strong even through the
08:00]SW  |Household Lending YoY Feb 6.7% two Omicron months, and we expect a further increase in February (cut-off date in the
10:00[EC  [credit growth Feb 6.3% 6.4% middle of the month)
10:00|GE IFO Expectations Mar 92.0 99.2
15:00|US Pending Home Sales MoM Feb 1.0% -5.7%
15:00/US  [U. of Mich. Sentiment Mar F 59.7 59.7 Sources: Bloomberg. SB1M est. in brackets. Key data are highlighted, the most importantin bold >
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Norges Bank: how much will the interest rate path be lifted?
The FRA market (given a normal spread) is up to 70 bps above NoBa’s Dec path, and is peaking at 2.7%

Changes in the interest rate path from Impact . I?\ fact, our traditilonal Igan of the pl?rtshanalysis, implies a Ih;clat
. the same size, at least before we take the into account possible
the Dec NoBa meeting bps negative growth consequences due to the war & sanctions

Domestic demand (incl oil price), capacity util. 58 » Much higher rate expectations abroad, up 100 bps (which not
should be that important, we think

Money Market (money market, lending spreads) -6 » A huge lift in the oil price
Prices, wages 41 » Unemployment is well below the Dec forecast

. » Capacity utilisation significantly higher (as signalled in the Regional
Foreign factors 15 Networx report)
NOK -15 » Wage inflation will be revised sharply up, to at least 3.6% from the
Judgement (surveys, fin. stab, global risk etc) 45 3.2% Dec forecast. (We expect the final outcome to be closer to 4%,

given the tightness at the labour market

_m » Core CPl inflation will be revised up, by at least 0.4 pp to above 2%

= Actual inflation the past 3 months has been 0.6 pp higher than NoBa
Changes in NOK Dec-22/23 FRA since after Dec m. 80 forecasted

= Higher food ‘prices, higher energy and other consequences of war &
Change in the interest path 1 - 2 years from now sanctions will lift both the core and the headline rate of inflation

= During the 3 weeks up to March 10, the TBU committee revised its CPI
forecast up by 0.7 pp, to 3.3% (vs. NoBa’s 2.7% Dec f'cast)

» The NOK is some 3% stronger than assumed in Dec

Interest rate paths SBIM ) .
_ ‘ » House prices have shot up but the increase may be excused due to
NoBa SBIM Change FairFRA¥ FRA™  est- new loads of paper worked that have cut back supply on the market
i Path g'gi 1'220‘3?2 5oL @'MM’l Tg now FRA » gredit growt? (i:ls in Iine.fConsumer confidence has weakened, but
' ' ' ' ’ usiness confidence so far not
Q222 0.70 0.77 0.07 1.38 1.62 -0.23 .
Q322 0.92 1.02 0.10 1.60 1.83 -0.23 * So what to say about war & sanctions?
Q422 111 1.29 0.18 1.87 216 -0.29 » Strelss ’f(he increased uncertainty, also regarding the interest rate
Q123 1.28 1.56 0.28 2.12 240 -0.28 outloo
82 23 1:? ;'31 8'4312 2'4312 2‘22 :gig » Negative drag on growth abroad, but uncertain how much
Q423 1.62 2.13 0.51 2.54 2.67 -0.13 » Positive impact on inflation, also in Norway
Q124 1.68 2.20 0.52 2.55 2.68  -0.13 » rI-]|0\r/:/ever, Norway will be supported by the increase in the oil price,
Q224 1.72 2.20 0.48 2.55 266 -0.11 ig er interest rates
8431 gj 1;: 2'28 g'jg ggg g'gi :g'gg » We have to deduct almost 50 bps to arrive at our 50 bps estimate
*) Assuming a 35 bps NIBOR spread from Q4-22, down from 45 in Q2 for the Char_]ge in NoBa’s interest rate path
) Q4 FRAS adjusted for liquidity prem e Our forecast is up to 30 bps below the current FRA curve
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US vs. Norway: The need for a monetary policy tightening

Less need for tightening in Norway, and households’ response to higher short term rates far stronger

* US has a majority of the
‘red’ cells —in favour of
a faster monetary

I A T

Inflation

Inflation expectations

Employment rate

Unemployment
Vacancies
Wage inflation

House prices

Household debt

Househ. debt/inc. Ratio
(vs. impact of higher short term
rates)

Floating or fixed mortgage rates

Total 7.9%/core 6.5%

Market 10 y at 2.9%,
households 3%++

Still below par

Close to record low
Record high
Accelerating rapidly, 6%++

Up 30% from Q4-19
Up 18% y/y now

To 8% y/y from 3%
>100%, from 135% in ‘08

Fixed

Total 3.7%, core 2.1%

Not higher (but probably not

much lower either)

Well above the p-p level

Below average
High
Accelerating slowly, 3.5%

Up 16% from Q4-19
Up 6% y/y now

Unch at 5%
246%, from 196% in ‘08

Floating

tightening
» The economy is ‘hotter’

» The impact of higher
rates will be stronger in
Norway than in the US



Covid-19

Google mobility Time spent outside home
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Mobility on the way up in the West, still some’ challenges in the East (x Japan)

Google mobility Time spent outside home
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Mobility is on the way up in the Scandics, and in all parts of Norway

For good reasons

Google mobility Time spent outside home Google mobility Time spent outside home
10 7 Fep 2020 = 100 . - 110 107 Eeb 2020 = 100 | - 110
100 -4 N f'}“‘ ; ZDenmark 100760 x Oslo 96
Wl VN | \%‘m riNorway oy Norway 95
o0 1T \& ,ﬁ o\ pSeden gty ~Osio, 90|
8071 "yxy ‘ W e f% - 80 80+ | - 80
R | |
70 - W | \f - - 70 7044 - 70
60 - | ' ' - 60 60 - - 60
50 A | ' ' - 50 50 A - 50
40—‘ | | “ ‘ | | | ; ; .y 40 40 - ‘ ‘ ; | ‘ ! ‘ ; ! ‘ iy 40
M M J S N J MM J S N J M M M J S N J MM J S N J M
20 21 22 20 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond



Global economy

Global retail sales recovered in January. Global trade OK

Chinese data revised up, lifting the global retail sales visibly

Global Retail sales, industrial prod. & trade

15 1% change vs. Dec 19 - 15
10 4 r
, %7.5
5 //\/ <
> Aad
0 4+ - 0
— A\ Retail
5 / sales L 5
-10 - --10
-15 4 --15
-20 1 --20
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* Global retail sales recovered the December loss in January
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Retail sales
15 - 15
Volume, % change from Dec-19
10 - Rich countries 9
] | I
5 rf/\’j\ Emerging
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* Global manufacturing production has recovered since the autumn, and growth continued into Q1

* Global foreign trade is still on the way up (the two last data point are estimates from Kiel Institute)
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Global economy

Retail sales are still trending up, thanks to EM, China included

However, the trend is very likely down in the rich part of the world. Manufacturing prod. still OK

Retail sales volume

20 + % change from Dec 2019

KEM x China 5
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Manufacturing Production
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* Retail sales in Emerging Markets x China are recovering but is far below pre-pandemic trends
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* Manufacturing production has been hampered by a deep decline in auto production. The manufacturing PMls are down from the peak but aare

still signalling growth above trend

11
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Global airline traffic has stabilised, still down 15% vs. 2019

Airline passengers
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Global economy

Inflation still rapidly on the way up

Energy prices the main culprit, but core inflation has turned up most places

Core CPI Inflation

Core infla
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%
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-7

USA 6.4

<OECD 4.1
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A pretty good start of the new year, even if official y/y data not reflect reality

Monthly data in sum better than expected, but retail sales construction is weak. 2 signal rates cut today

China GDP vs monthly indicators - demand

Industrial production rose by 0.3% m/m in both Jan & Feb, and growth has

110 { Dec 19= 100 GDP (qW} _ﬁm slowed somewhat. The annual rate fallen to 4.6% (our calc). The official annual
1054 /,.. ':\M growth rate at 7.5% was 4 pp higher than expected, but very likely not a relevant
A / figure. Steel production rose sharply in December, and remained at the same
100 P /?’\ 7 i vestments— 100 level in Jan/Feb (but level is still down 10% from the peak early last year)
951 /’ v 9 * Service sector production rose 0.6% in Jan and 1,2% in Feb. Following the virus
90 & - 90 slowdown in Q3, activity is still somewhat below the pre-pandemic trend. New
85 1 - 85 problems now?
80 - L 80 * Retail sales volumes gained 0.5% in Jan/Feb, following a 0.6% increase in Dec. In
75 . | 7s addition, sales through last year were revised upwards by some 3%! The level is
70 \ B still below the pre—p'andem‘ic trend, but not l‘:)y much,-a.nd salesare up 4.6% vy/y.
A o Ay 0o \‘] A 1 o Sales rose 7.5% y/y in nominal terms according to official data, expected up 3.5%.
17 18 19 20 21 22 Auto sales are climbing month by month, and are 15% above the 2019 level!
sstmaretsmacrobond @ [pv@stments grew by 0.7%, in line with the average growth rate through last year
. . — which was revised sharply up from some 0.2%. Prices are no doubt increasing —
China GDP vs monthly IﬂdlC?tOl’S N gupply and in volume terms, growth is probably still moted. Annual growth was 12.2%
110 Dec/Q4 19 = 100 GDP (quarterly) Industrial W i3 ytd in February, expected 5%
* New homes sales bottomed in October, and grew further in Jan and Feb. Housing
1051 / 105 starts rose in February, and other construction starts have flattened. Construction
100 100 is still down 20 — 25% vs. peaks in 2020 and 2021. New home prices have
- flattened following a minor decline in H2, while existing home prices are still
951 // 9 heading down at a 2.5% pace, and they are down 0.3% y/y.
90 e L 90 * Creditgrowth slowed in February but growth has accelerated since last autumn
g5 | s * Exports is still trending up, also in volume terms while imports flattened through
last year
80 - ’ - 80 ¢ CPlinflation is still muted, close to 1%. PPl infl. may have peaked but prices are
JAJOUJAUJOUJIAUJIOUJIAUIJIOIJIA still sharply up y/y
17 18 19 20 21 22

In sum: Official annual growth data were far above expectations, but at least partly
irrelevant. However, following revisions, both retail sales and investments are now
at decent growth paths. Manufacturing production is slowing somewhat, at a high
level

SB1 Markets/Macrobond

14



K]
SpareBank €

MARKETS

Industrial production growth has slowed to 0.3% m/m, up less than 5% y/y
Official y/y growth rate up 7.5%, expected 3.5%. Level almost 2% above p-p trend

China Industrial production China, Industrial production
15 o} 15

50 “change yly, calculated & official yly, calc | 50 % change from Dec 19 _

gg: yly, official : gg 10 - / L 10
57 / - 5
0 0
o N\ .
'10‘/ --10

Change % m/m, 6m

-151 --15

-20 1 --20

25 i o - b 25
JMMJSNJMMJSNJMMJSNUJM JM183JM193~’M203JM213JM228J

19 20 21 22

SB1 Markets/Macrobond
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* Production growth has been stable at a 0.3% m/m increase since last October. This almost % of a
‘normal’ Chinese growth rate, and the ‘real’ annual rate is trending down. Still, the production level is
above the pre-pandemic trend path

* The strong reported annual growth rate was greeted as good news, but we think data are not that

impressive
15
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Retail sales revised up — and not that bad in Dec - Feb

Sales through last year revised up by more than 3% - and sales grew a 6% pace in Dec-Feb

China Retail sales, volume China Retail sales, volume
35 +{Change yly - 35 130 +Volume; 2017 =100, level - 130
30 - - 30 1251 gl *@
25 - 25 1207 SRRt

115 - - 115
201 - 20 110 /_// - 110
151 15 105 - 105
10 - /\ - 100-/ -100

5_’\~\ —\\f. = 95' [ 95
0 ﬁm{me SB1M est _-mo 2.():Change m/m E 20
-5 \/ - -5 ' r 1.0
: =02
_10_ "10 :'10
-151 [ Ao o ~r-15 o S S S o --2.0
JMMJSNJMMJI SNJIMMJISNJIM J MSJMS IMS IMS JIMS JIM
18 19 20 21 22 17 18 19 20 21 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

 Official nominal retail sales were up 6.7% YTD in Feb, up from 1.7% in December, expected 4.2%

* In nominal terms sales rose 0.3% in February, following a 0.6% lift in January. In volume terms, we assume an average 0.5%
growth rate, following the 0.6% increase in December — a faster growth than since

* Following the substantial upward revision of last year’s monthly growth rates, the level is just 2.5% below the pre-pandemic
trend. Based on the December report, we estimated at 6% gap

16



Investments revised upwards too, and is growing steadily
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... at least in value terms. Prices are sharply up, and in real terms growth is muted indeed

China Fixed investments

90 7 Non riral, RMB trl, annual rate 90
85 - o -85
BO4 /‘,.-’"‘ - 80
75 - s -75
70 duwoer""" - 70
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China Investments - nominal & real

40 -Urban fixed asset investments - 40
Change % yly

30 - - 30

20 A - 20

10. \/\ .

0 \ A~ <Real 2%

)~ g >4

-10 ~ --10

-20 - --20
Deflated by fixes asset investment deflator

-30 qincl-our estimate for the last months --30
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* Measured YTD, nominal urban investments rose 12%, far above the expected 5%, which was greeted as a sign of great strength.
We are not able to reconstruct this scenario by other published data, check the chart to the right

* Monthly growth through last year has been sharply revised upwards, from 0.2% to some 0.6 — 0.7% per month - even if there
has been a substantial reduction in construction starts. However, in volume terms, growth has still been modest, as prices are

some 7% y/y

* The investment level is not far below the pre-pandemic growth trajectory, at least in value terms

[K]
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New homes sales on the way up, starts may have bottomed too

Sales bottomed last October, and rose in Jan/Feb. Start may have bottomed in January

Construction starts Housing sales & starts
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* One month uptick in starts is surely not enough to state that the bottom is behind us but given the increase in sales since last autumn, not an
implausible hypothesis

* Big picture: New home sales have fallen 25% from early 2021, following the spectacular recovery from Q2-2020, following the ‘sudden death’
in Q1, due to the virus. New home sales fell less, some 10%, and are now on the way up again. Sales have been running faster than starts,
indicating a reduction in the inventory

* Non-residential construction starts have flattened recent months, following a 25% decline since mid 2020. Both housing & non-residential
starts are at the lowest level since 2017

* The decline in construction starts has been among the largest ever, but we are witnessing sings of stabilisation- Check prices next page. 18




[K]

MARKETS

SpareBank o

The FOMC lifted the dot plot (int. rate path) by 120 bp, following the 70 Dec hike

Powell confirms that the Fed is behind the curve, signals 6 more hikes in 2022, and 3 more in 2023

The Fed vs the market
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The first 25 bps hike in this cycle was delivered, as very well communicated
on beforehand

The unprecedented 120 bps lift in the interest rate path was larger than we
expected. However, given the increase in inflation forecasts, for both 2022,
‘23 and ‘24, the momentum in the FOMC has turned towards fighting
inflation

The Bank will decide on the reduction of the bond holdings at a coming
meeting

At the press conference, Powell recognised that the Fed had fallen behind
the curve, inflation is become too high — though he stressed factors outside
his control, the pandemic and supply chain problems, as well as higher
energy prices

The challenge for the Fed is simple, even after lifting the interest rate
estimate big time: Even after this lift, the FOMC expect

1) Inflation to remain above the target until the end of the forecast period. By
the end of 2024 the expected (core) PCE price level will be 4.6% above the
‘promised’ 2%. The headline price level will be some 2 pp more above the
target

2) Unemployment to remain below the long term equilibrium rate at 4% - it
already is. Formally, that implies that the FOMC expect that the ‘maximum
employment’ target is not met — at least unemployment is too low (which
results in a price level well above the target

Thus, the FOMC members do not expect their targets to be met, even if
there is no trade-off between them as both targets misses ‘at the same side’

Sure, there may be arguments for this solution (we do not have them), but at
least the monetary strategy will have to be reformulated. Less than 2 years
ago Powell introduced at 2% average-inflation-over-time-target, so that a
future price level target could be met. Is will not.

Market reactions: The short end rose more than 15 bps on Wednesday and
by 25 during the week. Long term inflation expectations fell (together with

the oil price) but real rates rose more 19



Inflation revised up — and so was the interest rate path

Up to 5 more hikes baked into the dot plot, totally unprecedented

Percent
Median!
Variable 2022 | 2023 |2024 | Longer
run
Change in real GDP 2.8 2.2 2.0 : 1.8
December projection 4.0 2.2 2.0 : 1.8
Unemployment rate 3.5 3.5 3.6 : 4.0
December projection 3.5 3.5 3.5 : 4.0
|
PCE inflation 4.3 2.7 2.3 2.0
December projection 2.6 2.3 2.1 : 2.0
|
Core PCE inflation® 4.1 2.6 23
December projection 2.7 2.3 21
|
Memo: Projected :
appropriate policy path |
|
Federal funds rate 1.9 2.8 2.8 : 2.4
December projection 0.9 1.6 2.1 : 2.5

FOMC Dot plot'
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* The ‘22 GDP f’cast was revised down by 1.2 pp to 2.8%. Unemployment was still expected down to 3.5%, like in December to below the long term 4% NAIRU estimate. So
maximum employment is reached, according to this criteria

* Inflation was revised sharply up, the core price level in 2024 by 1.9% and the estimate is 4.6% above a reasonable 2% price growth path

* The median dot plot, the individual FOMC members interest rate forecasts, was revised up by up to 120 bps, the largest revision ever (dot plots have been published since
2012), following the 70 bps upward revision in December. A total turnaround, of course

* The long term neutral Fed funds rate is assumed to be 2.4% (median, down 0.1 p), implying a (long term) 0.4% positive real rate. The neutral rate is assume to be reached
around Q3 2023, 1% year from now. This is — at least formally — suggesting that the FOMC plans to run an expansionary monetary policy, even if the prices level is well above
the promised path, and unemployment is too low. A substantial quantitative tightening (QT, QE in reverse) by selling bond, could add to the tightening but no plan is yet

publised

20
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The anchor is lifted? The price level in 2024 will be 4.6% higher than ‘promised’

Will the Fed accept both the price and the max. employment target to be breached at the ‘same side’?

USA Core price level
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USA Unemployment vs Fed forecast
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* In August 2020, the FOMC introduced its new price level target. The bank aims to reach an average rate of inflation of 2% over time.

* If inflation has been below 2%, annual inflation should be allowed to stay above 2% in order lift the price level up to the long term
2%-path
» And vice versa, at least in principle...
* Unemployment expected to stay below the NAIRU the next 3 years
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A substantial monetary policy shift over the past 5 months

USA 2 y swap rate
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Bank of England: the 3" hike, many more to come. But how many?

The BoE less hawkish than expected — still many more hikes to come: 4 —5in 2022

UK Bank of England bank rate
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The 3™ hike since the Bank started tightening in December
was expected by everyone

The MPC expect inflation to accelerate to 8% in the Q2, 1 pp
higher than assumed in February — and that may not be the
peak — if energy prices turns put to be as high as future
prices signal

The bank is more cautious vs the growth outlook: Falling
disposable income and declining consumer confidence could
lower demand — and growth

The bank said some further modest tightening in monetary
policy might be needed — which was less hawkish than
markets expected

The future (SONIA) curve fell by up to 20 bps but still signal 6
more hikes, up to 2,2% until H2 next year

The GBP fell 1.7% last week. So from time to time, interest
rates are important for the f/x market!
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6 DM central banks have started, 6 to go?
South Korea, New Zealand in the lead, UK no. 3 (until Thursday, that is)

Central Bank Policy rates Central Bank Policy rates
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Interest rates are on the way up, especially in Emerging markets (x China)
Russia contributed significantly by hiking 10.5 pp to 20%. But 49 other countries have started hiking

Policy rate, weighted * Rates are well above the pre-pandemic level in a
9. L9 majority of countries — because inflation is well above
8- - 8
7- -7
o 7o
5- -5
4 - World |
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Retail sales slowed in February — from a sharply upward revised January

Sales are still far above pre-pandemic trend paths. Total sales are up 25% in value terms

USA Core retail sales USA Retail sales
1254 Feb 2020 =100, Volume - 125 7 Value, m/m, % ' -7
115 | Core sales; ex auto, <118.1 » -6
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* Total nominal sales rose 0.3% in February, down from 4.9% in February initially reported up 3.8%. Thus, the level was well above expectations (as January was
too)

» Total nominal sales are up 25% — vs. the Feb 2020 level!

* Core sales of goods (=control group, excludes autos, gasoline, building materials & restaurants) fell 1.2% in Jan, expected up 0.3%. However growth is Jan was
revised up to 6.7%, from 4.8% (while Dec was revised just marginally down)

* In volume terms we estimate a 1.9% decline in core sales in February following a more than 5% jump in January

* Consumption of goods is very likely well above a sustainable level, and we still expect sales to decline the coming months/quarters — even if parts of the
adjustment already has taken place (vs. a long term growth path, growth in consumption of goods has been slow since last March — and sale volumes in Feb

was lower than in March 211!) 26
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Building permits, housing starts are still trending upwards

The surge in construction costs are probably dampening demand somewhat

USA Housing permits, starts USA Lumber 1st pos
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* Housing starts rose to 1.77 mill in Feb, from 1.66 mill in Jan (revised up 0.02 mill), expected up to 1.70 mill
* Building permits declined slightly to 1.86 mill, up from 1.89 in Jan, expected down to 1.85. The Jan print was the highest since 2006!

* Given the strong end of the year, the trend is still slightly up. The level is some 15% above the pre-pandemic level. However, given the
incredible strong existing home market, and soaring prices, starts should normally have strengthened further, amid still moderate mortgage rates
and a recovering economy

* Supply & capacity problems and higher cost in the building sector may explain the lack of response. Lumber (2"’x4) prices are still unusually
elevated, at more than 2x the average price (however, prices have not increase further after the Russian invasion into Ukraine 27
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Existing home sales down in February but prices are sparing

Lack of supply seems to be a better explanation than higher mortgage rates for the decline in sales

USA Home sales USA Inventory of existing homes for sale
8+ -8 4.0 Inventory, in mill 4.0
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» Sales of existing homes fell to 6.02 mill in February, from 6.48 mill in Jan, expected down to 6.1 mill (annualised rates). The trend has been
flattish since Q3-2020 — at a far higher level than normal (but below the 2005 peak at above 7 mill)

* The inventory of unsold homes fell further in Feb, to another ATL.
» The inventory equals 2.0 months of sales. During the 2005 boom, the i/s ratio was 4 months, in bad times it has been as high as 10 months
» The median time on the market for those homes sold is just 16 days, down from 30 days before the pandemic (and 120 days in 2011!)

* Prices rose 1.5% m/m in February, like in Jan — the fastest pace since last spring. The annual rate is 15%. Other indices confirm a faster price
appreciation, and annual rates are 17 - 19%

* No doubt, the lack of supply keeps the number of transactions down, more than the increase in the 30 y fixed mortgage rate to above 4.5% -8
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Existing home prices up 1.5% m/m in Feb too!

Prices are climbing faster again, according to the realtors — and others agree

Existing Home prices
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* Prices rose 1.5% m/m in Feb, according to the realtors, like in Jan but
significantly faster than since last spring. The annual rate is at 15% 7 r -

* Other price indices confirm a red hot housing market; monthly price -10 r-10
increase have been trending upwards during the autumn — data until -15 - --15
December. Prices are up 17 — 19% (an these indices are much more 204 L 20

precise than the raw measure from the realtors) 80 8 90 95 00 05 10 15 20

* Prices are up more than 30% vs. the pre-pandemic level —and the real SB1 Markets/Macrobond
price level is far above the 2005/6 peak — which generated far too
much construction of new homes
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Manufacturing production 1.2% in February, even if auto production fell sharply
Auto production is down 22% vs Feb 20, total is up 2.9%, and it is back to the pre-pandemic trend

USA Manufacturing production USA Industrial production
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* Manufacturing production was expected up 1%
» Production is trending upwards — and it is finally back to the pre-pandemic trend

» The steep decline in auto production has been a drag on overall production in 2021 and into 2022

* Total industrial production, including utilities, mines/oil production rose 0.5, as expected

PMI/ISM and all other surveys signal a continued recovery but at slower pace than until now

* Capacity utilization shot up in February and is far above average. The ISM survey reports a record high utilization, check next page
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No clear signal so far in March

The big picture: Surveys are heading down, manufacturing growth is slowing

USA Manufacturing Surveys USA ISM vs. regional surveys, PMI
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Labour cost inflation still just at 2.0%. No reason for the ECB to panic

But if unemployment is at the lowest since 1981, a negative signal rate is perhaps not needed either?

EMU Labour cost index EMU Negotiated wages
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* Labour costs in the business sector grew at a 2% pace in Q4, and by 2.0% y/y

» Labour costs = Wages + taxes — subsidies (the two latter paid by/received to the employers)
* ECB’s indicator for negotiated wages is up 1.6% y/y
* No signs of acceleration, whatsoever
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Unemployment is the lowest since 1981, vacancies are at ATH

There may be some wage inflation risk in the EMU too?

EMU Unemployment vs wages
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EMU Unemployment vs. wage inflation
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EMU vs USA: Spot the difference
Just half of the 8% US CPI inflation can be explained by energy. In the EMU it’s nothing but energy

USA CPI vs Oil EMU HICP (CPIl) vs. energy
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* Oil price cycles have explained some 80% of the changes in the US CPI growth the past 30 years, which for practical purposes, is “everything”.
The same goes for oil and gas prices in Europe.

» In our models we incorporate all direct impacts from changes in the oil price — as well as the impacts from other factors that influences inflation which
correlates to the oil price. These models do NOT capture the impacts of energy subsidies etc

* Now, inflation is way above the model estimate in the US, but spot on in the EMU
* If the oil price stabilises at USD 100/b, and gas prices at the current (very high) level
» US: A small uptick in inflation (but from a very starting level)

» EMU: Energy inflation — and total inflation is close to peak. Inflation would have fallen far faster in energy prices returned to ‘normal’ levels 34



Norges Bank’s Regional Network expect brisk growth, serious capacity constraints
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... including lack of labour and much higher wage inflation. While the signal rate is far below neutral

Norway GDP vs Regional Network
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* Implications

» Taken face value, the network report delivers strong
arguments for a more rapid pace in normalisation of
Norges Banks policy rate. Capacity constraints and labour
shortages are building faster than ever before, wage and
price inflation is expected to accelerate sharply

So why spend one year to bring the signal rate up what the
bank assumes to be the neutral rate. When wage and price
inflation is high, unemployment is below are normal levels
as companies are reporting unusual capacity constraints,
should not the signal rate be ABOVE the assumed neutral

»

SB1 Markets/Macrobond

rate?

Activity the past 3 months
* The Network reports a 1.8% growth pace in Nov-Jan period (index value

0.9), 1.6 pp higher than we assumed. The Omicron restrictions have not
been that serious, according to the Network. Actual Mainland GDP
growth was 0.8% (annualised) past 3 months.

» Household services reported a decline, retail sales rather slow growth

» Capacity utilisation rose further and are close to ATH, and labour shortages
became even more widespread, and are not far below ATH. Both have climbed
faster than ever the past 3 quarters.

Expectations for the coming months
* The Network expects a 3.3% growth pace the next 6 months (index

1.65), up from 1.9% 3 months ago. We expected 2.4%.(which arguably

was to too low estimate). In December, Norges Bank assumed a 2.5%

growth pace over the next 6 months, from November. The survey was

finalised February 18, that is well before Russia’s invasion in Ukraine.

Most likely, most companies has not changes

» Retail trad expects sales to slow — which is reasonable as consumption of
goods have been ‘artificially’ higher than normal during the pandemic

» Household and commercial surveys expect strong growth the next 6
months, for good reasons

» Other sectors report growth at or above normal
Investment were revised slightly down, from the highest level in 10
years

Wage inflation expectations were revised up by 0.5 pp to 3.7% - and to
3.9% in the private sector. Expectations have not been revised more
upwards g/q before

Companies expect prices to increase at an unusual paces 35
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Capacity constraints close to ATH, NoBa will have to revise the output gap est. up

Labour shortages even more wide spread, not far below the 2007 ATH

Norway Regional Network, capacity Norway Labour shortages
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* More companies than since 2007 are reporting capacity constraints following the steepest surge ever, over the past 3 quarters.
The correlation to NoBa’s assessment of the output gap is not 1:1 but the Network report suggest than the Bank’s estimate has
to revised substantially upwards. The 2.1% unemployment rate in February, and a stagnant labour force participation rate also
indicate a higher positive output gap

* Labour supply shortages are shooting up, also faster than like never before — and the level is rapidly approaching the ATH level as
in 2007. Given growth expectations well above average — and plans to lift employment, the labour market will very likely tighten
further the coming months. Where will companies find available workers?

* Wage expectations have never climbed faster either, check the two pages forward
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Tic tog, tic toc. Wage expect. on the way up, approaching 4% in the priv. sector

The average wage expectation at 3.7% but at 3.9% in the private sector. NoBa will revise sharply upw.

Regional Network Wage growth

Norway Regional Network wage growth 497 Estimated vs. actual wage growth, % 45
5 -85 4.0+ 4.0
A 3.5- 35
44 Actuial (TBU) 60 30- n 3.0
3 55 25- Iy 25
2] 5.0 2.0 i III 2.0
1A Network wage index 45 15- ‘ L15
0- ¢ 1.0 - 1.0
1 4.0 0.5 - i -0.5
Py 35 00- -0.0
2 13 14 15 16 17 18 19 20 21 22
-3 3.0 TBU (‘official') wage inflation ® RN Winter ®RN Summer
-4 - -2.5 RN (Autumn Prev Year) = RN Spring mRN Autumn
_5 i L 2.0 SB1 Markets/Macrobond
-6 - 115 * Wages growth in 2021 was 3.5% (all employees, and 3.4% in
7- 10 areas covered by wage negotiations) in 2021, well above the
8- 05 Network estimate last December
94 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 100 * Wage growth in 2022 is expected at 3.7%, up from the 3.2%
02 04 06 08 10 12 14 16 18 20 22 December forecast. We have never seen larger quarterly
$B1 Markets/Macrobond upward revisions before (but a similar adjustment was
reported in Q2 2007 and Q2 2011)
* Justonce, in 2011, the Network has revised up its wage * In Norges Bank Q1 expectation survey, economists in trade
expectations more in one go than between Feb and May unions expected 4.2% wage growth in 2022, while employers

associations forecasted a 3.9 growth, both up by 0.75 pp vs.
the Q4 survey (and close to +1 pp vs the Q3-21 survey)

* Norges Bank assumed 3.2% wage growth in 2022 in its Dec
MPR. Now NoBa will now have to revise its forecast at least
to 3.6% (SSB’s f’cast last week). We think 3.9% or higher is
too much for swallow for NoBa, in one go. So, let’s say 3.7% 37
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The labour market is tightening rapidly, and wage expectations are slipping

We not expect this spring’s wage negotiations to yield 4% wage growth. However...

Norway Vacancy rate vs unemployment

NAV open unemployment
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* Actual wage inflation may easily accelerate to 4% through 2022 —

Norway Wage growth vs the labour market

74 -7
6 -6
|
5 A L.L5
1
Model w/f'cast !
[
4 yT 4
3 -3
2+ -2
14 -1
Model: Unemployment, Network, Vacancies
0 Assumlng NAV unempl down to 2 2% 0

02 03 04 05 06 07 08 09 10 1 12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond

if the economy is not hit by a negative demand shock
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Trade surplus at NOK 80 bn, 28% of GDP! Both Mainland imports & exports up

The Mainland trade deficit is widening but petroleum exports are soaring

Norway Mainland Foreign trade
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* The Mainland (non energy) trade deficit in goods rose marginally to NOK 32 bn, equalling 10% of Mainland GDP (however, mostimports for oil
investments are categorised as Mainland imports and sales from the Mainland to the oil sector (both op.ex and cap.ex)

* Non-energy exports rose further in February, to NOK 42 bn. Exports are up more than 30% since 2020, mostly due to higher prices but volumes are up as

well. Fish, metals & chemicals are reporting string growth
* Imports added some few bn and remain at 10% growth path

2|

bond

* Gas exports fell slightly in February but remains at an incredible high level. In March the export value will climb to an even more incredible level, thank
you Mr. Putin. Oil exports rose almost to an ATH — and the oil price was ATH, measured in NOK

* The trade surplus in goods (ex ships/platforms) fell rose to NOK 80, an enormous amount, 28% of Mainland GDP!
* The government’s extra revenues from oil and gas exports (and direct ownership) now equals some NOK 80 — 90 bn per month
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The world is surprising even more at the upside. At least so far...

China almost up to the top of the list on Jan/Feb data. Just Japan at the downside vs expectations

Citi surprise index
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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A pretty good start of the new year, even if official y/y data not reflect reality

Monthly data in sum better than expected, but retail sales construction is weak. 2 signal rates cut today

China GDP vs monthly indicators - demand

Industrial production rose by 0.3% m/m in both Jan & Feb, and growth has

110 { Dec 19= 100 GDP (qW} _ﬁm slowed somewhat. The annual rate fallen to 4.6% (our calc). The official annual
1054 /,.. ':\M growth rate at 7.5% was 4 pp higher than expected, but very likely not a relevant
A / figure. Steel production rose sharply in December, and remained at the same
100 P /?’\ 7 i vestments— 100 level in Jan/Feb (but level is still down 10% from the peak early last year)
951 /’ v 9 * Service sector production rose 0.6% in Jan and 1,2% in Feb. Following the virus
90 & - 90 slowdown in Q3, activity is still somewhat below the pre-pandemic trend. New
85 1 - 85 problems now?
80 - L 80 * Retail sales volumes gained 0.5% in Jan/Feb, following a 0.6% increase in Dec. In
75 . | 7s addition, sales through last year were revised upwards by some 3%! The level is
70 \ B still below the pre—p'andem‘ic trend, but not l‘:)y much,-a.nd salesare up 4.6% vy/y.
A o Ay 0o \‘] A 1 o Sales rose 7.5% y/y in nominal terms according to official data, expected up 3.5%.
17 18 19 20 21 22 Auto sales are climbing month by month, and are 15% above the 2019 level!
sstmaretsmacrobond @ [pv@stments grew by 0.7%, in line with the average growth rate through last year
. . — which was revised sharply up from some 0.2%. Prices are no doubt increasing —
China GDP vs monthly IﬂdlC?tOl’S N gupply and in volume terms, growth is probably still moted. Annual growth was 12.2%
110 Dec/Q4 19 = 100 GDP (quarterly) Industrial W i3 ytd in February, expected 5%
* New homes sales bottomed in October, and grew further in Jan and Feb. Housing
1051 / 105 starts rose in February, and other construction starts have flattened. Construction
100 100 is still down 20 — 25% vs. peaks in 2020 and 2021. New home prices have
- flattened following a minor decline in H2, while existing home prices are still
951 // 9 heading down at a 2.5% pace, and they are down 0.3% y/y.
90 e L 90 * Creditgrowth slowed in February but growth has accelerated since last autumn
g5 | s * Exports is still trending up, also in volume terms while imports flattened through
last year
80 - ’ - 80 ¢ CPlinflation is still muted, close to 1%. PPl infl. may have peaked but prices are
JAJOUJAUJOUJIAUJIOUJIAUIJIOIJIA still sharply up y/y
17 18 19 20 21 22

In sum: Official annual growth data were far above expectations, but at least partly
irrelevant. However, following revisions, both retail sales and investments are now
at decent growth paths. Manufacturing production is slowing somewhat, at a high
level

SB1 Markets/Macrobond
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Industrial production growth has slowed to 0.3% m/m, up less than 5% y/y
Official y/y growth rate up 7.5%, expected 3.5%. Level almost 2% above p-p trend

China Industrial production China, Industrial production
15 o} 15
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* Production growth has been stable at a 0.3% m/m increase since last October. This almost % of a
‘normal’ Chinese growth rate, and the ‘real’ annual rate is trending down. Still, the production level is
above the pre-pandemic trend path

* The strong reported annual growth rate was greeted as good news, but we think data are not that

impressive
43
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Retail sales revised up — and not that bad in Dec - Feb

Sales through last year revised up by more than 3% - and sales grew a 6% pace in Dec-Feb

China Retail sales, volume China Retail sales, volume
35 +{Change yly - 35 130 +Volume; 2017 =100, level - 130
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 Official nominal retail sales were up 6.7% YTD in Feb, up from 1.7% in December, expected 4.2%

* In nominal terms sales rose 0.3% in February, following a 0.6% lift in January. In volume terms, we assume an average 0.5%
growth rate, following the 0.6% increase in December — a faster growth than since

* Following the substantial upward revision of last year’s monthly growth rates, the level is just 2.5% below the pre-pandemic
trend. Based on the December report, we estimated at 6% gap
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Investments revised upwards too, and is growing steadily
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... at least in value terms. Prices are sharply up, and in real terms growth is muted indeed

China Fixed investments
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China Investments - nominal & real
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* Measured YTD, nominal urban investments rose 12%, far above the expected 5%, which was greeted as a sign of great strength.
We are not able to reconstruct this scenario by other published data, check the chart to the right

* Monthly growth through last year has been sharply revised upwards, from 0.2% to some 0.6 — 0.7% per month - even if there
has been a substantial reduction in construction starts. However, in volume terms, growth has still been modest, as prices are

some 7% y/y

* The investment level is not far below the pre-pandemic growth trajectory, at least in value terms

[K]
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New homes sales on the way up, starts may have bottomed too

Sales bottomed last October, and rose in Jan/Feb. Start may have bottomed in January

Construction starts Housing sales & starts
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* One month uptick in starts is surely not enough to state that the bottom is behind us but given the increase in sales since last autumn, not an
implausible hypothesis

* Big picture: New home sales have fallen 25% from early 2021, following the spectacular recovery from Q2-2020, following the ‘sudden death’
in Q1, due to the virus. New home sales fell less, some 10%, and are now on the way up again. Sales have been running faster than starts,
indicating a reduction in the inventory

* Non-residential construction starts have flattened recent months, following a 25% decline since mid 2020. Both housing & non-residential
starts are at the lowest level since 2017

* The decline in construction starts has been among the largest ever, but we are witnessing sings of stabilisation- Check prices next page. 46
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House prices are still falling but not faster

Prices fell for the 6" month in row, and are finally down y/y, first time since 2015. Still not panic?

China Existing Home prices China Credit vs Home prices
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* Existing home prices peaked last July, and have fallen at a 2 — 2.5% pace since then —and by 2.4% annualised in February. Prices turned
negative measured y/y

* New home prices also fell last autumn but not as fast as existing home prices, and they have been flat since December. These price data
are the numbers from the authorities. Some builders report deep price cuts to reduce the inventory and secure financing

* Credit growth accelerated marginally during last year, however mostly due to increased borrowing from local governments

* The Evergrande crisis has obviously not shaken home buyers. New home sales have increased since last autumn, without deep cuts in
preces. As long as household demand for housing stays up (for whatever motive, living there, for let or as an investment (without
seeking rental income), investments in new homes will be kept up 47



Steel/demand ‘kept up’ in Jan/Feb following the Dec hike

Production is still down 10% from early last year — and construction shows signs of stabilising

China Steel
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China Construction vs steel
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Credit growth has slowed — and construction is rapidly on the way down

.. but recent months are somewhat encouraging, credit & construction is stabilising

China Credit vs construction
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The FOMC lifted the dot plot (int. rate path) by 120 bp, following the 70 Dec hike

Powell confirms that the Fed is behind the curve, signals 6 more hikes in 2022, and 3 more in 2023

The Fed vs the market
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The first 25 bps hike in this cycle was delivered, as very well communicated
on beforehand

The unprecedented 120 bps lift in the interest rate path was larger than we
expected. However, given the increase in inflation forecasts, for both 2022,
‘23 and ‘24, the momentum in the FOMC has turned towards fighting
inflation

The Bank will decide on the reduction of the bond holdings at a coming
meeting

At the press conference, Powell recognised that the Fed had fallen behind
the curve, inflation is become too high — though he stressed factors outside
his control, the pandemic and supply chain problems, as well as higher
energy prices

The challenge for the Fed is simple, even after lifting the interest rate
estimate big time: Even after this lift, the FOMC expect

1) Inflation to remain above the target until the end of the forecast period. By
the end of 2024 the expected (core) PCE price level will be 4.6% above the
‘promised’ 2%. The headline price level will be some 2 pp more above the
target

2) Unemployment to remain below the long term equilibrium rate at 4% - it
already is. Formally, that implies that the FOMC expect that the ‘maximum
employment’ target is not met — at least unemployment is too low (which
results in a price level well above the target

Thus, the FOMC members do not expect their targets to be met, even if
there is no trade-off between them as both targets misses ‘at the same side’

Sure, there may be arguments for this solution (we do not have them), but at
least the monetary strategy will have to be reformulated. Less than 2 years
ago Powell introduced at 2% average-inflation-over-time-target, so that a
future price level target could be met. Is will not.

Market reactions: The short end rose more than 15 bps on Wednesday and
by 25 during the week. Long term inflation expectations fell (together with

the oil price) but real rates rose more 50



Inflation revised up — and so was the interest rate path

Up to 5 more hikes baked into the dot plot, totally unprecedented

Percent
Median!
Variable 2022 | 2023 |2024 | Longer
run
Change in real GDP 2.8 2.2 2.0 : 1.8
December projection 4.0 2.2 2.0 : 1.8
Unemployment rate 3.5 3.5 3.6 : 4.0
December projection 3.5 3.5 3.5 : 4.0
|
PCE inflation 4.3 2.7 2.3 2.0
December projection 2.6 2.3 2.1 : 2.0
|
Core PCE inflation® 4.1 2.6 23
December projection 2.7 2.3 21
|
Memo: Projected :
appropriate policy path |
|
Federal funds rate 1.9 2.8 2.8 : 2.4
December projection 0.9 1.6 2.1 : 2.5

FOMC Dot plot'

K]
SpareBank o

MARKETS

3.0 - Now L 3.0
2.5- 25
2.0 Dec-=21 -2.0
15- 15
1.0 - 1.0
0.5- 0.5
\
0.0 - 0.0

J MM J SN

22

J M

MJ SNJMMJI SN

23

24

SB1 Markets/Macrobond

* The ‘22 GDP f’cast was revised down by 1.2 pp to 2.8%. Unemployment was still expected down to 3.5%, like in December to below the long term 4% NAIRU estimate. So
maximum employment is reached, according to this criteria

* Inflation was revised sharply up, the core price level in 2024 by 1.9% and the estimate is 4.6% above a reasonable 2% price growth path

* The median dot plot, the individual FOMC members interest rate forecasts, was revised up by up to 120 bps, the largest revision ever (dot plots have been published since
2012), following the 70 bps upward revision in December. A total turnaround, of course

* The long term neutral Fed funds rate is assumed to be 2.4% (median, down 0.1 p), implying a (long term) 0.4% positive real rate. The neutral rate is assume to be reached
around Q3 2023, 1% year from now. This is — at least formally — suggesting that the FOMC plans to run an expansionary monetary policy, even if the prices level is well above
the promised path, and unemployment is too low. A substantial quantitative tightening (QT, QE in reverse) by selling bond, could add to the tightening but no plan is yet

publised
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The anchor is lifted? The price level in 2024 will be 4.6% higher than ‘promised’

Will the Fed accept both the price and the max. employment target to be breached at the ‘same side’?

USA Core price level USA Fed Core PCE inflation forecasts
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* In August 2020, the FOMC introduced its new price level target. The bank aims to reach an average rate of inflation of 2% over time.

* If inflation has been below 2%, annual inflation should be allowed to stay above 2% in order lift the price level up to the long term 2%-path
* And vice versa, at least in principle...
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Unemployment expected to stay below the NAIRU the next 3 years
The long term NAIRU *) rate is still assumed to be 4%, 0.2 pp above the present level

USA Unemployment vs Fed forecast
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*) NAIRU: The Non-Accelerating Inflation Rate of Unemployment — an unemployment rate that balances the labour market. It is not stable, and it can be quantified only
‘after the fact’ but still a useful analytical concept. 53
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Mind the gap: The market does not believe in Fed’s est. of a neutral funds rate
The market is satisfied with a 2% long term rate, the FOMC says 2.4%

FOMC 'Dot plot' vs market FOMC 'Dot plot' vs market
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* The market accepts the next 8 Fed hikes, then the curve bends downwards
* In December, the long end of the OIS curve was at 1.5%, and 1 pp below Fed’s 2.5 long term neutral rate
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May a negative term premium explain half of the gap between the market & Fed?
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The (ACM) term premium has turned negative, implying that the market ‘expects’ a 2.7% long term funds .

USA Fed vs market - longer run
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* The 5y 5y fws OIS rate was at 2.01%, is 50 bps below the 2.4%

FOMC estimate of the long term nominal Fed funds rate

* The term premium in the yield curve (the difference between the

actual bond yield and the expected short term rate over the
same period) has fallen to below zero again, according to the
ACM model

» Putthe opposite way: The actual long term yield — the term
premium expresses the market’s expected short term rate

» The term premium has been drifting downwards since the 80’ies,
and has been fluctuating around zero since 2016, according the
ACM model (one of several term premium models)

Adjusted for the term spread (calculated from the bond yield
curve), the market assumes a long term OIS rate at 2.7%, which
is ABOVE Fed’s long term estimate

* The term premium estimate is uncertain, and the ACM model is

dependent on the shape of the yield curve, based on an
assumption that the long term expected short term interest rate
basically is closely correlated to the current fed funds rate (or
even better, the 2y government bond rate)

» The ACM term premium can be rather precisely estimated by just
ACM =-1.5+ 1.3*10y Gov — 0.9*2y Gov
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A substantial monetary policy shift over the past 5 months

USA 2 y swap rate
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Retail sales slowed in February — from a sharply upward revised January

Sales are still far above pre-pandemic trend paths. Total sales are up 25% in value terms

USA Core retail sales USA Retail sales
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* Total nominal sales rose 0.3% in February, down from 4.9% in February initially reported up 3.8%. Thus, the level was well above expectations (as January was
too)

» Total nominal sales are up 25% — vs. the Feb 2020 level!

* Core sales of goods (=control group, excludes autos, gasoline, building materials & restaurants) fell 1.2% in Jan, expected up 0.3%. However growth is Jan was
revised up to 6.7%, from 4.8% (while Dec was revised just marginally down)

* In volume terms we estimate a 1.9% decline in core sales in February following a more than 5% jump in January

* Consumption of goods is very likely well above a sustainable level, and we still expect sales to decline the coming months/quarters — even if parts of the
adjustment already has taken place (vs. a long term growth path, growth in consumption of goods has been slow since last March — and sale volumes in Feb

was lower than in March 211!) 57



(K
usa SpareBank €)

MARKETS

Mixed among sectors in Feb, after the broad lift in Jan (after a weak Dec)

Just electronics report lower sales than before the pandemic, in nominal terms

USA Retail sales USA Retail trade, % change
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Building permits, housing starts are still trending upwards

The surge in construction costs are probably dampening demand somewhat

USA Housing permits, starts USA Lumber 1st pos
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* Housing starts rose to 1.77 mill in Feb, from 1.66 mill in Jan (revised up 0.02 mill), expected up to 1.70 mill
* Building permits declined slightly to 1.86 mill, up from 1.89 in Jan, expected down to 1.85. The Jan print was the highest since 2006!

* Given the strong end of the year, the trend is still slightly up. The level is some 15% above the pre-pandemic level. However, given the
incredible strong existing home market, and soaring prices, starts should normally have strengthened further, amid still moderate mortgage rates
and a recovering economy

* Supply & capacity problems and higher cost in the building sector may explain the lack of response. Lumber (2"’x4) prices are still unusually
elevated, at more than 2x the average price (however, prices have not increase further after the Russian invasion into Ukraine 59



Homebuilders’ market index one more tick down, the level is high...

Still, the index may signal weaker housing starts

USA Homebuilders' survey & housing starts
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The Homebuilders’ Housing Market Index lost 3 p to 79 in March,

expected down to 81. The level is high but still down from 90 last
Nov. Expected sales was the weakest sub-component

Rising material prices, supply chain and labour shortages are still
creating challenges for the home builders, according to the NAHB —
but those shortages may have peaked (even of lumber prices are
soaring again!)

Even if the index level is very high, the HMI does not signal higher

housing starts, ref. the chart on the bottom right
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USA Homebuilders' survey & housing starts
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USA Homebuilders' survey & housing starts
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Existing home sales down in February but prices are sparing

Lack of supply seems to be a better explanation than higher mortgage rates for the decline in sales

USA Home sales USA Inventory of existing homes for sale
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» Sales of existing homes fell to 6.02 mill in February, from 6.48 mill in Jan, expected down to 6.1 mill (annualised rates). The trend has been
flattish since Q3-2020 — at a far higher level than normal (but below the 2005 peak at above 7 mill)

* The inventory of unsold homes fell further in Feb, to another ATL.
» The inventory equals 2.0 months of sales. During the 2005 boom, the i/s ratio was 4 months, in bad times it has been as high as 10 months
» The median time on the market for those homes sold is just 16 days, down from 30 days before the pandemic (and 120 days in 2011!)

* Prices rose 1.5% m/m in February, like in Jan — the fastest pace since last spring. The annual rate is 15%. Other indices confirm a faster price
appreciation, and annual rates are 17 - 19%

* No doubt, the lack of supply keeps the number of transactions down, more than the increase in the 30 y fixed mortgage rate to above 4.5% 61



MARKETS

(K
usa SpareBank €)

Existing home prices up 1.5% m/m in Feb too!

Prices are climbing faster again, according to the realtors — and others agree

Existing Home prices
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* Prices rose 1.5% m/m in Feb, according to the realtors, like in Jan but
significantly faster than since last spring. The annual rate is at 15% 7 r -

* Other price indices confirm a red hot housing market; monthly price -10 r-10
increase have been trending upwards during the autumn — data until -15 - --15
December. Prices are up 17 — 19% (an these indices are much more 204 L 20

precise than the raw measure from the realtors) 80 8 90 95 00 05 10 15 20

* Prices are up more than 30% vs. the pre-pandemic level —and the real SB1 Markets/Macrobond
price level is far above the 2005/6 peak — which generated far too
much construction of new homes
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Prices are up 30% since before the pandemic, the mortgage rate is higher

So the affordability is not what it used to be. That is, it is still lower than anytime before 2008

USA Housing Affordability
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* The 30y fixed mortgage rate has climbed to 4.5% from 3.0% last
summer

» The rate has increased MUCH more than the 30 y Gov bond rate. The spread has
widened to 206 bps from 91 at the bottom last spring and it is far above the 140
bps average

* The Federal Reserve is now rapidly tapering off its buying of mortgage

backed bonds — and signals eagerness to reduce its holdings, which
very likely explains the steep increase in the spread

» The central bank has funded most of the housing marked during the pandemic,
at least until mortgage lending shot up through 2021

USA Mortgage interest rate vs gov bonds
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Mortgage rates are up — but demand for new mortgages is still strong

So far, home buyers does not seem to be scared by the substantial lift in mortgage rates

USA Mortgage Applications USA Mortgage applications, purchases
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The manufacturing PPl up 2.4% in February — and up 14.6% y/y, the core up 9.6%

However, crude materials (ex energy) are slowing. At least they were, before War & Sanctions hit
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* The headline finished goods PPI shot up 2.4% in February, the largest m/m increase since 1975. The annual rate accelerated to
14.6%, which has been seen in decades either

* Core finished goods x food & energy PPl rose by 0.7%. The annual growth rate gained 0.2 pp to 9.6%, highest level since 1982

* The good news: Crude material prices x energy have been retreating recent months. In addition, core CPI goods prices have
already climbed more than usual vs. PPI prices (due to 2" hand auto prices), limiting the upside risk

* The ‘official’ total final demand PPI, including services, rose by 0.8%. The annual rate is at 10% - ‘explaining’ the 8% rate of CPI

inflation
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Before War & Sanctions: Crude materials had peaked, always the first sign

Even intermediate goods had most likely started to slow down. Now, the future is more uncertain

USA Producer & consumer prices USA Producer & consumer prices
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* Crude goods prices are leading intermediate goods prices by 4 months, and consumer prices by 12 months. Now, crude
prices have clearly peaked (see the red ellipse on the chart to the right). However, intermediate prices have not yet
yielded by much — and they will push finished goods prices further up the coming months

* Some more comfort: Prices at the consumer level (blue ellipse on the chart to the right) have responded earlier and
more than normally vs the PPI core consumer goods index. That is very likely due to the unprecedented (and very likely
not permanent) hike in 2" hand cars prices which are not a part of the PPI index. Thus the upside risk for the core
goods component of the PCE may be limited the coming months. If global commodity markets do not melt up
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Bottom line: Total PPI (services included) confirms 8% CPI growth
The total PPl rose 0.8% m/m in Feb, expected 0.9%. Up 10.1% y/y

USA Total goods & services PPl vs CPI
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USA Total goods & services PPl vs CPI
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* The correlation between the ‘new’ total PPI, which includes all sort of services in addition to goods vs the CPl is pretty
close. The current close to 10% annual growth rate in the PPI signals some 7.5% y/y growth rate in the CPI index. Which
seems to be a precise estimate ©
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Manufacturing production 1.2% in February, even if auto production fell sharply
Auto production is down 22% vs Feb 20, total is up 2.9%, and it is back to the pre-pandemic trend

USA Manufacturing production USA Industrial production
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* Manufacturing production was expected up 1%
» Production is trending upwards — and it is finally back to the pre-pandemic trend

» The steep decline in auto production has been a drag on overall production in 2021 and into 2022

* Total industrial production, including utilities, mines/oil production rose 0.5, as expected

PMI/ISM and all other surveys signal a continued recovery but at slower pace than until now

* Capacity utilization shot up in February and is far above average. The ISM survey reports a record high utilization, check next page
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Capacity utilisation very high or record high

USA Capacity utilisation * The Federal Reserve report a 0.9 pp increase in
Manufacturing - two measures manufacturing to 78%, a very high print, especially vs.
625 the long term declining trend
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Philadelphia Fed’s index up, well above avg, NY Fed’s index down, to below par

Mixed growth signals. Prices, delivery times up again.

Phil Fed New orders

US Manufacturing surveys
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* Phil Fed up to 27.4 in March from 16, expected down to 14
» New orders, shipments up — delivery times, prices even faster up

* NY Fed down to -11.8 in March from 3.1, expected up to 6.4 — following the surising
decline in February

» New orders, shipments reported down — delivery times up, prices received up to record high
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Phil Fed: Delivery times & price pressures up again

Was the war in Ukraine felt in Philadelpia already in the early days in March? However, activity up too

Philadelphia Fed Manufacturing survey prices

41 St.dev, avg =0 -4
3 -3
24 -2
14 1
0 -+ 0
-1 -1
-2 : --2
Input prices
-3 --3
-4 --4
70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond
USA Philadelphia Fed 6 m Future index
2.5 - 25
2.0 4 I - 2.0
15- _Ot_Jtput prices 1.7
1.0 4 - 1.0
0.5 - 0.5
0.0 - 0.0
05 kDelivery Time -0.6
%New Orders -0.7
-1.0 5 -
-1.5 1 --1.5
-2.0 1 --2.0
-2.5 --2.5
-3.0 1 --3.0

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

SB1 Markets/Macrobond

A DNV LA o a2 N w A~ o
| ISR [ N I S _—

USA Philadelphia Fed Manufacturing index
-5

7 'st. dev, avg=0

iDelivery Time 4.1

-3

e

Unfilled Orders 1.9
<Shipments 1.2

~New Orders 1.0
-0

-
)
-3
-4

0‘0 d2 0‘4 0‘6 0‘8 16 1‘2 1‘4 16 1‘8 2‘0 2‘2

The current prices increases are still very high, both
input and output prices — and delivery times surged
Growth in new orders and shipments accelerated in
March

The outlook: Supply chains problems are expected to
ease substantially but also the order inflow. Even so,
output prices are expected to increase rapidly —and
even more some in the March survey.

» A bit strange mix? Stagflation??
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No clear signal so far in March

The big picture: Surveys are heading down, manufacturing growth is slowing

USA Manufacturing Surveys USA ISM vs. regional surveys, PMI

nal Fed surveys & PMI -3 65 - ISM-model-est: -65

Actual manuf. ISM

<Kansas manuf 60 - - 60
<Phil Fed 58.6
=Markit PMI
55 <55.0
) 4Chicago PMI
<Richmond
%NY Empire 50 50
-1
) 451 - 45
-3 NY & Phil Fed avg. ofsubindicl*t -3 40 4-Model: Phil, NY Fed surveys - 40
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New jobless claims further down last week — and very few left on the dole

Confirms an extremely tight labour market — and no slowdown in the economy now

USA New jobless claims 7 USA Jobless claims
1.1 1.1 175 -17.5
Mill per week lions Prev. week :425 Millions LFS
1.0 1 289..... a8 -1.0 Unemployed
“325 15.0 - -15.0
0.9- s -0.9
0.8 225 -0.8 12.5+ -12.5
175
0.7 - W27 w40 W1 w4 L0.7
21 22 10.0 - ~10.0
0.6 -0.6
0.5 A -0.5 7.5 - 7.5
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0.3 - l -0.3 5.0 - 5.0
0-21 102 25+ [\ o v - 25
0.1 -0.1 Continuing claims, state data [<1-42 million
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* New jobless claims fell 15’ in week 10 to 214’ the lowest inflow so far in 2022 but still marginally above the ATLs late last year

* Ordinary continuing claims fell 71’ in week 9, to 1.42 mill, to lowest level since 1970, and as share of the labour force, the lowest ever, by
far
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Leading indicators (Conference Board’s LEI) back in black in February

The index signals growth close to trend

USA Leadmg |nd|cators 10.0
3 4 Change % m/m, 6 m avg L 3 25
2 - L, 5.0 -
2.5
o) | L
‘ ’ '\|"‘ ,\\ ‘ W 0.0
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N
-1 - ' . ‘ \‘ \lL i
| |
2 ‘ ‘y L
|
-3 3
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* The index rose 0.3% m/m in Feb, as expected, following
a 0.5% decline in Jan (revised from 0.3%)

» One negative print does not signal a recession

US Leading Indicators vs GDP growth

GDPyly
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LEI components

pp change last month
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Interest Rate Spread
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New Orders, core investm.
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Stock Prices

Cons. Expect for Bus. Cond.
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Atlanta Fed’s nowcaster suggests 0.5% growth in Q1

Net trade & inventories contributes at the downside, according to Atlanta Fed

USA Atlanta Fed GDP nowcasts USA NY Fed weekly economic indicator
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Labour cost inflation still just at 2.0%. No reason for the ECB to panic

But if unemployment is at the lowest since 1981, a negative signal rate is perhaps not needed either?

EMU Labour cost index EMU Negotiated wages

115_Index - 115 4.5+ -4.5
110 A - 110

105 - - - 105 4.0 -4.0
100 - 100
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* Labour costs in the business sector grew at a 2% pace in Q4, and by 2.0% y/y

» Labour costs = Wages + taxes — subsidies (the two latter paid by/received to the employers)
* ECB’s indicator for negotiated wages is up 1.6% y/y
* No signs of acceleration, whatsoever
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Substatial divergencies between EMU countries during the pandemic

Mostly due to how public support to businesses and labour was organised and booked

EMU Labour cost
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Unemployment is the lowest since 1981, vacancies are at ATH

There may be some wage inflation risk in the EMU too?

EMU Unemployment vs wages
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EMU Unemployment vs. wage inflation

7 Labour cost, % yly
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No serious cost inflation either
EMU Unit labour cost & core CPI * Unit labour cost (labour cost per unit produced = wage
140 - I L 140 cost/production volume, growth in UCL= wage growth —
2002=100 Unit labour cos productivity growth) has jumped up during the
1351 r13% pandemic as productivity fell because employment was
130 - - 130 not cut as in the US. However, as employment
125 105 normalises, the ULC will probably normalise too — it has
, fallen sharply from the peak in Q2 2020
1201 120 » On the other hand, in the 3 years before the pandemic —and
115 - Core CPI(HIEP) | 115 through the pandemic so far — ULC has accelerated to 2%
from 1%. The 1% growth in unit cost corresponded to the long
110 - 110 term growth in core rate of inflation at 1% —and a 2% ULC
105 - // L 105 inflation will over time yield a 2% CPI inflation
V. » In addition: Costs have been running faster than price inflation
100 - v - 100 since 2017, keeping a lid on corporate profits. If demand is
95 4 7/ Iy str'ong, businesses could (and should)'restore profits by hilfing
/./\/"/ prices to ‘close’ the gap vs ULC — helping the ECB to reach its
90 - L 90 inflation target over time
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Volatile Unit Labour Cost data; US, perhaps UK have a problem, EMU not

Unit Labour cost

Unit Labour cost 127 aat9=100 112
-9 r . 110 L
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1025 - 1025 * US labour costs were revised upwards two weeks ago
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* However, the correlation between ULC & CPI is not that
precise over just some few years
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Eurozone inflation 0.1 higher than the initial estimate, up 0.8 pp to 5.9% in Feb
Core inflation up 0.4 pp to 2.7%, in line with the first estimate

EMU CPI (HCPI) EMU core CPI, constant taxes
7 -Change % -7 3.0 1 -3.0
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* The headline HICP rose 0.8% m/m, and the headline rate at 5.9% is the highest ever in the EMU history, and the highest
since early 1980’ies in the EMU countries. Inflation is above 4% everywhere, and almost 10% in Belgium!

» Energy prices rose 3.2% - and they are up 31.5% y/y, contributing 3.1 pp to the headline 5.9% growth rate. Food prices rose 0.6%, and are up
4.1% vyly

* Core prices rose 0.3% m/m, in line with the monthly increases past months — implying an underlying rate at above 3.5%

* Tax changes have no material impact on the HICP now a1
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Energy remains main culprit, but food prices, and some others on the move too

Even so, energy is probably to blame, check next page
EMU HICP Goods & services

1084 5019 < 100 108 EMU Contribution to HICP inflation
Total HIPC 107.2
1074 “Food, bev 106.9 < Total 5.9
106 - 2% 1065 | ~Energy 3.1
105 4 | Indust. goods L 5
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104 ~Services 104.3
103 - [NCor L4
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oL 2
101 d - 101 F
s ood, tob/alc. 0.9 |
100-?/4 100
991 -9 ~Industrial goods 0.8 |
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19 20 21 22 Services - housing 0.8\
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Housing 0.2 |
. U
EMU HICP Goods & services
62019 = 100 6 -1
< Total HIPC 5.1 |
L4 2 -2
Food, bev 3.5 | 12 13 14 15 16 17 18 19 20 21 22
42% SB1 Markets/Macrobond
...LIndust. goods
X energy 2.0
moervxhousing. hold pack 18- Industrial goods x energy rose 1.2% m/m, following the
0 1.3% hike in January. Prices are up 3% y/y. Several goods
14 L1 contributed, like furniture etc (5.7%), autos (new and
JAJOUJAUJOUJIAUJIOIJA used) 10%

19 20 21 22 * Service prices rose too, both hotels, package holidays &

airfares, maintenance services
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EMU vs USA: Spot the difference
Just half of the 8% US CPI inflation can be explained by energy. In the EMU it’s nothing but energy

USA CPI vs Oil EMU HICP (CPIl) vs. energy
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* Oil price cycles have explained some 80% of the changes in the US CPI growth the past 30 years, which for practical purposes, is “everything”.
The same goes for oil and gas prices in Europe.

» In our models we incorporate all direct impacts from changes in the oil price — as well as the impacts from other factors that influences inflation which
correlates to the oil price. These models do NOT capture the impacts of energy subsidies etc

* Now, inflation is way above the model estimate in the US, but spot on in the EMU
* If the oil price stabilises at USD 100/b, and gas prices at the current (very high) level
» US: A small uptick in inflation (but from a very starting level)

» EMU: Energy inflation — and total inflation is close to peak. Inflation would have fallen far faster in energy prices returned to ‘normal’ levels 33



Core inflation now above 2% in a majority of countries
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EMU Core CPI
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* The base effect is substantial: Check next page
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EMU Core CPI
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Import volumes are exploding, exports strong as well

However, the union is running a trade deficit, for the first time in more than 10 years

EMU Foreign trade values EMU Foreign trade volume
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e XXx analysis
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Industrial production probably up 0.2% in January

Germany, France reported decent growth, 1.2 — 1.6% m/m. However, Italy down 3.4%

EMU Industrial production EMU Industrial production
107 Feb-20 = 100 _Zi/o_t_rgrld_ SE=EERI09 20 +-Change from Feb 2020, % - 20
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* The level in Dec was revised slightly up, and production is 0.4% below Feb-20 activity
* Industrial production in both France & Germany down 4% vs 2020, mostly due to the auto industry

* We exclude the volatile Irish industrial sector from the calculation. No big difference this time, production was flat,
Ireland included — expected up 0.1%
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Auto production on the way back, still down 22%

Auto production lowers total production by more than 2%

EMU Manufacturing - sectors
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ZEW expectations more down than ever before — to a rather low level

German investors/analysts totally shocked by the war & its possible consequences

Germany ZEW Survey Germany ZEW expectations vs GDP
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* The ZEW expectation index fell to -39 in March from +54 in February, or from +1 above st.dev to -1.7 st.dev below
average. The decline was the largest by far (-94 p in March vs. the largest drop so far, -58 in March 2020). The level
normally signals a decline in GDP — a substantial decline. There is of course just one possible explanation

* Assessment of the current situation also fell, but less dramatic

* The survey was conducted some days ago, when the DAX index was in freefall and gas prices were up in the
stratosphere. Still the unprecedented decline is a of course a warning sign, German decision makers may now become
risk adverse. However, it is far too early to judge! 38
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Just ZEW has reported March data
‘Ordinary businesses’ will report this week, in the Ifo & PMI indices XXX sjekk XX

Germany Business surveys
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Bank of England: the 3" hike, many more to come. But how many?

The BoE less hawkish than expected — still many more hikes to come: 4 —5in 2022

UK Bank of England bank rate
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The 3™ hike since the Bank started tightening in December
was expected by everyone

The MPC expect inflation to accelerate to 8% in the Q2, 1 pp
higher than assumed in February — and that may not be the
peak — if energy prices turns put to be as high as future
prices signal

The bank is more cautious vs the growth outlook: Falling
disposable income and declining consumer confidence could
lower demand — and growth

The bank said some further modest tightening in monetary
policy might be needed — which was less hawkish than
markets expected

The future (SONIA) curve fell by up to 20 bps but still signal 6
more hikes, up to 2,2% until H2 next year

The GBP fell 1.7% last week. So from time to time, interest
rates are important for the f/x market!
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Unemployment is trending down - to just marginally above the pre-p level

Wage inflation is accelerating, the pace is now above 5% (regular pay), and 8% (including bonuses)

UK Earnings vs Unemployment UK Average weekly pay
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* Annual wage growth (regular pay, 3 m avg) accelerated 0.1 pp to 3.8% in January, expected unchanged. Not smoothed, wages
were up 4.1%. The underlying 3m/3m rate rose further too, now at 5%

* Including bonuses, wages are up 4.1%, but the 3 m avg rose to 4.8% from 4.6%, expected down to 4.3%. Underlying 3m/3m
growth equals 8%!

» Over the 2 past years, total weekly pay is up 4.5% in average.

* Just before the pandemic, wage inflation was approx 3% (total pay) to 4% (regular pay) — but just between 2 and 3% the
preceding years. Thus, the current wage inflation rates are well above the British ‘norm’

* The ‘LFS/ILO’ unemployment rate fell to 3.9% in December, from 4.1% in November 91
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Total pay, including bonuses, is accelerating even faster

UK Average total weekly pay
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‘Open’ registered unempl. at 4.4%, sharply down since the spring but still ‘high’
The LFS (ILO, 'AKU’) unemployment rate has fallen bellow 4%. Soon the lowest since 19757

UK Unemployment UK Unemployment & Employment
12 o of the 12 77-%’ sa 12
11 4 labour force - 11 76 B
75 - ;j
74 - -9
73 - r]\ -8
72 - \J -7
71+ L 6
70 - - 5
69-
| Unemployment rate |
3 68 (ILO/LFS) 3
67 - -2
2- -2
.
1 L 66 - -1
0 0 65 - -0
75 80 8 90 95 00 05 10 15 20 70 75 80 8 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond
76.8 % 54 -5.25
* However, the employment rate is still 1 pp below the record high pre pandemic level ;g-g: 5 1500
* On the other hand: The no. of unfilled vacancies is record high and still increasing rapidly  76.0- nempl -4.75
75.8 1
75.5- F75.6
75.3 - /_/ \ -4.25
75.0 1 an
74.8 -
74.5 - | -3.75
20 21

93



(K
“Sweden SpareBank €)

MARKETS

Inflation is exploding, here too. Headline +0.6 p to 4.3%, the core 0.9 pp to 3.4%
... and 0.3 pp higher than expected. Still, core prices just up 0.3% m/m, following the 1.4% Jan jump...

Sweden CPI Sweden CPI core
0 CPIF 3.5 ca
Change % y/ -
ge % yly "(CPI X mortg. SPI;: X energy
[ rates) 4.5 3.0 7YY 3.0
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lenergy (core) 3.4
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- 1.0
- 0.5 1 2.5:% m/m;s.a C 1 o5
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.05 025,y Ii I '.l.'.l'l 1 || Lk Ll |||I |.|||||.|.II i L ||| I.ul Lol
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--1.0 -0.75 1 --0.75
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* CPI-F x energy, the ‘real core’, rose 0.3% in February (seas. adj). The annual rate shot up because prices fell 0.5% m/m last
February. Still, inflation has accelerated sharply, and the rate is now 1.1 pp higher than the Riksbank expected!

» Why is inflation so high? Food prices up 4% y/y, furnishings 4.9%, hotels & restaurants 4.4%
» All other measures of underlying inflation is sharply up — and at the highest level in some 30 years

» The Riksbank will have to revise its inflation forecast sharply - and then to announce that the signal rate can be lifted before H2-2024. The market expect
3 XXX hikes in 2022, and 3 more in 2023 (rate expectations rose by 3 — 5 bps XXX on Monday, following the CPI report

» Still, inflation is pretty well explained by the increase in electricity prices
* Headline inflation also accelerated, and not because energy prices accelerated
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Inflation in Sweden: it’s used to be just energy, but not so anymore

Energy prices fell in February too, but other prices are accelerating

Sweden CPI
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Unemployment suddenly collapsed in February, to 7.3% from 8.0%

Vacancies are soaring, from a record high level.

Sweden Unemployment
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* The participation rate fell following the spike to a record high level in January, while the employment rate climbed further.

* The LFS (AKU) monthly data are volatile. The decline in unemployment in large but not unusual and it is normally wholly or
partially reversed the following months

* Still, the trend is anyway down, ‘open’ registered unemployment is far below a normal lave, employment is climbing rapidly,
the participation rate is record high, and vacancies are off the chart. In sum, the labour market is tight. The only counter

argument: Hours worked is still below the pre pandemic level
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Both participation & employment rates are the highest in 3 decades

Data were revises sharply up last months. The soft spot: Hours worked are still below the 2019 level

Sweden Labour Market Participation
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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Norges Bank’s Regional Network expect brisk growth, serious capacity constraints
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... including lack of labour and much higher wage inflation. While the signal rate is far below neutral

Norway GDP vs Regional Network
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* Implications

» Taken face value, the network report delivers strong
arguments for a more rapid pace in normalisation of
Norges Banks policy rate. Capacity constraints and labour
shortages are building faster than ever before, wage and
price inflation is expected to accelerate sharply

So why spend one year to bring the signal rate up what the
bank assumes to be the neutral rate. When wage and price
inflation is high, unemployment is below are normal levels
as companies are reporting unusual capacity constraints,
should not the signal rate be ABOVE the assumed neutral

»

SB1 Markets/Macrobond

rate?

Activity the past 3 months
* The Network reports a 1.8% growth pace in Nov-Jan period (index value

0.9), 1.6 pp higher than we assumed. The Omicron restrictions have not
been that serious, according to the Network. Actual Mainland GDP
growth was 0.8% (annualised) past 3 months.

» Household services reported a decline, retail sales rather slow growth

» Capacity utilisation rose further and are close to ATH, and labour shortages
became even more widespread, and are not far below ATH. Both have climbed
faster than ever the past 3 quarters.

Expectations for the coming months
* The Network expects a 3.3% growth pace the next 6 months (index

1.65), up from 1.9% 3 months ago. We expected 2.4%.(which arguably

was to too low estimate). In December, Norges Bank assumed a 2.5%

growth pace over the next 6 months, from November. The survey was

finalised February 18, that is well before Russia’s invasion in Ukraine.

Most likely, most companies has not changes

» Retail trad expects sales to slow — which is reasonable as consumption of
goods have been ‘artificially’ higher than normal during the pandemic

» Household and commercial surveys expect strong growth the next 6
months, for good reasons

» Other sectors report growth at or above normal
Investment were revised slightly down, from the highest level in 10
years

Wage inflation expectations were revised up by 0.5 pp to 3.7% - and to
3.9% in the private sector. Expectations have not been revised more
upwards g/q before

Companies expect prices to increase at an unusual paces 99



Household services full speed out of the corona downturn
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While retail trade recognises that the exceptional times are behind us. Other sectors report OK growtl

Norway Regional Network, Industries
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Norway Regional Network, Services
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* Both household and commercial services expects strong growth — with household services in the lead,

following the virus restriction downturn in Dec/Jan

* Export industries report slower but not slow growth

* QOil investments expect a further acceleration
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Just retail trade expect lower activity, most others expect higher growth

The inevitable normalisation of retail sales is well recognised. Strong growth in services

Norway Regional Network, Industries
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Capacity constraints close to ATH, NoBa will have to revise the output gap est. up

Labour shortages even more wide spread, not far below the 2007 ATH

Norway Regional Network, capacity Norway Labour shortages
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* More companies than since 2007 are reporting capacity constraints following the steepest surge ever, over the past 3 quarters.
The correlation to NoBa’s assessment of the output gap is not 1:1 but the Network report suggest than the Bank’s estimate has
to revised substantially upwards. The 2.1% unemployment rate in February, and a stagnant labour force participation rate also
indicate a higher positive output gap

* Labour supply shortages are shooting up, also faster than like never before — and the level is rapidly approaching the ATH level as
in 2007. Given growth expectations well above average — and plans to lift employment, the labour market will very likely tighten
further the coming months. Where will companies find available workers?

* Wage expectations have never climbed faster either, check the two pages forward
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Retail trade reports lower capacity utilisation the grand total sharply up
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All sectors report higher capacity utilisation than normal

Regional Network Capacity Contstraints
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Regional Network Labour Constraints
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* All sectors are reporting a substantial increase in more labour shortages — retail sales

* Lack of raw materials and delivery problems have also (of course) increased

SB1 Markets/Macrobond
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Tic tog, tic toc. Wage expect. on the way up, approaching 4% in the priv. sector

The average wage expectation at 3.7% but at 3.9% in the private sector. NoBa will revise sharply upw.

Regional Network Wage growth

Norway Regional Network wage growth 497 Estimated vs. actual wage growth, % 45
5 -85 4.0+ 4.0
A 3.5- 35
44 Actuial (TBU) 60 30- n 3.0
3 55 25- Iy 25
2] 5.0 2.0 i III 2.0
1A Network wage index 45 15- ‘ L15
0- ¢ 1.0 - 1.0
1 4.0 0.5 - i -0.5
Py 35 00- -0.0
2 13 14 15 16 17 18 19 20 21 22
-3 3.0 TBU (‘official') wage inflation ® RN Winter ®RN Summer
-4 - -2.5 RN (Autumn Prev Year) = RN Spring mRN Autumn
_5 i L 2.0 SB1 Markets/Macrobond
-6 - 115 * Wages growth in 2021 was 3.5% (all employees, and 3.4% in
7- 10 areas covered by wage negotiations) in 2021, well above the
8- 05 Network estimate last December
94 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 100 * Wage growth in 2022 is expected at 3.7%, up from the 3.2%
02 04 06 08 10 12 14 16 18 20 22 December forecast. We have never seen larger quarterly
$B1 Markets/Macrobond upward revisions before (but a similar adjustment was
reported in Q2 2007 and Q2 2011)
* Justonce, in 2011, the Network has revised up its wage * In Norges Bank Q1 expectation survey, economists in trade
expectations more in one go than between Feb and May unions expected 4.2% wage growth in 2022, while employers

associations forecasted a 3.9 growth, both up by 0.75 pp vs.
the Q4 survey (and close to +1 pp vs the Q3-21 survey)

* Norges Bank assumed 3.2% wage growth in 2022 in its Dec
MPR. Now NoBa will now have to revise its forecast at least
to 3.6% (SSB’s f’cast last week). We think 3.9% or higher is
too much for swallow for NoBa, in one go. So, let’s say 3.7% 104
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The labour market is tightening rapidly, and wage expectations are slipping

We not expect this spring’s wage negotiations to yield 4% wage growth. However...

Norway Vacancy rate vs unemployment
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* Actual wage inflation may easily accelerate to 4% through 2022 —

Norway Wage growth vs the labour market
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if the economy is not hit by a negative demand shock
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Regions: All the Inland expect faster — and most sectors above trend growth

Lack of capacity may dampen the growth outlook

Norway Regional Network Norway Regional Network
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The network reports & expects rapid employment growth

.. just retail trade on the downside. BTW, where will all those employees come from??

Norway Regional Network Employment Norway Regional Network Employment
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* Services & oil services are in the lead
* The NoBa forecast on the chart to the right represents the bank’s annual averages
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The Network revised investment plans slightly down — but plans are still upbeat

Retail trade will take a break, others not — even if growth ambitions were revised slightly down

Norway Regional Network, investments
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Other investment surveys tell the same story: a strong outlook

SSB’s investment survey reported extremely strong investment plans, other surveys not that strong

Norway Investments Surveys Norway Investments surveys vs investments
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* However, all surveys signal growth in investments above trend —and in sum a substantial lift in Mainland investments
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The network signals much higher price inflation than over the past 15 years
Which is not a big surprise, of course
Norway Regional Network Prices
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New home sales sharply down in February but Jan/Feb avg at a ‘normal’ level
Starts fell to but from a high level, the Jan/Feb level on the high side

Norway Homebuilders' survey Norway Housing starts
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* Boligprodusentene (Home builders) blamed higher material and land costs for the decline in sales, not an
unreasonable hypothesis (but strangely enough, higher interest rates has not been mentioned). However, as existing
home prices are substantially up over the past year, new homes are probably still competitive. The war in Ukraine is
also mentioned as reason for the decline sales in February, even if the 2" hand housing market was strong in Feb.

* SSB also reported at decline in starts in (building permits) last year but the going rate during H2 was 30’, which is not a
low level

» The two stats for housing starts are far from identical. Many single home projects are not included in the Home builders’ data. Nursing 111
and student homes are not included either
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Trade surplus at NOK 80 bn, 28% of GDP! Both Mainland imports & exports up

The Mainland trade deficit is widening but petroleum exports are soaring

Norway Mainland Foreign trade
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Norway Foreign Trade total
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* The Mainland (non energy) trade deficit in goods rose marginally to NOK 32 bn, equalling 10% of Mainland GDP (however, mostimports for oil
investments are categorised as Mainland imports and sales from the Mainland to the oil sector (both op.ex and cap.ex)

* Non-energy exports rose further in February, to NOK 42 bn. Exports are up more than 30% since 2020, mostly due to higher prices but volumes are up as

well. Fish, metals & chemicals are reporting string growth
* Imports added some few bn and remain at 10% growth path

2|

bond

* Gas exports fell slightly in February but remains at an incredible high level. In March the export value will climb to an even more incredible level, thank
you Mr. Putin. Oil exports rose almost to an ATH — and the oil price was ATH, measured in NOK

* The trade surplus in goods (ex ships/platforms) fell rose to NOK 80, an enormous amount, 28% of Mainland GDP!
* The government’s extra revenues from oil and gas exports (and direct ownership) now equals some NOK 80 — 90 bn per month
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Gas exports marginally down in February but just wait for March...

Gas exports is now equalling more than 20% of Mainland GDP!

Norway Energy Export Oil & gas prices
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* British gas prises rose fell in 30% January and slightly in February as well. (The NBPI at the charts to the right, the average for each month,
calculated from the start of the month, the front month, check the small chart inserted). So far in March, prices are up some 80%. So export
values will be rather impressive in March. Gas exports were close to unch at NOK 64 bn

* Measured in NOK, the oil price is at a an ATH level. Oil exports rose to NOK 35 bn, close to ATH (from 2008)
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Most imports are trending upwards

Vehicle imports down in January —in line with auto sales

Norway Import
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Norway Import
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* The spikes in imports of manufactured goods are due to unfinished platforms or ships
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Fish exports are surging, metals, chemicals sprinting upwards too

Exports of machinery & transport eq. sharply down recent months, level unch. from 2014
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M INOK bn, s.a ' ' ' j FFish | 12 7NOK bn ' ' 2
10 -.smoothed , , , 10 <Fish
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8- L8 r 9
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(\,k\Ma_chinery,transp. Chemicals
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5- : )
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41 Y ' I JOther manuf. 4
3. 7 7 ~ /lgoods Other goods
/Crude materials ~Crude materials
2 - , - Manuf.materials | Materials
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Cost pressures in the construction sector had peaked. But..

the war & sanctions may push prices higher again

Norway Residential Construction Cost Index Norway, Residential constr, material costs
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* |n total, material prices have flattened the past 5 months, as lumber prices have fallen 10%. The annual inflation rate
has moderated slightly but remains at 23.4%! (The previous record was 15% back in 1980!)

» Steel prices, and carpentering materials have also headed down recent months. Other types of materials are still heading upwards
* Labour cost inflation slowed to 3.4% y/y in Q1 from 4.5% in Q3 (which was the highest growth rate since 2009)
* Including labour costs, the total building cost index is up by 11.7%, down from the ATH at 14.6% at the peak in Oct
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New warning: In the US, a 2" lumber wave!

Lumber (2/x4"’) prices on the way up again but not further after the Russian invasion in Ukraine

Lumber prices
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Highlights
The world around us

The Norwegian economy

Market charts & comments
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S&P500 up 6.2% - and up 5.6% vs Feb 23. Yields up. Oil & metals down

Some sort of peace hope trade? Chinese quities sharply up too, probably mostly due to new policy signals

Equity Indices
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Oil vs. metals

5600 4 LME in USD usD/B -+ 130
5500 - !
5400 - ! -120
5300 - =%
5200 4 . KLME Met. Ihs
5100 ~ : %Brent 1.107.9
5000 - ! |
4900 - ) ' 100
] NAn L .

4800 N '
4700 - /\// ' - 90
4600 - S i
4500 - /_’/-/ ! - 80
4400 - 1
4300 " - 70

22 3 10 17 24 1 7 11 17 1 8 15 22

21 Dec 22 Jan 22 Feb 22 Mar

SB1 Markets/Macrobond

Exchange rates
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The big picture: Stock markets down, bond yields up
Oil exchanges, like OSEBX and FTSE have feared better than others recent months

Equity Indices Oil vs. metals
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Raw materials

Most commodity prices down last week too
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Most price changes since the start of the war are significant but not that dramatic anymore

Commodity prices
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Commodity prices
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Will Russia be allowed to export oil and gas, will buyers
abroad buy the stuff or will Russia turn the tap off?

» There seems to be many willing buyers of rebated Russian oil
» Russia is still pushing gas through the pipelines to Europe

Will Russia/Ukraine sell grain — restrictions are
introduced (as for many other goods)
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The oil price is still volatile — down USD 30/b, to the pre-war level, then +10/b

Future prices have been much more stable than the short end of the curve — as usual

Brent oil, spot & Dec contracts
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European gas & electricity prices are trending further down

Russia have so far supplied more gas to Europe —and Europe wants to buy it

Electricity prices Norway vs Germany Electricity, 3rd month future
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* The ‘Norwegian’ risk: Nordic future electricity prices remain far below European forward prices

* The Norwegian 2022 prices are up by approx. 27 ¢re/kWh since before the Russian invasion. At the CPI level (assumed
continued subsidies, and low prices in Mid/Northern Norway), this increase will lift the overall 2022 CPI by 0.4 pp. Still, the
average electricity price will be lower in 2022 vs. 2021, and 2023 below the 2022 level
» The 80% subsidy for prices above 70 gre/kWh reduces the impact of higher electricity prices for Norwegian consumers substantially
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Food prices are up from before the invasion but are calming down
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Even if Russia & Ukraine is are huge grain exporters, their exports equal just 4% of global cons.

Food/wheat prices
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Russia and Ukraine together exports 24% of global
grain exports (and 25% of all wheat exports)

However, exports (and imports) of grains equals ‘just’
18% of total consumption — and Russian/Ukrainian
exports equals ‘just’ 4% of global consumption —and
somewhat higher for wheat

Russia & Ukraine exports 103 mill tons in grains. Grain
production is increasing over time, but is also declining
from time to time — like by 50 mill tons in 2017/18 —
without sending prices to the sky

Grain stocks are somewhat below normal but not by
much, at 26-27% vs. the 28% average (of annual
consumption)

Of total consumption, less than 1/3 is eaten by
humans, while almost 50% is used as feedstock for
animals/birds (we then eat)

» Industrial use, like production bio ethanol, also consumes a
significant share of total grain production
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Credit spreads down last week — in sympathy with stronger equity markets

Norwegian bank spreads peaked one week ago — will probably decline further this week
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A strong recovery, half of the decline since late 2021 was reversed, yields up
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The well announced first Fed hike was not a shock. And perhaps less war angst too

USA S&P 500 vs. bond yields
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USA S&P 500 vs. bond yields
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S&P 500 vs US 10 y gov bond
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Real rates, inflation expectations

Real rates up, especially in the US, inflation expect. Down, due to Fed & oil prices
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Inflation expectations are still high —as in Germany. Real rate up here too, from very low levels

Real yields, break-even inflation
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US & Germany 10 y Gov bond yield

Yield Change Change Since Min since
1w 1m  Feb 18 April-20

USA nominal treasury 214 0.14 0.22 0.22 0.52
.. break-even inflation 2.86 -0.08 045 0.45 1.06
.. TIPS real rate -0.72 0.22 -0.23 -0.23 -1.19
Germany nominal bund 0.37 0.11 0.15 0.15 -0.65
.. break-even inflation 2.55 0.02 0.57 0.57 0.40
.. real rate -2.18 0.09 -0.42 -042 -2.80
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* Is the the Fed willing to more to fight inflation? Or is the growth

outlook just better at energy prices fell last week?

» Higher energy & raw material prices due to the supply shock (if Russian energy &
other raw materials are kept out of European/global markets) will push inflation
further up — and growth will likely slow, due to reduced disposable incomes
perhaps also due to increased geopolitical uncertainty. German 10 y inflation
expectations at 2.55% are unprecedented

» The sanction regime is being tightened by the day, and we do not know how
Putin’s regime will respond, by cutting exports of energy, food & raw materials
the West still (possibly) wants to buy

* Real rates are still extremely low, especially in Germany
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The Fed pushed the short end of the curve further up, while BoE talked ‘dovish’
NOK & SEK FRA rates rose further, while EUR rates fell, from a ‘high’ level
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Fed funds future curve is steeping rapidly. 25 + 50 or 2 x 50 in May and June
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75 more bps during Q2 is deemed to be the most likely outcome. An 50+50 more likely than just 25+25
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The short end of the USD curve sharply up (CAD even more)

The Fed will do more now. Will ‘take care’ of inflation. But what does that mean, in the economy?

2 y swap rates
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Change from Oct 1,
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10 y swap rates

Most 10 y rates sharply up last week too
The US and the other Anglo Sachsen in the lead. EUR >1%!
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10 y swap rates
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Swap Rates, changes last month Swap Rates, changes last week
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The whole curve continues upwards: the 10 y up 12 bps to 2.56%!
The forward curve peaks at 3% at 1.5y

NIBOR, NOK swap rates NOK Swap rates
3.0 -3.0 3.0 FAy 1y fwd 2.92
L5y 2.56 <3y 2y fwd 2.69
2.5- A {10 y 2.53 2.5+ <5y 5y fwd 2.50
,N/\'\,/ <2y 2.36

20- 20 20- 20
v 1y 1.80
v ¥ !
15- L 15- 15
1.0- /\/"‘/ 10 10- _'—I_’ ‘ 1.0

- T I— ‘ NoBa 050
05 \/—/—/-r‘/‘f hon 05 L, ‘ NoBa 0.50

0.0 ~-0.0 0.0 - ; ; -0.0
M A M J J A S O N D J F M J AAJOJAJOJAJ OJAUJ OJA
21 22 18 19 20 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond
Norway - yield spread, 10y - 2y swap NOK Implied swap forwards
2.5 - 25 -3.5
2.0 - 20 . Oct10 2018 (local peak) -3.0
] P 1o : == 25
1.0 4 - 1.0 . Lo0
05 - L 05 ' 1 week ago
m 1.5 4 -1.5
0.0 + £0.325 U.U 10 10
0.5- ff | g gijg L.0.5 - May 15, 2020 -
| E 0.5 ATL -0.5
-1.0 S | = M-0.1OO L1.0
0.0 0.0
21 22 T T T T T T T T T T T
-1.5 -\ T T T T T T T T T T T T T T T T T T T T T T --1 .5 0 1 2 3 4 5 6 7 8 9 10
00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 2122 Years
SB1 Markets/Macrobond SB1 Markets/Macrobond

134



Spreads further up last week but not at the 5y 5y fwd segment

Norway vs trading partners, impl swap spreads
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The 3m NIBOR up 3 bps to 1.41%, the NIBOR spread +1 bp to 65bps
... if NoBa does not hike in May too

Norway, NIBOR rates Money market friction
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* The USD LIBOR-OIS spread rose another 5 bps to 38 bps, after the 18 bps hike the previous week — and the spread is far above an
average level. Some problems in the US money market?

* Liquidity issues may follow sanctions — but most likely not, and in Norway, Norges Bank will have no problem countering them by
offering banks more liquidity
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FRAs further up, the curve is up to 70 bps above NoBa’s Dec path! (given normal NIBOR spreads)

FRAs up by up to 13 bps last week, and the whole curve is well above the pre-invasion level

Norway 3m FRA Norges Bank Signal rate forecast vs market
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* If NoBa hikes March 24 (by 25 bps, and not in May), the average NoBa rate will be 0.73% in the March FRA period

* Thus, the current 3 m NIBOR at 1.41 implies 100% probability for a 25 bp hike to 0.75% even with a 66 bps NIBOR
spread! The normal spread has been some 30 — 35 bps

* The June contract at 1.62% captures a lot of different scenarios, including a substantial probability for a June signal rate
at 1.25%
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SEK & NOK further up, the USD, CNY down last week
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NOK vs EUR & USD
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F/x markets
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The oil prices ended down last week, the NOK still up 1.1%, from a ‘low’ level

Our model suggested an unchanged NOK

NOK vs main drivers
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The status vs. the normal drivers:
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NOK vs main drivers
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* The NOK up 1.1% - and the NOK is just 1.1% below the model est (from -2.5%)
* The NOK is 2% weaker than our AUD/CAD/SEK-model, our ‘super-cycle peers’, predicts (unch)
* NOK is 5% stronger than a model which includes global energy companies equity prices (vs the global stock market),

but less than last week (from 3%)
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At this and the following pages we have swapped Norges Bank’s 144 index for JP Morgan’s broad NOK index and rebased it to the current index value for the 144. The 144 has an earlier closing time than the ‘official’ closing
time for f/x crosses. There are no substantial difference between these two indices over time
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NOK lags our model by just 1.1% from 4% two weeks ago

NOK exchange rate model

goﬁ Model +/- 1 std|dev L 90
Est Jan 2010-Dec 18
95 - Model est from 2019 - 95
Norges B's
100 - T 1100
105 - ce= 77105
. SB1M
110 - 110
15 - 5.0 {Residual - 5.0 - 115
2.5+ - 25
120 o0 0.0 - 120
125 1 25- --25 125
5.0 - o --5.0
% deviati
130 - _7.5actual an L75te - 130
‘ 19 S
135 | | | i - 135
14 15 16 17 18 19 20 21 22 23

SB1 Markets/Macrobond

NOK exchange rate model
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* Normally, the short end of the oil curve is most important for the NOK, not the ‘whole’ curve, which would have been more
logic

* @Gas prices are not included in our model either. Gas prices have been so closely correlated to the oil price, so it is not easy to
estimate the impact of the gas price, historically
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The oil price down last week but the NOK further - still weak vs. oil

NOK has not been particlary correlated to the oil price lately, at least not the short end of oil curve

NOK vs the oil price NOK vs the Oil Price
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* NOK is normally correlating quite closely to the oil price but at a lower level than before 2018 —and now the NOK is
weak even vs the past 3 years’ (and now also the previous 6 month’s relationship)

* A USD 10 drop in the oil price weakens the NOK by some 4%, as a partial effect.
Within a broader model, the impact is substantially smaller
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NOK is still dancing closely with the AUD

The surge in commodity prices is supporting both currencies

AUD vs NOK f/x
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The two f/x indices are back to the 2011 parity (vs each other, from which they never since have deviated much)
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Emerging Markets f/x

The rouble recovered last week but is still down 27%

The CHY lost ground last week, even if the stock market recovered sharply. Most other EMs down too
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