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Last week, part |

The War/Sanctions

» Russia is slowly conquering ground in the East, and will probably control Luhansk not before too long. Will the Russian continue? If not,
real peace negotiations may start

» Mixed commodity prices, oil and US natural gas up, but metals and food prices in sum down

The virus

» Lockdowns are gradually eased in most Chinese cities, and now even in Beijing, and economic activity is recovering rapidly. However, the
virus is not totally eradicated even after lockdowns, and in Shanghai a district was closed down during the weekend — and a heavy and
expensive testing regime is established

Global auto sales

» Global auto sales rose 12% m/m in May as Chinese auto sales partially recovered, but (Chinese sales) remained 16% below the pre-
lockdown level. Global sales are still down 17% vs. the 2019 level. US is down 25% (after at 12% decline in May), Europe is down 37 —
40%. Russian sales fell further m/m, and are down 80% from February. Sales in EM x China & Russia is flat vs the 2019 level —

OECD forecasts

» The OECD lowered the 2022 GDP growth forecast by 1.2 vs the January forecast to 2.7%. The global growth forecast was cut by 1.5 pp to
3.0%. Inflation was revised up by 3 pp, to 6.5% for the OECD area. Next year OECD growth is expected to slow to 1.6% - and no
recessions is assumed, of course

China

» Exports rose to ATH in May, at least in nominal terms (and not far below in price adjusted), and was 9% higher than expected. The level is
miles above the pre-pandemic trend. Imports climbed m/m as well but remains slightly below the pre-pandemic trend in volume terms

» Credit growth recovered almost to the pre-lockdown level in May, following the ‘crash’ in April. Underlying growth had strengthened until
March, even if the construction sector is struggling, and construction starts have fallen (and they fell off the cliff in April, May data out
this week)

» CPI headline inflation remains at 2%, the core at 1% in May. PPI inflation slowed in May
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* USA

» CPI rose more than expected in May, by 1% m/m and the annual rate accelerated to 8.6%, 0.3 — 0.4 pp higher than expected. The core
rate rose 0.6%, and the annual rate is at 6.2%, also above expectations. Inflation is still broadening and the 3m/3m rate is at above 10%,
at cycle hike. Interest rate expectations shot up —and it is the real rate component that shots up (inflation expectations are kept in check)

» Atlanta Fed’s median wage tracker reported a 6.5% annual growth in May, the highest on record (data from 1983). However, monthly
wage increases have slowed somewhat recently

» Univ. of Mich. consumer sentiment fell sharply to ATL in June. Inflation is obviously the culprit but other economic data do not explains
the worst sentiment ever, since 1953!

» New jobless claims rose again last week but is not much up from the bottom to flag an imminent inflation risk. But Atlanta Fed’s GDP
tracker suggest a 0.9% growth pace in Q2
» Expected growth in corporate earnings is slowing and will very likely slow further the coming months and quarter
* EMU

» The ECB preannounced two interest rate hikes in Q3, a July hike at 25 bps, and a September hike that could be larger if inflation forecast
did not came down (they were revised upwards once more last week). The QE programs will not increase further, but maturing bonds will
be reinvested as long as needed. In sum, the ECB was more hawkish than expected

» Unit labour cost inflation has accelerated but is still not above 2%. The index for negotiated wages rose sharply in Q1, to 2.8% from 1.6%
* Norway

» Core CPI inflation was substantially higher than expected at 3.4%, up from 2.6%, this time due to misses on furniture, recreation, hotels
& restaurants. The headline was not much higher than expected as energy prices contributed less than we assumed - still very high at
5.7% (would have been 7.7% without electricity subsidies). Norges Bank will have to revise its CPI forecast substantially, at least the 2022
forecast, probably also the 2023 forecast

» SSB revised its 2022 CPI forecast by 1.4 pp vs the March forecast to 4.7% . Think of it, it this forecast had been on the table before the
wage negotiations started — and what Norges Bank would have said.... The 2022 GDP forecast was revised up by 0.1 pp to 3.5%

» Interest rates expectations rose sharply, and a hike in both June and August in fully prices in, and a 50 bps June hike is not ruled out (a
10% probability)
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The Calendar: Fed & BoE to hike, US housing. China data should be less bad than in April

Time |Count.| Indicator |Period | Forecastl Prior
Monday June 13

08:00|NO  |GDP MoM Apr 0.7%
08:00|NO  |GDP Mainland MoM Apr 0.7%(0.6) 1.0%
08:00|UK Monthly GDP (MoM) Apr 0.1% -0.1%
Tuesday June 14

06:00|SW PES Unemployment Rate May 3.1%
08:00|SW CPIYoY May 7.0% 6.4%
08:00[SW  |CPIF Excl. Energy YoY May 5.2% 4.5%
08:00{UK Average Weekly Earnings Apr 7.2% 7.0%
08:00|UK IFO/LFS Unemployment rate Mar 3.6% 3.7%
10:00(NO  |NoBa Regional Surv: next 6 m. May 1.4(1.3) 1.65
11:00|GE ZEW Survey Expectations Jun -27.5 -34.3
12:00|US NFIB Small Business Optimism  |May 93 93.2
14:30|US PPI Final Demand YoY May 10.8% 11.0%
Wednesday June 15

04:00(CN Industrial Production YoY May -1.0% -2.9%
04:00(CN Retail Sales YoY May -7.1%| -11.1%
04:00(CN Fixed Assets Ex Rural YTD YoY May 6.1% 6.8%
08:00|NO  |Trade Balance May 92.6b
11:00|EU Industrial Production SA MoM Apr 0.5% -1.8%
14:30{US Empire Manufacturing Jun 4 -11.6
14:30|US Retail Sales Advance MoM May 0.2% 0.9%
14:30|US Retail Sales Control Group May 0.1% 1.0%
14:30{US Import Price Index ex Petroleum [May 0.7% 0.4%
16:00|US NAHB Housing Market Index Jun 68 69
20:00|US FOMC Rate Decision (upper) Jun-15 1.50% 1.00%
Thursday June 16

03:30|CN New Home Prices MoM May -0.3%
11:00(EU Labour Costs YoY 1Q 1.9%
13:00|UK Bank of England Bank Rate Jun-16 1.25% 1.00%
14:30|US Building Permits May 1788k 1819k
14:30|US Housing Starts May 1709k 1724k
14:30|US Philadelphia Fed Business Jun 6 2.6
14:30|US Initial Jobless Claims Jun-11 229k
Friday June 17

08:00{UK Retail Sales Inc Auto Fuel MoM  |May -0.6% 1.4%
11:00|EU CPI YoY, Final + details May F 8.1% 7.4%
15:15|US Manufacturing Production May 0.2% 0.8%
16:00|US Leading Index May -0.4% -0.3%

China

» April data were disastrous, and much weaker than expected and spurred a several initiatives form the central
authorities, at least they have been stressing the need for getting the economy back on track. Most likely,
activity strengthened measured m/m in May, as lockdown were eased in several cities, if not in Shanghai and
restrictions were introduced in Beijing — and even if the PMiIs signalled a further contraction. Exports rose
sharply in May, to ATH nominally. Still, activity was very likely much weaker than in March, and will signal at Q2 is
‘lost’. In addition, president Xi’s scientific zero covid policy, that cannot be discussed openly (and perhaps not
even within the party) seems unlikely to be a success if effective vaccines are not introduced. A district in
Shanghai was closed down during the weekend due to some few new case. More will very likely come, and
stimulus measures will not work as intended

USA

» 50 or 75? Most likely the FOMC will hike the signal rate by another 50 bps. Will 75 bps at one of the following
meetings be ruled out this time too? Probably not. Will the interest rate path (the dot plot) be lifted once more,
following the unprecedented hikes in December and March? No doubt. The bank has of course fallen far behind
the curve, and is now regrettably forced to speed up, reducing the probability for a soft landing in the economy

» We are most interested in housing market data, especially the Housing Market survey from the Homebuilders.
In May , they reported a very unusual cut in expected activity due to a sudden drop in affordability as mortgage
rates soared on top of the incredible increase in house priced since before the pandemic

» Other data points: Retail sales (that are still elevated), manufacturing production (that has been growing rapidly
recent months) and the first June manufacturing surveys (Philadelphia & NY Fed surveys are both expected up,
following the large surprise at the downside in May — that was not recognised by the manufacturing ISM)

EMU
» Final inflation data, manufacturing production will not rock the boat. ECB did the job, last week

UK

» Bank of England will hike again, by the usual 25 bps, to 1.25%. Rate expectations have increased substantially
since the previous meeting, we guess at least partly because aggressive wage claims have been put forward

Norway

» We expect Norges Bank’s Regional Network to report slower growth the coming 6 months that it did 3 months
ago, but still signal growth above trend. Retail well remain weak, household services have already recovered
substantially. Oil related my report higher growth but not export industries or construction. Growth will remain
in business services, but should not accelerate. Capacity utilisation will be reported up, probably labour
shortages too - and wage expectations will not be lowered either. So then??

» We expect a further increase in Mainland GDP in April, consensus is at 0.7%, a fair estimate

Sources: Bloomberg. SB1IM est. in brackets. Key data are highlighted, the most importantin bold
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Global activity fell in March/April due to the Chinese lockdowns

Global industrial production fell some 2% due to the 7% setback in China

Global Retail sales, industrial prod. & trade Retail sales
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Global trade: The last months are estimates from the Kiel Institute, they are also making a prognoses for the next month based on shipping activity etc.
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Retail sales has slowed since January, mostly due to China

However, both other EMs and most rich countries are reporting slower sales too, it’s services now!

Retail sales volume

Manufacturing Production
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* Manufacturing production fell in April due to the steep decline in China

* Manufacturing production has been hampered by a deep decline in auto production. The manufacturing PMIs are down
from the peak but are still signalling growth but not above trend

» China reported a sharp drop in production in April, which will the global aggregate down (but too few others have so far reported)
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Global airline traffic has flattened, in a normally strong season
Geopolitics? Trouble in China? Western Europe & the US on the way up

Airline passengers
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Global trade: The last months are estimates from Kiel Institute
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The OECD has made some forecast revisions
Growth revised down by 1.5 pp, inflation is revised up by 4 pp to 6.5 from 3.5%

Annual inflation projections for 2022
Annual GDP growth projections for 2022 Year-on-year, %
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Source: OECD Economic Outlook (Edition 2022/1).

* Norway is not included at the chart to the right: OECD revised 2022 GDP growth down by 0.6 pp to 4% (Mainland down to 3.5%)
* Finland and the Baltics are badly hurt
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The SSB revised 2022 CPI inflation up to 4.7% from the 3.3% March forecast
Mainland GDP growt will keep up well, up 3.7%, 0.1 pp above the previous forecast

Other key points/comments

* Growth among out trading partners will slow from 3.0%
in 2022 (revised down by 0.4 pp) to 2.3% in 2022
(revised down 0.1 pp. Downside risk

* Consumption growth will keep up

e Strong growth in Mainland business investments,
almost double digits in both 2022 and 2023, and zero
growth in 2024. A fair est

* Oil investments will increase, but not by much (and less
than we assume)

* Unemployment will not decline further —and will
increase in 2023. Downside risk short term, then upside
risk

* Real wages will decline in 2022 (wages up 4%) but will
increase rapidly in 2023 as inflation will decline

» Think of it, what if the price prognosis had been 4.7% an not
3.3% ahead of this spring’s wage negotiations?

» What would have been NoBa’s response

* Norges Bank will lift the policy rate by 50 bps in June,
and further up to 2.5% in 2024, SSB expects

10
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Chinese auto sales recovered in May, still down 16% from before lockdowns
Sales fell in the rich part of the world, mostly due to the US. EM x China marginally up
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Global auto sales rose 12% in May, thanks to a recovery in sales in China, to 21 from 12 mill units. Global sales are still far below (-17%) the 2019
level

Sales in the US fell by 13%, to -25% vs 2019. EMU sales (probably) rose 2% but remain 37% below 2019 level. UK is down 40%

Russian sales are down 80% since before the war, probably both due to lack of supply (imported cars at least) and reduced demand from
households

Still, EM x China total is down ‘just’ 11% vs. the 2019 level (the decline in Russia equals 10% drag — and the rest is almost back!)

Auto production is limiting sales most places. We last week reported a steep increase in German production in May. The first report was dead

wrong, sorry!
g Yy 1
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ATH exports in May? So they say, at least in nominal terms

Exports gained 6% m/m, are 25% above the pre-pandemic level in volume terms

China Foreign Trade
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China Foreign Trade Volume
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* Export values grew by 6% in USD terms in May (our seas adj), and are up 17% y/y, from 4% in y/y in April, 9 pp (!) better than expected (but the forecast was
too low). The exports are record high! Export volumes very likely rise sharply too, and the level is not far below the ATH in February. Export volumes are up

25% from before the pandemic!

* Import values rose 2% m/m in May, and are up 4% y/y, from zero in April, in line with expectations. Import values are down 3% from the peak. In volume
terms the decline in imports is far larger, by 10% - and by 6% since January. Imports volumes are well below the pre-pandemic trend — but very likely rose in

May

* The trade surplus at USD 78 bn, 20 bp larger than expected, and the 2" highest level ever seasonal adjusted, at USD 76 bn

12
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Atlanta Fed’s wage tracker may confirm somewhat slower wage growth
The median wage is up 6.5% y/y, 6.1% 3 m smoothed — but ’just’ by 5.4% measured 3m/3m

USA Wage indicators USA Atlanta Fed median wage
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* The Atlanta median wage tracker’s 6.5% lift is the highest ever, data from 1983. Smoothed over 3 months, the median wage is
up 6.1% - in line with the first observation in 1983. But not seen ever since

» The acceleration in wage growth may be slowing, however. Following an extremely rapid m/m increase in Q4, m/m growth
(calculated by us) has slowed slightly so far in 2022 - but the 3m/3m rate has fallen to 5.4%

* All other wage indicators are reporting fast wage growth, and all are reporting wage growth well above the recent years’
average. In the payrolls report, wage inflation has also slowed slightly recent months

» |t will be a ‘challenge’ to keep inflation at 2% if wage inflation remains at current levels. It does not seem likely that wage
inflation will turn south before the labour market weakens (check next page). Productivity growth has not accelerated. Profit
margins may take a beating — they very likely will — but that will not be not sufficient to bring inflation down 13




Wage inflation will remain too high as long as the labour market is very tight?

The correlation between the vacancy rate and changes in median wage growth is extremely tight
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USA Wages - Actual vs NFIB survey
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Our ‘Phillips curve’ based on the vacancy rate does not signal any slowdown in wage inflation. Companies (SMEs) compensation
plans signal continued high wage inflation but not faster than the current

Wage inflation has already accelerated by 2.5 — 3 pp vs the 10 y average (Atlanta Fed median) and cannot possibly generate a 2%
price inflation rate over time. This is Fed’s main headache. And it will become the stock owners’ headache too, of course, if their

companies should not be able to increase their selling prices at almost a double digit pace

Demand for labour has to be reduced sharply in order to get wage inflation back to a sustainable level!
Check under which circumstances wage inflation slows on the charts above (hint: find the shaded areas, follow the wage line -

as well as the vacancy rate or the wage hike plans ©)

14
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A 10%+ decline in demand for new mortgages last week

Signals a much weaker housing market following the 200 bp+ lift in mortgage rates so far in 2022

USA Mortgage Applications USA Mortgage applications, purchases
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* Demand for refinancing has fallen to lowest level since 2001 — not surprising given the steep rise in mortgage rates

15
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Univ. of Mich. sentiment down to ATL in June, data since 1953!

High inflation, gasoline prices to blame. And not a strong economy measured by other metrices

USA Consumer Surveys
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University of Michigan’s consumer sentiment fell to ATL at

50.2 in June from 59.1 in May, expected down to 58.5. The

index fell to -3.1 st.dev below average, from -2.4 in May

» Households’ assessment of the current situation and their
expectations fell almost at the same pace, to the lowest in
decades

2 of the other 3 consumer surveys we are following report

a confidence level far below average levels, but not yet

down the same low level as UMs survey

Just the Conference Board’s measure is still above average
(at +0.4 st.dev) in May. The discrepancy between the two
‘main’ surveys have never been larger

Sure, inflation is a HUGE worry, the stock market is
wobbling (but still at a high level), and mortgage rates are
on the way up. Even if there are some red flags, it is not
possible to explain the current extremely bad mood among
households by any standard model

» Unemployment is close to record low, and the housing market has
been strong, at least until recent weeks. Covid is not included in the
model but cannot take the blame for the steep decline in the
sentiment this spring

The risk: The UM survey often has been an early bird in the

cycle, and the survey may be ‘right’

16
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Another inflation surprise: CPl up 1% m/m, core +0.6%. The Fed is cornered

Inflation is broadening further. Fed has no choice but to lift the signal rate rapidly coming months

USA Consumer Price Index USA CPI
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* Headline CPI accelerated to 8.6% in May, the highest since 1981, up from 8.3%, expected down to 8.2%. 100 % mm
Prices rose 1.0% m/m, expected 0.7%, and up from 0.3% in April. The 3m/3m rate accelerated to 10.6%, T L
the highest since 1980. So inflation is not yet slowing 0507 [ 0-50
* Energy prices rose 3.9% m/m and are up 35% y/y, contributing 2.4pp to the headline. Gasoline prices are 0.007 [ 0.00
up almost 50% -0.50 --0.50
* Food prices rose 0.9% m/m and are up 9.7% y/y. (Food at home is up 12%!) -1.00 - --1.00

* Public transport (mostly airline fares) shot up 9% m/m, and are up 26% y/y (almost like in Norway) J MZOS J M21S J 22"

* Surveys report further price increases the coming months. Some exciting months for the FOMC ahead! $B1 Markets/Macrobond L 7
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Transport (incl. used cars) & energy explain 4.0 pp of the 8.6% lift in total CPI
The problem: The rest is up by more than 5% y/y. Housing contributes 1.7 pp, alone

USA CPI Contribution y/y

| Contribution pp

ZEnergy 243
8 [<Total 8.6

= T

New/used autos 1.11 \

< Transport x autos, fuel 0.45

<Other 1.11
- A4

~Food & Bev 1.41 |

L2
<Housing x energy 1.67 \

13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond

USA CPI Contribution m/m

1.50 4
1.25
1.00 4
0.75
0.50

0.25

0.00
-0.25 ~
-0.50 -
-0.75 -
-1.00 -

Contribution pp

- 1.50

- 1.25
“Total 0.97

8
+-'New/used cars 0.09
<Other 0.10

%Transport x autos, fuel 0.11
<Food & Bev 0.16
<Housing x energy 0.20

- 0.00

--0.25
--0.50
--0.75
--1.00

20 21

J AJOJAJOUJ AU

22

SB1 Markets/Macrobond

* Energy prices gained 3.9% m/m in May, as both natural gas and gasoline prices rose — and prices are up by 34.6% y/y

* Excluding the 4% pp contribution to the headline CPI from energy & transport, “remaining” inflation has accelerating rapidly

* Housing x energy (and x lodging) is contributing by 1.7 pp, though partly due to a low base one year ago. Rents as measured in the

CPI are up almost 5% y/y, but the upside is probably now limited

Lodging away from home (incl hotels) is not included in housing at the charts above

18
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Inflation measured 3m/3m: No good news
Prices are up at a 10% pace, and more sectors are reporting high underlying inflation

USA CPI inflation 3m/3m & share above 2%

20.0 4 -100
N Share. of 356 sectors - 40
USA CPI (mostly) Core 17.5 Share of 356
Change % 3m/3m, s.a Now 15.0 - ‘ °
-10 -5 0 5 10 15 20 25 - 70
- 1 1 | 1 1 1 1 1 12 5 i
Other Services 3.5 : - 60
Core, x food/energy 5.9 10.0 - 10.6
Food & Bev 12.0
Apparel 4.5 7.5+ - 40
Lodging 21.0 - 30
Housing, rent/owners eq. 5.6 5.01 L 20
Furnishing 9.4 25
Medical Care 5.4 - 10
Personal Care 8.3 0.0+ | | | | | | ; ; ; ; ; ; 0
Edu & Com 1.0 60 65 70 75 80 85 90 95 00 05 10 15 20
Recreation 58 SB1 Markets/Macrobond
B:(‘;Vda:J‘t’;S _12'(1) USA CPI inflation & share above 2%
Public transp 125'9 Average CPlI inflation 3m/3m
T T T T T T T T - 17.5 o -17.5
-10 -5 0 5 10 15 20 25 15.0 - Now (red) and 3 m ago (yellow) ° 4 L 15.0
B [ ast month @ Public : Other Services - Transport 12.5- :: L12.5
SB1 Markets/Macrobond 10.0 L 10.0
7.5+ - 7.5
* Measured over the past 3m/3m inflation is accelerating in almost 5.0+ - 50
all sectors (barring used autos) 2.5- L 25
« Of 350 sub-sectors, 85% are up more than 2% over the 3m/3m, 0.0+ 0.0
normally signalling an underlying inflation rate at 10% - where we -2.51 25
now are -5.01 r-5.0

10 20 30 40 50 60 70 80 90 100
Share of 350 sectors >2% inflation over past 3 years

SB1 Markets/Macrobond
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The ECB confirmed that it is ready — and is even more hawkish than expected

The main reason for not hiking by 50 bps in July was that a 25 bps hike has already been signalled
Dec 22 3m FRA IBOR rates

4.0- - 4.0 * Policy decisions

3.57 i » ECB left the repo signal rate unch. at -0.5%

3.0 'ﬁ% » The two assest purchase programs will end net buying of bonds

2.5 S now. The principal from maturing bonds will be reinvested in full as
2.0- L long as needed, and for one of the these programs until end of 2024.

1_5__/_,_.»’"’“/\’\wf- L (In the US, the Federal Reserve will not reinvest such proceeds, and
10l ‘_E1U0Rm the stock of bonds will be reduced
0.5-./-//_/\/\“ P//\J"N_/ - 05 * Policy signal
0.0 P 0.0 » The ECB pre-announced a 25 bp hike at the late July meeting but for
0 s_emmmﬂ L 05 the Se:ptenjber meeting §|gnal rates may be hiked by 50 bps. The

' : ' 2024 inflation forecast will decide. At the press conference Lagarde

sounded really hawkish, and prepared to hike as much as needed to
bring inflation down

* Even higher inflation, lower growth
» The Bank revised up its inflation forecasts sharply vs. the March

Sep Oct Nov Dec Jan Feb Mar Apr May Jun
21 22

SB1 Markets/Macrobond

EURIBOR FRAs

251 | 25 review. This year’s forecast is lifted to 6.8% (from 5.1%), and then a
204 L 20 decline to 3.5% (2.1%) in 2023 (from 2.1%), and to 2.1% (1.9) in 2024,
as energy prices are assumed to moderate and supply chain
1.5 4 - 1.5 problems to ease, and higher rates to dampen growth and inflation.
10 L 1.0 » Growth forecasts are still rather optimistic, 2.8% in 2022 from 3.7%,
then 2.1% (2.8%) next year and 2.1% (1.9%) in 2024
0.5 - 05 .
EURIBOR 3m * The market: A more hawkish ECB than expected
0.0 — 0.0
I A » Money market rates rose by 12 bps (Dec 22 3 m FRA) Thursday — but
-0.5 i el sp0t-030 0.5 even more Friday. The market expects the ECB to hike by at least 150
1.04. ECB Deposit rate 10 bps before end of 2022. We think this is rather aggressive (but we
I M S JMSJIMS JIMS JIMS JIMS JM have been to dovish on the way up!)
19 20 21 22 23 24 25 » The 10 y German bund yield rose just 3 bps, but ended the week up

SB1 Markets/Macrobond

14 bps to 1.39%, another cycle high

» The EUR fell sharply on Friday, or rather the USD rose sharply on
higher rate expectations there after the CPI report 20
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Unit labour costs are accelerating buit still at a 2% trajectory

EMU Unit labour cost & core CPI

140 - - - 140 * Unit labour cost (labour cost per unit produced = wage
2002=100 Unit labour cos cost/production volume, growth in UCL= wage growth —
1351 / 135 productivity growth) has jumped up during the pandemic as
130 - L 130 productivity fell because employment was not cut (as in the US)
/] * On the other hand, in the 3 years before the pandemic —and
1251 ) 125 through the pandemic so far — ULC has accelerated to 2% from
120 - L 120 1%. The 1% growth in unit cost corresponded to the long term
Core CPI (HICP) growth in core rate of inflation at 1% —and a 2% ULC inflation will
115 1 - 115 over time yield a 2% CPI inflation
110 A - 110
105 - / -105
Va
100 - P - 100
7/
95 //\// - 95
90 - - 90

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

SB1 Markets/Macrobond
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Unit labour costs not the problem in the EMU

Unit Labour cost

Unit Labour cost N300 4t = 100 - 1150
122.5 - USA 122 112.5 - o
2015 =100 /i 3% 122 oo
107.5 - FUK 108 |
117.5 - -117.5 EMU 106
1050' f '20/0 105
115.0 - L <7 100 |
<2% 114 102.5 - F1% 102 |
112.5 KEMU 112 10004 < -100.0
110.0 - - 110.0 97.5- - 975
] i Q4 Q1 Q2 Q@3 Q4 Q1 Q2 Q3 Q4 Q1
107.5 <1% 107 19 20 21 22
1050 - L 1050 SB1 Markets/Macrobond
102.5 - -102.5
] Lt L
100.0 o 100.0
97.5 - - 97.5

15 16 17 18 19 20 21 22

SB1 Markets/Macrobond
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A sharp uptick in negotiated wages in Q1, to 2.8% from 1.6%

Still not a very high number, but given slow underlying productivity growth not low either

EMU Negotiated wages * More labour cost data will be published this week —and
4.0 40 we will look into them!
3.5- -3.5
3.0 - -3.0
2.5 - 2.5
2.0 - 2.0
Negotiated Wage Rates
1.5 -1.5
1.0 - -1.0
0.5 - 0.5
0.0 0.0

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

SB1 Markets/Macrobond
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Inflation shot up in ApH May. And it’s broadening. NoBa will speed up
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Headline inflation up 0.3 pp to 5.7% (we expected 5.5%). The core up 0.8 pp to 3.4% (we exp. 3.1%)

Norway CPI core

4.0 Change %y 4.0
3.5 1
3.0 1 -3.0
25 ,I\A/\- 25
2.0+ -2.0
1.5 ~ 1.5
1.0 -1.0
0.5 1 -0.5
0.9 1 Change m/m, 6m avg (ling) C 0.9
0.6 1 E

0.3 MN"\«./MM'\ FLMN 039
0.0 AT M - 0.0
-0.3 - Seas. adj by SB1M .03

1

14 1R

1R 17

1

10

Norway Inflation

2N

21 22

Total CPI

5

4

53

2

Aacrobond

CPI-ATE (ex. energy and taxes) rose 0.6 pp m/m, and the annual rate climbed by 0.8
p to 3.4%, expected 3.0 — 3.1%. NoBa assumed 2.6% in the March MPR

»

Furnitures contributed most on the upside vs. our forecast but also recreation, transport
x airfare tickets, and hotels and restaurants contributed on the upside

Airline ticket prices fell but are still up 32% y/y

Prices on imported goods rose 0.9% m/m, far more than we assumed, and are up 4.3%
y/y, while domestically produced goods & services were up 0.5% m/m (like in April) and
2.8% y/y — and accelerating

Most sectors report growth above 2% y/y, and most are up by more than 2% on average
since 2019

Total inflation also accelerated, by 0.3 pp, to 5.7%, the highest level since 1988. If
not for electricity subsidies, inflation would have been 7.7%. Electricity prices fell 7%
m/m, and somewhat more than we expected (the opposite was the case in April).
Auto fuel prices rose 4%, well below our forecast, and if pump prices do not come
down substantially from the present level, the CPI will report substantially higher
fuel prices in June

The outlook

»

»

»

The electricity bill will remain high but the current futures prices for the rest of
2022 do not signal higher prices, and from the early autumn electricity prices will
be downy/y

Core inflation will probably accelerate somewhat more through 2022, but we do
not think by much

If so, average 2022 inflation will marginally above 4% in 2022. SSB forecasted
4.7% be well above the March estimate at 3.3%, which has been the assumption
for the wage negotiations during the spring. The outcome would have been well
above the agreed 3.7% — 3.8% if the exercise should have been conducted with
the present forecast on the table!

So what?

»

»

»

The uncertainty is still large both vs. energy and food prices, as well as other
impacts of the war in Ukraine

Wage inflation may in the end surprise on the upside in a tight labour market,
but so far the wage negotiations have delivered exactly the expected outcome

For Norges Bank wage inflation is the dominant risk, and the bank will probably
need some time to build a case for a faster tightening
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Electricity prices fell in May — no further upside, according to the futures market

... which has not been stable

Norway Electricity prices

225 + /KWh), - 225 11 1 1
'(I’i[li spot price: Avg for bidding areas, 7 d avg Norway EIeCtrICIty prlces In CPI
200 1 Fyture prices: Nordic, not smoothed 200 300 - . . - 300
175 Model: future prices, subsides
changes in taxes, distribution tariffs etc
-1s0 Assuming low prices in
Q4-22 121 250 Hr; Actual L 250
@ Mid/North through 2022
(add
Q22299 | va" ®0  ‘oea o0
922298 200 ’ eo 1 200
) /\/\/\A/\ Model
est
Russian 20 150 ~ - 150
0 } invasion 0
JFMAMUJJASONDUJIFMAMJ
2 22 100 - - 100
SB1 Markets/Macrobond
Norway electricity prices 50 - . 50
150 + gre/kwWh 150
I\\J/Ion’(hlyta;/elrages
orway tota
125 7 assuming low prices in - 125 0 — — S— — — — 0
Mid/North through 2022 JMSJMSIMSIMS I MS JIMSJ
100 - - 100 18 19 20 21 22 23
NOK spot avg SB1 Markets/Macrobond
75 Nordic fw L 75
+ Oslo prem. * In March, we missed on the other side — something is rotten in our
50 50 rather detailed model, which copes with all regions, the subsidy
/\/\/\\,\/\ program, electricity taxes, transfer tariffs and the different VAT
05 1 05 rules, and it usually works well. (Other economists have
After experienced the same problem with SSBs March & April electricity
0 subsidy 0 component in the CPl index)
17 18 19 20 | 21 22 * The cost of the unprecedented surge in electricity prices,
$81 MarketsiMacrobond represented by the triangular area above, so far equals a 30% extra

cost, above a ‘normal’ high price level (like in 2018-19), or 1% % of
one vear’s disposable income
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Faster/broader price growth recent months

Just clothing/footware and housing ex energy clearly below the 2% path since 2019

Norway Core CPI Norway Core CPI-ATE
4.0 IR P ooyl - 4.0 120 412019 =400 oo f,lllza’ljnishing, eq. 117.2

Seas adj

8.5 | - 35 M54 Rest, hotels 112.7

'T/Airline tickets 110.7

3.0 R L 3.0 /Recr., cult 109.9
~Other 0.84 MO N e “ETransp. x airl. tickets 108.5
254 RNy e Y ~CPI ATE 2.64 _ ' <Alc/tob 107.7
10541 AN Aaepes?®® I~ [NFood etc 106.1

~Airline tickets 0.34 2% price target 105.9
Transp. x airl tic 0.19 100 \Housing 104.4

'Recr., cult 0.15 ~Cloth., footw 98.8
<Furnishing, eq. 0.21 95 - 95

<Cloth., footw 0.17
NFood etc 0.30 90 7 - 90
<Housing 0.45
0.0 854 . 85

205 --0.5 B0 e b - 80

JAJOJAJOJAJOJA JMS JMSJMS JM
19 20 21 22 19 20 21 22

SB1 Markets/Macrobond SB1 Markets/Macrobond
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Real rates, inflation expectations
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Real rates shot up last week, inflation expectations did not

Markets are recognising that central banks will have to & are willing to keep inflation in check

Real yields, break-even inflation
3.5 - ‘Break-even-inflation USA -3.5

2.0 %W\mww 20

1.5 1.5
1.0 1 ‘ 1.0
0.5+ ‘ ‘ -0.5
0.0 - 0.0
1_0_1Oyg v. bond real yields qur/\ USA L 10
05- WWW \\h i
0.0 +— y 0.0
-0.5 --0.5
-1.0 - MM _ff]
-1.5 i
-2.0 1 F-2.0
2.5- -25
-3.0 1 i -3.0
13 14 15 16 17 18 19 20 21 22
SB1 Markets/Macrobond
US & Germany 10 y Gov bond yield
Yield Change Change Since Min since
1w 1m  Feb 18 April-20
USA nominal treasury 3.15 0.19 0.16 1.23 0.52
.. break-even inflation 2.76 0.02 0.11 0.35 1.06
.. TIPS real rate 0.39 0.17 0.05 0.88 -1.19
Germany nominal bund 1.39 0.14 0.33 1.17 -0.65
.. break-even inflation 2.73 0.07 0.00 0.75 0.40
.. real rate -1.34 0.07 0.33 0.42 -2.80

SB1 Markets/Macrobond

... at the cost of higher real rates, of course

. Real rate(TIPS) ->
3.4 -US 10y treasury yields
3.2 1 - 0.2
3.0 0.0
MIJW’
238 <276
2.6 --0.4
24- ,‘\,flv\ --0.6
2.2 1 --0.8
2.0 - --1.0
1.8 1 --1.2

Sep Oct Nov Dec Jan Feb Mar Apr May Jun
21 22

* The US nominal 10 y bond yield rose 19 bps last week to 3.15%, a
cycle high
» Real rates gained 17 bps, to 0.39%, a cycle high too. Nominal rates up 2

bps

* The 10 y German bund added 15 bps to 1.39%
» Real rates rose 7 bps to -1.34%, also a cycle high
» Inflation expectations rose 7 bps to 2.73%, still below the above the ATH at

above 3% some few weeks ago
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Mind the gap: It’s rapidly closing!

Real rates sharply up — while short/medium-term growth expectations are moving down

USA TIPS Real yields, break-even inflation USA Growth vs 10 y real rate (TIPS)
3710y treasury yields -5 9 - -9
Holston-Laubach-Williams, NY Fed
8 - -8
-4
Break-even inflation 71 -7
expectations | 6 - L6
5 1 -5
4 - -4
3 -3
2 Oy gov -2
1 -10 y infl. expect 1
0 VM 1l
Wi
Real rate (TIPS 10 y) Real rate,
2 -2 24 TIPS 10y -2
98 00 02 04 06 08 10 12 14 16 18 20 22 65 70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond

* There is no reason to believe that the current surge in real rates is due to an equivalent increase in growth expectations. It is
of course the opposite: At least the short to medium-term outlook is now weakening as central banks finally enter the fight
against inflation by at least bringing growth down to below trend growth
» Profit margins are VERY exposed
» Demand for labour will slow too, and unemployment will increase — in order to get wage inflation down

* The USD 10 trl question: Are all risk markets really discounting this scenario?
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Global economy

Consumer confidence sharply down almost everywhere

In Europe confidence is well above avg., and above the pre-pandemic level

Global consumer confidence

3 7st.dev, avg=0, -3
3m smoothed

2 unweighted averages L5

14 -1

0 -0

-1 TEM x

China

21 KMean DM

-3- .{ _ﬁGIqbaI
<China

-4 4 --4

06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
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* Most countries are reporting a significant lower
confidence level than late last year. Just 6
countries are above average, 33 are below

* Sentiment has fallen more in Europe than in the
US (at least the average of Conf. Board’s & Univ. of
Mich’ indices, the UM is ATL, at European levels)

* The decline in Norway & Sweden is identical and
reall¥ bad. Denmark is even worse. The 3 Scandics
are close to the bottom of the long list

* Confidence in China has collapsed recent monthts.

We think we know why

* Emerging markets ex China has not fallen that
much recently, but the level is low

Last observation. Total EMU is leading 1 month on member countries
Norway is the average of Finans Norge & Opinion

Consumer confidence

2.0+ Std.dev, avg since 1994 =0 - 2.0
13 mavg L 15
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Consumer confidence
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Global economy

We know why China is disappointing on the downside now. But why is the US?

Exuberance that was irrational, or a real weakening?

Citi Surprise Index

-3
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Std.dev, avg
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* Emerging markets are delivering better results than excepted

* Norway is surprising significantly on the upside, according to Citi

* Canada and Sweden at the top

Surprise-indices measure the difference between economists’ expectations and the actual outcome over a 3-month rolling window

Citi surprise index
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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Chinese auto sales recovered in May, still down 16% from before lockdowns
Sales fell in the rich part of the world, mostly due to the US. EM x China marginally up

90 4

80

70

60

50

Global auto sales Global auto sales
: - 90
Mill, ann. rate 50 - % change from 2019 avg L 50
4 - 80
4 -70 25 - 25
T - bU //_W
‘#\\'/\ s ) I \___
4 - 50 0% ; A !
A\

ey

| Fx Ch -11
%World -17
I Other
DM -20
¢\1‘ USA -25
50 - _jEMU -37

-75 ' ' ' ' ' ' Sr-75
L L L L L L L L L L Jan May Sep Jan May Sep Jan May Sep Jan May
0506 07 08 09 10 11 1213 14 1516 17 18 19 20 21 22 19 20 21 29
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SB1 Markets/Macrobond

Global auto sales rose 12% in May, thanks to a recovery in sales in China, to 21 from 12 mill units. Global sales are still far below (-17%) the 2019
level

Sales in the US fell by 13%, to -25% vs 2019. EMU sales (probably) rose 2% but remain 37% below 2019 level. UK is down 40%

Russian sales are down 80% since before the war, probably both due to lack of supply (imported cars at least) and reduced demand from
households

Still, EM x China total is down ‘just’ 11% vs. the 2019 level (the decline in Russia equals 10% drag — and the rest is almost back!)

Auto production is limiting sales most places. We last week reported a steep increase in German production in May. The first report was dead

wrong, sorry!
g Yy 32
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DM sales: Sales in Europe & Japan are still very low. US sales are trending up!

DM auto sales DM auto sales
22.5-M. -22.5 25.6 4 Mill, ann. rate : -25.6
ill, ann. rate 04 SC
20.0 - L 20.0 12.8-%
17.54 -17.5 6.4 _ ;~EI\{IU
15.01 r15.0 32_M Vs
12.54 USA 164 . L
<UK
10.0 - -10.0 0.8 { = e — ustralia
_\\//’\/ Ve <Nordic
7.5 - FEMU 0.4 - ! - 0.4
501 / 0.2- - 0.2
rdiladd |
/UK
29 Australia 0.1+ ! ' ' . | ' . ' ' | 04
0.0 i - i T i i T - f i T f i : i Ai;“lk .rl' MT- ‘Nvor;dIC Jan May Sep Jan May Sep Jan May Sep Jan May
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SB1 Markets/Macrobond SB1 Markets/Macrobond
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EM: Russian sales further down in April, down 80% from before the war

Sales in other EMs are ok — Indian sales probably still strong, and sales in Brazil are up

EM ex China Auto sales EM ex China Auto sales
457 Mill, ann. rate 45 4.0 Mill, ann.|rate 4.0
4.0 - -4.0 -3.5
3.5 | 35
3.0 b JEM smaller|
Y ‘ MNNW’ [ o-U ~/Brazil
| Turkey /Thailand
’ Thailand Indonesia
i/ |/Indonesia
: il || Malaysia Mexico
|Mexico /Poland
y A YV J/Poland lvArgentina
i S e s v e\ M‘l\ EORalY | Argentina South Africa
0.5 "ﬂg.iﬁfﬂ“" %"““w;”é‘ [ A [South Africa Russia

) & . - | . . . . :
0.0 S ', — v ' Bﬂss'a Sep Jan May Sep Jan May Sep Jan May
07 08 09 10 11 12 13 14 15 16 17 18 19 20
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Not all countries have reported yet, and for some countries we have just plugged in figures from media reports that are not always correct
34
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German auto production data for May has been revised down, by -25% to -26%
Chinese production climbed sharply in May, up to the 2019 avg., from 40% below in April

Motor vehicle production

30 4% change from 2019 L 30
20 x4 -China1 |
10 4% USA -3
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ATH exports in May? So they say, at least in nominal terms

Exports gained 6% m/m, are 25% above the pre-pandemic level in volume terms

China Foreign Trade
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China Foreign Trade Volume
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* Export values grew by 6% in USD terms in May (our seas adj), and are up 17% y/y, from 4% in y/y in April, 9 pp (!) better than expected (but the forecast was
too low). The exports are record high! Export volumes very likely rise sharply too, and the level is not far below the ATH in February. Export volumes are up

25% from before the pandemic!

* Import values rose 2% m/m in May, and are up 4% y/y, from zero in April, in line with expectations. Import values are down 3% from the peak. In volume
terms the decline in imports is far larger, by 10% - and by 6% since January. Imports volumes are well below the pre-pandemic trend — but very likely rose in

May

* The trade surplus at USD 78 bn, 20 bp larger than expected, and the 2" highest level ever seasonal adjusted, at USD 76 bn
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The trade surplus is trending upwards again, even in % of GDP

The current account is in plus too

China Trade & current account surplus
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* China runs a deficit in net (mostly capital) income from abroad, even if the country has a huge net positive financial

position

» China has invested much in low yielding US government bonds (and other low yielding investments); foreigners have been investing in

profitable production capacity in China
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Iron ore imports are flattening, 10% down from the peak in 2020
Steel production has stabilised too, although almost 10% below the peak in early 2021

China Net steel exports
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* Production and domestic demand (incl. inventories) fell sharply 0.71 o7
in Q2-Q3 last year — by 25% — due to public regulations and 0.6 / -0.6
probably the setback in the construction sector 0.5- /_/N‘\[ L 05
* Activity recovered sharply in December — and was stable through 0.4+ - 0.4
Ql 03 L0.3
* Until April, production kept up —and most steel factories 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
probably was kept running during the lockdowns. Given the SB1 Markets/Macrobond

decline in construction starts, inventories have probably
increased 38
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Crude oil imports have flattened, products net imports have increased

Domestic crude production in slowly moving upwards — and total domestic demand is still growing

China Crude oil imports China Oil Production & demand
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* 4 years without growth in oil import or domestic demand is rather surprising?

* However, higher net imports of refined products since early 2020 (+2 mb/d) have compensated for most of the
flattening in crude imports - implying that domestic demand for oil/oil products is still increasing

* Some inventory/reserve building/drawdowns may explain short term deviations but not the stabilisation since 2018
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Chinese exports to Russia remained at very low level in May
While exports to the US rose to a record high

China Export markets

100 1 USD; bn; s.a JAsia x Jap,
| | Hong-Kong

- 80

- 70
- 60

ﬁUSA

<EU

== @@ |

- 40

f'Hong Kong

%Lat Am

~Japan

= @

T T T T T T T T T T T T T T T T T .
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 2122

SB1 Markets/Macrobond

40



Coal imports still below a ‘normal’ level

Imports of most goods fell m/m in May

China Coal imports (s.a.)
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Exports from other Asian counties are in sum slowing — at high levels
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Credit growth almost back up to a normal level in May

In April, the credit flow slowed to a trickle

China Credit growth China Credit growth
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* Total credit grew at a 9.4% pace in May (m/m, seas. adj. annualised), up from the unusually low level of 3.6% in April — for which we blamed the
lockdowns. The annual rate gained 0.1 pp to 10.1%. Until April, underlying growth was approx. 12%, and growth had accelerated somewhat. The two
past months have weakened the underlying trend

* Total credit rose by RMB 2.7 trl, expected 2.0 trl (not seas. adj). The ‘core’ total social credit (total ex central gov bonds & corporate equites) grew by
2.2 trl (seas adj), up from 0.9 trl in April — and almost back to the level before the April halt
» Bank loans rose by RMB 1.6 trl, s.a, or at a 9.7% annualised pace, and well above expectations. Still, growth has been slowing since mid 2020
» Shadow banking credit rose by RMB 0.6 trl, and is up 8.1% y/y. Local governments have been responsible for most of the increase in credit outside banks
recent months. Less revenues from sale of land, and public financing of unfinished building projects may explain the steep increase in debt (25% y/y)
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Credit growth has been on the way up, at least until April

However, local government bond borrowing has been the only contributor to higher growth

China Credit growth China Credit, GDP
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* Over the past year, total credit has expanded by RMB 27 trl, equalling more than 25% of annual GDP, up from the 24 trl at the bottom last Sept, (but still down
from RMB 30 trl at the peak in 2020)

* Banks supplied RMB 20 trl of the y/y increase — and the rate has been almost flat since early last year, implying a gradual decline in the y/y growth
* Local governments have accelerated their credit growth, now up 6 trl — to 24% y/y from 13% y/y back in last September!

* Growth in other credit — via the shadow credit market x local gov bonds — slowed to RMB 1 trl from 5 trl in 2020 (a dramatic slowdown, like many times
before...)

* Total credit growth accelerated 0.1 pp to 10.1% y/y, still above nominal GDP growth before the pandemic, and above our estimate of 5.5% potential GDP

growth + a 2% rate of inflation = 7.5% growth in nominal incomes. Today this estimate may be on the upside 44
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The credit impulse has bottomed (and in reality it is positive already, except for April)

Credit growth (in per cent) never slowed to below nominal GDP growth, credit/GDP ‘always grows’

China Credit growth China Credit/GDP
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A positive credit impulse implies that the credit growth/GDP ratio is increasing (the 2" derivative of credit vs the GDP level)

» A negative credit impulse indicates credit tightening (or weaker demand) and has been associated with slowdowns in the Chinese economy, which have had
impacts on other markets

* The credit impulse (here measured as the 12 m change in the 12 m credit growth/GDP ratio) bottomed in late 2018, turned positive one year later,
peaked last autumn, fell into negative territory in May last year, bottomed at -6.5% in October, and is now at -0.2%. However, measured over a shorter
time span, and before the April setback, credit growth has been accelerating

* The authorities seem to have succeeded in preventing the trouble in parts of the building sector to spread to the overall credit market. They are worried
that the dependence on debt financing and the growth in the debt/GDP creates huge risks — but chooses to expand credit every time growth slows

GDP is smoothed in the calculations in the charts above 45
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Private sector credit: China is an outlier, together with other rich Asian countries
The ‘global’ debt bubble is not in reality a Chinese bubble. In other EM, DM no bubble, now
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Bankers are not depressed, and demand for loans is still OK, they say

Households are more cautious; have less confidence in future income

China Bankers' survey China Consumer survey (Urban Depositor)
2.5 - 2. | L
> |PBoC _ Macroeconomy 2:5 3 7Stdev 3
St.dev,avg=0
2.0 1 - 2.0 ) )
T House price i
1.5 */\‘ - 1.5 //\ expectations, net
104 \ [\/ L4\ Banking Business 10 1_/./\_\/v N\ 1
0.5+ - 05 0 . o
0.0 «T\ % A
05- \A J 03 i L.I AV
-1.0 1.0 2 "
Income
-1.54 --1.5 Expectations
-3- -3
-2.0 --2.0
2.5- --25 4 - -4
04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

* Last obs: Q1. Something has happened in Q2...
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Stable inflation, headline at 2%, the core at 1%

Inflation is not China’s predominant challenge these days

China CPI China Core CPI
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* Total annual CPI was unch 2.1% in May. Prices rose 0.2% m/m, following the 0.6% lift in April

* The core CPI (x energy, food) was unch at 0.9% y/y. Prices rose 0.1 pp m/m. The 3m/3m rate is at 1.3%

* Food prices are up 2.3% y/y, even if pork prices are down 20% - which implies that other food prices are up some 8% (vegetables are up 25%)
* Gasoline/fuel prices are up 24%

* Both core & headline inflation is still low. Monetary policy will not respond to actual inflation data if inflation is not really high or low, the real
economy and the credit market is more important. Now authorities try to kickstart the economy again after the lockdowns
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Pork prices are coming back to a normal level

.. And the negative contribution to headline CPI will now fade rapidly

China CPI Food vs Pork Prices China CPI
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Producer prices fell in May — and are up just 6.4% y/y (from 13.5% at the peak)

A sign of slowdown in goods inflation globally? Corporate profits are heading south

China PPI China Industrial profits
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* The PPI fell in May, which may be due to temporary lockdown impacts

» Consumer goods are up just 1.2% anyway, durable consumer goods are down 0.1% y/y, raw materials are up 1%. The correlation between PPI
and CPl in China is not impressive

* Profits in privately owned industrial enterprises are declining in % of GDP
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Atlanta Fed’s wage tracker may confirm somewhat slower wage growth
The median wage is up 6.5% y/y, 6.1% 3 m smoothed — but ’just’ by 5.4% measured 3m/3m

USA Wage indicators USA Atlanta Fed median wage
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* The Atlanta median wage tracker’s 6.5% lift is the highest ever, data from 1983. Smoothed over 3 months, the median wage is
up 6.1% - in line with the first observation in 1983. But not seen ever since

» The acceleration in wage growth may be slowing, however. Following an extremely rapid m/m increase in Q4, m/m growth
(calculated by us) has slowed slightly so far in 2022 - but the 3m/3m rate has fallen to 5.4%

* All other wage indicators are reporting fast wage growth, and all are reporting wage growth well above the recent years’
average. In the payrolls report, wage inflation has also slowed slightly recent months

» |t will be a ‘challenge’ to keep inflation at 2% if wage inflation remains at current levels. It does not seem likely that wage
inflation will turn south before the labour market weakens (check next page). Productivity growth has not accelerated. Profit
margins may take a beating — they very likely will — but that will not be not sufficient to bring inflation down 51




Wage inflation will remain too high as long as the labour market is very tight?

The correlation between the vacancy rate and changes in median wage growth is extremely tight

8 -‘Vacancy rate, %
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USA Wages - Actual vs NFIB survey
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Our ‘Phillips curve’ based on the vacancy rate does not signal any slowdown in wage inflation. Companies (SMEs) compensation
plans signal continued high wage inflation but not faster than the current

Wage inflation has already accelerated by 2.5 — 3 pp vs the 10 y average (Atlanta Fed median) and cannot possibly generate a 2%
price inflation rate over time. This is Fed’s main headache. And it will become the stock owners’ headache too, of course, if their

companies should not be able to increase their selling prices at almost a double digit pace

Demand for labour has to be reduced sharply in order to get wage inflation back to a sustainable level!
Check under which circumstances wage inflation slows on the charts above (hint: find the shaded areas, follow the wage line -

as well as the vacancy rate or the wage hike plans ©)
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A 10%+ decline in demand for new mortgages last week

Signals a much weaker housing market following the 200 bp+ lift in mortgage rates so far in 2022

USA Mortgage Applications USA Mortgage applications, purchases
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* Demand for refinancing has fallen to lowest level since 2001 — not surprising given the steep rise in mortgage rates
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The least affordable housing market since 2008
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Prices are up 37% since before the pandemic, the mortgage rate is up 40%. In sum....

USA Housing Affordability

USA Mortgage interest rate vs gov bonds
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* The 30y fixed mortgage rate has climbed to 5.6% (effective rate) from 3.0% last 2'22 30y fix rate, M A

summer, from 3.5% at the start of 2022. Before the pandemic, the rate was 4.0%. 4'05 54'0

From there, the rate is up by 40% (and by 60% since the start of the year) 30]

» The mortgage rate has climbed MUCH faster than the 30 y Gov bond rate as the spread has 2.05 ‘ 52.0
widened to 246 bps from 91 bps at the bottom last spring, and it is far above the 141 bps 1.0 o - \ -1.0
average — and among the highest in modern times. The upside risk must be limited from ) 25ESpread, avg from 1990
here —the spread will at one stage retreat 1:505 ;

0.757 F0.75
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Univ. of Mich. sentiment down to ATL in June, data since 1953!

High inflation, gasoline prices to blame. And not a strong economy measured by other metrices

USA Consumer Surveys
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University of Michigan’s consumer sentiment fell to ATL at

50.2 in June from 59.1 in May, expected down to 58.5. The

index fell to -3.1 st.dev below average, from -2.4 in May

» Households’ assessment of the current situation and their
expectations fell almost at the same pace, to the lowest in
decades

2 of the other 3 consumer surveys we are following report

a confidence level far below average levels, but not yet

down the same low level as UMs survey

Just the Conference Board’s measure is still above average
(at +0.4 st.dev) in May. The discrepancy between the two
‘main’ surveys have never been larger

Sure, inflation is a HUGE worry, the stock market is
wobbling (but still at a high level), and mortgage rates are
on the way up. Even if there are some red flags, it is not
possible to explain the current extremely bad mood among
households by any standard model

» Unemployment is close to record low, and the housing market has
been strong, at least until recent weeks. Covid is not included in the
model but cannot take the blame for the steep decline in the
sentiment this spring

The risk: The UM survey often has been an early bird in the

cycle, and the survey may be ‘right’
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The gap between Conf. Board & Univ. of Mich is larger than ever before

USA Consumer Surveys
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* Quite often, the UM survey has been the canary in the mine vs.
recessions, it yields earlier than Conference Board’s survey, and the
current stance is a VERY bad sign — we have never seen anything like
it!

* The IBD/TIPP the Univ. of Florida surveys both fell in May, down to
-1.7 and -2.3 st.dev below average
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Univ of M: Finally, expectations up — but still at a rather low level

Inflation expectations stabilised — at a far higher level than normal (in the short end)

USA UoM Consumer Sentiment
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* The 12 m inflation f’cast was unch. at 5.4%, the highest level since 1983

bond

* The 5y inflation expectation was unch. at 3%, clearly above the average over the past 10 years — but not much higher

than several times during the 2005 — 2012 period
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High inflation is an argument, but the labour market is not

UM sentiment vs inflation UM sentiment vs unemployment
Sentiment Sentiment

KE -3 3 -3

2+ -2
2 -2

1953 - 2021 1953 - 2021

1 -1
1 -1

0- et 0
0" 0

-1 - -1
° -1 - -1

-2 o~. -2

@
3 2022, 3 2 2022 9 -2
g
-4 - --4 -3+ -3
-7.5 -5.0 -2.5 0.0 25 5.0 7.5 10.0 2 3 4 5 6 7 8 9 10 11 12 13 14 15
CPl inflation vs 10 y avg Unemployment

SB1 Markets/Macrobond SB1 Markets/Macrobond

58



Households should have been quite happy by now, even if inflation is high

The pandemic is not included in the model

USA Univ of Michigan sentiment
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USA Consumer sentiment, current situation
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* Our simple model explaining the UM’s sentiment survey has worked pretty well, explaining all important ups and downs by
standard economic indicators. That is, until the recent months

» Unemployment, inflation growth (both actual vs 10 y average and expectations), ISM, the stock & housing markets, are all contributing
significantly with the ‘right’ signs. The deviation in the early phase of the pandemic is due to the unusual developments in our lives, in the

economy and in the markets. What’s the ‘unknown’ factor now?

» We can not blame overly pessimistic Republicans too much either (they are very negative but not more so the recent months)
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Another inflation surprise: CPl up 1% m/m, core +0.6%. The Fed is cornered

Inflation is broadening further. Fed has no choice but to lift the signal rate rapidly coming months

USA Consumer Price Index USA CPI
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* Headline CPI accelerated to 8.6% in May, the highest since 1981, up from 8.3%, expected down to 8.2%. 100 % mm
Prices rose 1.0% m/m, expected 0.7%, and up from 0.3% in April. The 3m/3m rate accelerated to 10.6%, T L
the highest since 1980. So inflation is not yet slowing 0507 [ 0-50
* Energy prices rose 3.9% m/m and are up 35% y/y, contributing 2.4pp to the headline. Gasoline prices are 0.007 [ 0.00
up almost 50% -0.50 --0.50
* Food prices rose 0.9% m/m and are up 9.7% y/y. (Food at home is up 12%!) -1.00 - --1.00

* Public transport (mostly airline fares) shot up 9% m/m, and are up 26% y/y (almost like in Norway) J MZOS J M21S J 22"

* Surveys report further price increases the coming months. Some exciting months for the FOMC ahead! $B1 Markets/Macrobond 30



Core inflation higher than expected too, up 0.6% m/m
... 0.1 pp more than expected

* The annual rate declined 0.1 pp to 6.2%, expected down to 6.1% . The 3m/3m rate was unchanged at 6.1%

US CPI

9 1-Fed tightening periods shaded s

Contribution
from foad & energy

Peak inflation? In June last year core prices rose 0.8%, and prices will probably climb less in June — and if so,

SB1 Markets/Macrobond
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the annual rate will decline further. But the underlying growth rate — and the broadening of inflation,

confirms the Fed’s challenging position
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Besides energy, public transport (airline fares), lodging & autos in the lead

SpareBank

MARKETS

Food (at home) prices are up 12%! (And gasoline prices 49%)

USA CPI
% change from Ja$ 2020
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* Most sectors report growth above 2% from before the pandemic,
just education & communication below

* All but two sectors, apparel and edu. & com, are up at more than
a 2% pace from before the pandemic

* One day: A huge downside to used auto prices — and hopefully for
some others as well

’I Last month ® Avg past 6 m‘

USA CPI (mostly) Core
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Transport (incl. used cars) & energy explain 4.0 pp of the 8.6% lift in total CPI
The problem: The rest is up by more than 5% y/y. Housing contributes 1.7 pp, alone

USA CPI Contribution y/y

USA CPI Contribution m/m
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9 7 Contribution pp ZEnergy 2.43
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* Energy prices gained 3.9% m/m in May, as both natural gas and gasoline prices rose — and prices are up by 34.6% y/y

* Excluding the 4% pp contribution to the headline CPI from energy & transport, “remaining” inflation has accelerating rapidly

* Housing x energy (and x lodging) is contributing by 1.7 pp, though partly due to a low base one year ago. Rents as measured in the
CPI are up almost 5% y/y, but the upside is probably now limited
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Inflation measured 3m/3m: No good news
Prices are up at a 10% pace, and more sectors are reporting high underlying inflation

USA CPI inflation 3m/3m & share above 2%
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Second-hand car prices slightly up in May — but the downside is huge

USA Auto prices

15045615 = 100 - 150 * Production of new cars is still way below demand — but

- 140 prices are more up in the US than elsewhere

- 130 * At one stage, at least used auto prices will ‘collapse’,

- 120 down to a normal level vs. new car prices —and there is a
New autos - 110 substantial downside for new cars as well
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Rents are accelerating, though from a low level last year. Will soon peak?

Rents are up 5.1% y/y, but ‘just’ 3.6% past 2 years. Still rents are climbing rapidly m/m now
US CPI Rent model

6~ Quarterly data -6 * The official (Commerce dept) rental asking price has been reported down
5 5 since last autumn. Other rental surveys are still reporting higher rents but from
i I a lower level
4- -4 * House prices are up 20%, and the owner cost (price x mortgage rate) is almost
doubled
3 -3
* The rental vacancy rate has fallen sharply recent quarters, to ATL. The
2. Lo homeowner vacancy rate is trending down, and is at a record low level
Actual * Rent inflation measured in the CPI has accelerated to close to 5%, from a base
1 M1 below trend last year. Now, rents are climbing at a 5.5% pace (m/m), and total
0 \/ 0 housing costs (ex energy) contributes 2% to headline inflation!
* Our model, when assuming a market slowdown in rental asking price inflation
B il and a gradual decline in existing house price inflation the coming quarters, and
92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 a flattening of the 30 y mortgage rate at 30%, signal a decline in rent inflation
SB1 Markets/Macrobond to below 4%
USA Rents & housing market indicators
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Flexible prices may have peaked buy sticky prices still on the way up

... even measured over the past two years. No more excuses left, of course

USA Core sticky vs. flexible CPI
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* The Cleveland Fed trimmed median CPIl is up at a 7.1% pace over the past six months, up from 6.5% in April — and still miles above anything seen
before (data from 1983). Dallas Fed’s trimmed mean PCE was up 4.2% in April, down 0.4 pp from February — but still extremely high

* Almost all of the initial lift in core CPI was due to prices of good & services that often fluctuate, with rapid price increases followed by deep price
cuts. These prices are ‘flexible’ and represent some 10% of the core CPIl. The core flexible CPI is up 12% y/y, down from almost 20% at the peak!

But still higher than anytime before (was 11% in 1981)

* The new challenge: The sticky components (90 % of the core CPI) are up 5.0% y/y, the highest level since 1992 — and even the 2 y avg. is at 3.8%

67



(K
US inflation SpareBank €)

MARKETS

If it just was energy, CPl would have been up 4.5%. Not 8.6%
CPlis up 4 pp more than explained by the oil price, unprecedented. In EMU, 1pp more?

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 all practical purposes, is
“everything”

» In our model we incorporate all direct impacts from changes in the oil price — as well as all the indirect impacts. The current model residual, at almost 4
pp is totally unprecedented

» The oil price impact should peak now — and the contribution should decline rapidly, if the oil price declines as signalled by future prices

* In EMU, the almost all of the CPI acceleration recent months can be explained by the increase in energy prices — and if oil/natural gas prices
follows the future prices, inflation is now close to the peak, and the annual growth rate will return to below 2% in early 2022
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Flow of funds: Assets down in Q1 but net cash position better than in 30 years
The debt level fell sharply until 2020 — and it is still low

USA Household Net Financial Assets USA Household net cash
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* In aggregate, US households have more in cash in banks/money market funds than their entire debt — for the first time
since 1990

* Total assets —debt is at 5.5 x disposable income, and 3 x income after non-listed equities and pension entitlements
(that are not liquid)

* The snag: Debt and deposits are not equally distributed...
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Flow of funds: Growth in financial assets are slowing, still higher than normal

Equity investments have not slowed, but growth in bank deposits have. Debt growth is accelerating

USA Households' assets & liabilites USA Households' assets
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* Households have increased their financial assets through transactions by USD 2.8 trl over the past year through Q1, twice the
‘normal’ rate but down from 4 bn in early 2021. During the pandemic, savings exploded. Now the savings rate has fallen to below a
normal level
» Households are adding tot their bank accounts but far less than during the pandemic
» Over the past 4 quarters, households have bought equities and fund shares for USD 0.8 trl (net), a much higher amount than normal
» Households stopped cutting back on their bonds holdings in Q1, after unusual sales during the pandemic (where bonds were not an alternative)

* Growth in assets is partly supported by a much faster growth in debt (the balance sheet is boosted, check the chart above)
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Record high net investments in corporate shares

And more inflow to mutal funds than normal (the inflow slowed in Q1)

USA Households net buying of
corp. equities, funds
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So low rates do have an impact? Household credit growth has accelerated

The debt/income ratio is growing again, though from far below the pre-financial crisis level

USA Household debt USA Household debt
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* Households have reduced their debt burden in an unprecedented way past 12 years — until 2020
* From Q2-20, growth in household debt has outpaced income growth (adjusted for the income impact of the pandemic/pandemic measures)

* InQ1-22, debt grew at a 8.6% pace, the highest growth rate since 2007. In the years before the financial crisis, debt grew by some 12% per year
or:/erbsebvlflraLyears (2003 — 2006). Debt/income ratio rose from a level equal to the current level, 100%, to 135% of disposable income. And then
the bubble burst

» Egggmore than a decade long consolidation period from 2007 has been the toughest ever. It almost killed the economy, when credit demand (and supply) collapsed in

» Now, the deb/income ratio is at decent level — no reason to worry. ( Norwegian households entertain a debt to income ratio that is > 2.5 times higher)

* The debt/income debt service ratio is record low, as interest rates have been low for a long time. In Q1 and Q2, we expect the average interest
rate to increase somewhat — and the debt service ratio to increase. But the difference between now and 2007 is incredible, check the chart! 72
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Corporate debt growth not that worrisome?

However, the debt level is high — but so is the level of liquid assets too ©

USA Corporate debt USA Business debt & investments
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» Corporate debt rose 8.6% (annualised) in Q1. Measured y/y, debt is up by 5.9%, a ‘normal’ level. The corp debt/GDP
ratio is close to the long-term trend. Barring the super-high borrowing in 2020, this ratio is at a record high level

* On the other hand, companies have also increased their liquid assets sharply since before the pandemic, to the highest
level ever

* In sum: Companies still have some capacity to further lift their investments — even if the profit cycle turns south
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The trade deficit back down to a ‘normal’ level in April, less Chinese goods arrivec

Import volumes are still very high — and exports are not impressing

USA Trade Balance US Export & Import Volume
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Imports fell by 3% in April, following the 10% surge in March, and are 36% above the pre-pandemic level! In volume terms (and just for goods),
the decline in May was a tad larger than in volume terms and the volume is just up 20% vs Feb-20! Demand for goods has been strong during the
pandemic, driving imports — even if auto imports have been low. We expect US households’ demand for goods to slow the coming quarters, from
the present very high level — dampening demand for imports too

Exports rose 3% m/m in April, and the level is up just above 20% vs Feb-20. In volume terms exports for goods are just back to the pre-pandemic
level — but may now be trending upwards

The trade deficit shrank to USD 87 bn, from 108 bn in March, close to expectations —and back to the same level as before the March spike.

However, at 4.4% of GDP, the deficit is of course still HUGE 24
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Lower imports from China, probably due to the lockdowns

No weakness from other exporting countries

USA Imports of goods USA Imports
60 1 USD bn - 60 90 - USD bn -90
80 - Capital Goods x Automotive | 80
50 - /\ - 50
' Chi i L
E 70 Industrial Supplies/ 70
\j\,\/ Materials
40 VA A./"VJ ¢ ﬁCanada 60 - - 60
SMexico
50 - 50
30, ,
‘ 40 4 -40
20 -+ -20 30 -30
- Japan 20 - -20
10 - | ‘ ‘ <dapan |
‘ 10 - 10
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* Imports from regions:
» Imports from China fell from ATH, but Chinese export data signal higher imports from China in May/June
» Imports from ASEAN (the minor Asians) are trending sharply up — as are imports from Canada — and both spiked in March
» Imports from the EMU has been growing rapidly during the pandemic, and are still trending rapidly upwards

* Imports by type of goods:

» Consumer goods imports are surging, but so is imports of capital goods (up >40% vs the pre-pandemic level, and industrial supplies are up
more than 80% (all figures in value terms)) 75
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Goods x petroleum deficit very high, even in % of GDP

Surplus in services keeps narrowing

USA Trade Balance
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* The total trade deficit at USD 87 bn equals 4.4% of GDP. The deficit has widened from 2.5% in early 2020 — as domestic demand has been

stronger in the US than abroad

* The US runs a surplus in services at USD 21 bn, equalling 1.0% of GDP, but this surplus is trending down (and the downturn started well

before Covid)
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The deficit vs. China is widening rapidly again, to ATH

The deficit is increasing in most directions

USA Trade deficit goods

Countries & regions Last 12m, USD bn NOW
400 300 200 100, 0 100
China o | -382
ASEAN o | -209
Euro Area o | -181
Mexico | -115
Germany | -69
Canada [ O] -68
Japan | -63
Taiwan O | -46
Switzerland ol -45
South Korea O | -36
India L | -36
Russia | -25
Africa o -11
Saudi Arabia ® -7
Portugal [ -3
Norway ([ J -2
United Kingdom o 7
Australia | J 14
OPEC Members [ | 15
Central & South America | © | 63

|INOW o 1yago|
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* The US deficit in goods (no services in these country stats) vs China equals more than 43% of the total deficit in goods, still

lower than before the trade war started

USA Trade deficit
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S 7 Goods
USD bn, 2m smoothed
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* The deficit vs EMU has flattened during the pandemic — at a record high level

* The balance vs ‘others’ rose sharply in 2020

SB1 Markets/Macrobond
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Jobless claims is trending upwards, the bottom was in mid-March

The increase in not yet ‘recession-like’ but still visible

USA New jobless claims USA Jobless claims
1 Mill per week  uions Sroy week 450 P11 175 Mitlions LFS 173
1.0- 202400 L1.0 Unemployed
350 15.0 - -15.0
0.9- 2291300 -0.9
- 250
0.8 - -200 -0.8 12.5 - 12,5
‘ - 150
0.7 - W27 W40 W1 W14 w27 0.7
z 2 10.0 - -10.0
0.6 - -0.6
0.5 0.5 7.5 - - 75
0.4 - -0.4 5.95 million
03 03 5.0 - - 5.0
0.2 “0-2 25- Ao : | - 25
0.1+ ‘ | ‘ | | ‘ | | | —_— Continuing claims, state data ' <1.31 million
70 75 80 8 90 95 00 05 10 15 20 (0.0 =g 0.0
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* New jobless claims rose by 27’ in week 22 to 229’. Since the bottom in week 11 in mid-March, the inflow has increased by 63’, from 166’ —
which was the lowest since 1969

* Ordinary continuing claims was unch. at 1.31 mill in week 21, at the lowest level since 1969
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When a recession hits, jobless claims have been on the way up for a while

The change in the 8-week average is still too small to suggest a recession

New jobless claims vs. recessions * ... But the margin is shrinking
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Atlanta Fed’s nowcaster suggests just 1.3 % growth in Q2

However, the National Activity Index signals far higher growth —a 5% pace!

USA Atlanta Fed GDP nowcasts USA National activity index vs GDP
15'0_GDP growth nowcasters -15.0 7.5 71 %, g/q, annual rate Actual \ - 75
vs actual growth
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The ECB confirmed that it is ready — and is even more hawkish than expected

The main reason for not hiking by 50 bps in July was that a 25 bps hike has already been signalled
Dec 22 3m FRA IBOR rates

4.0- - 4.0 * Policy decisions

3.57 i » ECB left the repo signal rate unch. at -0.5%

3.0 'ﬁ% » The two assest purchase programs will end net buying of bonds

2.5 S now. The principal from maturing bonds will be reinvested in full as
2.0- L long as needed, and for one of the these programs until end of 2024.

1_5__/_,_.»’"’“/\’\wf- L (In the US, the Federal Reserve will not reinvest such proceeds, and
10l ‘_E1U0Rm the stock of bonds will be reduced
0.5-./-//_/\/\“ P//\J"N_/ - 05 * Policy signal
0.0 P 0.0 » The ECB pre-announced a 25 bp hike at the late July meeting but for
0 s_emmmﬂ L 05 the Se:ptenjber meeting §|gnal rates may be hiked by 50 bps. The

' : ' 2024 inflation forecast will decide. At the press conference Lagarde

sounded really hawkish, and prepared to hike as much as needed to
bring inflation down

* Even higher inflation, lower growth
» The Bank revised up its inflation forecasts sharply vs. the March

Sep Oct Nov Dec Jan Feb Mar Apr May Jun
21 22
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EURIBOR FRAs

251 | 25 review. This year’s forecast is lifted to 6.8% (from 5.1%), and then a
204 L 20 decline to 3.5% (2.1%) in 2023 (from 2.1%), and to 2.1% (1.9) in 2024,
as energy prices are assumed to moderate and supply chain
1.5 4 - 1.5 problems to ease, and higher rates to dampen growth and inflation.
10 L 1.0 » Growth forecasts are still rather optimistic, 2.8% in 2022 from 3.7%,
then 2.1% (2.8%) next year and 2.1% (1.9%) in 2024
0.5 - 05 .
EURIBOR 3m * The market: A more hawkish ECB than expected
0.0 — 0.0
I A » Money market rates rose by 12 bps (Dec 22 3 m FRA) Thursday — but
-0.5 i el sp0t-030 0.5 even more Friday. The market expects the ECB to hike by at least 150
1.04. ECB Deposit rate 10 bps before end of 2022. We think this is rather aggressive (but we
I M S JMSJIMS JIMS JIMS JIMS JM have been to dovish on the way up!)
19 20 21 22 23 24 25 » The 10 y German bund yield rose just 3 bps, but ended the week up

SB1 Markets/Macrobond

14 bps to 1.39%, another cycle high

» The EUR fell sharply on Friday, or rather the USD rose sharply on
higher rate expectations there after the CPI report 81
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German yields rather tightly correlated to US yields

However, spreads are widening vs the periphery within the EMU, as the QE program fade out

US & Germany 10 year gov bond EMU 10 y gov spreads vs Germany
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Germany 10 y real yields, break-even inflation EMU 10 y gov spreads vs Germany
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GDP up 2.5% in Q1 (0.6% not annualised), level 0.8% above the pre-Covid level

France down 0.1%, Italy -0.2%. However, Germany & Spain grew slightly, as did others, even more

EMU GDP GDP
102.5 1Q4 2019 =100 r 2.5 1% change from Q4-19 P
i <100.8
100.0 : 0.0 _
975- . 975 TN — [taly 0.0
95.0 - L 950 25 ~NGermany -0.9
’ ' — [<Spain -3.4
92.5 1 - 92.5 -5.0- L 50
90.0 4 - 90.0
87.5- - 875 751 7S
85.0 4 - 85.0 -10.0 4 --10.0
7.5 1Change q/q, yly - 7.5 125 - L 125
<yly 5.4
Y -15.0 1 --15.0
r\/ /a.2.5 7.5+ 175
0.0 -20.0 1 --20.0
f/ [-2:5 -22.5 e . --22.5
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* Several smaller countries have reported better growth data than the Big 4
* Spain at the bottom, still 3.4% below Q4-19, as tourism had not yet fully recovered in Q1. Guess Q3 will be far better

SB1 Markets/Macrobond
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Households took a break in Q4 & Q1, other demand components strengthened

Inventories have contributed more than we appreciate in Q4 and Q1

EMU GDP Demand EMU Demand contribution to growth
107 642019 = 100 ‘%Govemm- 10.0 ~Contribution q/q, annual rate ] -10.0
‘Consump. 105.0 Adjusted for Irish investment
Investments
105 - =R 4 L
_/—’__" X housing 104.5 75 75
r— /_. NExports 104.1
100 - <~GDP 100.8 5.0 - - 5.0
ﬁPrivate' cons Invent/resid
95 - L1+ housing 98.1 25 <GDP 2.5
\  Business
90 - L 90 invest. 1.0
0.0 =Public cons -0.3
- <Households -0.4
857 - 85 25 jN_e.t trade -0.1
80 - - 80
-5.0 A - -5.0
75+ ‘ ‘ ‘ ‘ ‘ ‘ - 75
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* Household demand may be exposed in Q2 as well, due to very high inflation and a steep decline in real disposable income as wage inflation
remains muted in the EMU (last obs. at less than 2% y/y)
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Household demand back on track. Net trade is slowing

... as imports are growing faster than exports

EMU Demand cycles

3 7 Deviation from trend. in % of -3 * Probably still an upside potentla! for household
smoothed Business demand, as savings have been higher than normal

2 1 Adjusted for lrish investments investments -2 during the pandemic

1 L1 * Business investments are above the long term trend

\ [ A

— ]

Public consumption

Private consumption
+ housing invest.
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Slow productivity growth as hours worked return to normal

Low paid (and low productive) workers were re-engaged in the service sector

EMU GDP, hours worked & productivity EMU GDP, hours worked & productivity
115 - - - 115 5.0 {9, change f 41 - 5.0
2010 =100 GDP 1134 ‘ % change from Q4-19
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Unit labour costs are accelerating buit still at a 2% trajectory

EMU Unit labour cost & core CPI

140 - - - 140 * Unit labour cost (labour cost per unit produced = wage
2002=100 Unit labour cos cost/production volume, growth in UCL= wage growth —
1351 / 135 productivity growth) has jumped up during the pandemic as
130 - L 130 productivity fell because employment was not cut (as in the US)
/] * On the other hand, in the 3 years before the pandemic —and
1251 ) 125 through the pandemic so far — ULC has accelerated to 2% from
120 - L 120 1%. The 1% growth in unit cost corresponded to the long term
Core CPI (HICP) growth in core rate of inflation at 1% —and a 2% ULC inflation will
115 1 - 115 over time yield a 2% CPI inflation
110 A - 110
105 - / -105
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100 - P - 100
7/
95 //\// - 95
90 - - 90
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Unit labour costs not the problem in the EMU

Unit Labour cost

Unit Labour cost N300 4t = 100 - 1150
122.5 - USA 122 112.5 - o
2015 =100 /i 3% 122 oo
107.5 - FUK 108 |
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A sharp uptick in negotiated wages in Q1, to 2.8% from 1.6%

Still not a very high number, but given slow underlying productivity growth not low either

EMU Negotiated wages * More labour cost data will be published this week —and
4.0 40 we will look into them!
3.5- -3.5
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Negotiated Wage Rates
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Industrial production up 1.5% in April. After a -2% decline in March

MARKETS o
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France reported a small decline, but the other Big 3 a 1.3% — 2% lift in April. Final data out this week

EMU Industrial production
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* Production is still down 1% vs Feb-20!

» German manufacturing production is down 8% vs the pre-pandemic level. Italy is UP 5%! The auto industry mostly to blame (but auto
production was strong in May)

EMU Industrial production
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German factory orders down in March, alongside production

The auto sector is still the main drag — but the decline in March was rather broad, in sum 4.6%!

Germany Manufacturing orders, production Germany Manufacturing production
130 Tolume, Feb-20 = 100 ptock of ordars~128.7 14012019 = 100 Phermaceutical 134 |
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GDP down in April, from an upward revised level in March

GDP fell 0.2% in April, and the level is 0.9% below the level in Dec-21, well below our expectations

Sweden Activity index vs GDP

105.0 10419 = 100 GDP Indicator, monthly -105.0
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Sweden GDP
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GDP fell at a 3.2% pace in Q1 (-0.8% not annualised), twice as fast as expected — but growth since 2019 has been revised up

* The outlook remains excellent, according to Swedish companies. The Kl (NIER) is down from the peak but is still at a very

high level, and the March PMI was the best in the world

* Still, growth is very likely slowing, even if the business sector is extremely bullish on the outlook
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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Domestic traffic back to normal, international still down 24% vs the 2019 level

The lift in international traffic in May was less than we expected

Norway Airline passengers Norway Airline passengers
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* We expect a further growth in May, the most in international traffic
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Inflation shot up in ApH May. And it’s broadening. NoBa will speed up
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Headline inflation up 0.3 pp to 5.7% (we expected 5.5%). The core up 0.8 pp to 3.4% (we exp. 3.1%)

Norway CPI core
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CPI-ATE (ex. energy and taxes) rose 0.6 pp m/m, and the annual rate climbed by 0.8
p to 3.4%, expected 3.0 — 3.1%. NoBa assumed 2.6% in the March MPR

»

Furnitures contributed most on the upside vs. our forecast but also recreation, transport
x airfare tickets, and hotels and restaurants contributed on the upside

Airline ticket prices fell but are still up 32% y/y

Prices on imported goods rose 0.9% m/m, far more than we assumed, and are up 4.3%
y/y, while domestically produced goods & services were up 0.5% m/m (like in April) and
2.8% y/y — and accelerating

Most sectors report growth above 2% y/y, and most are up by more than 2% on average
since 2019

Total inflation also accelerated, by 0.3 pp, to 5.7%, the highest level since 1988. If
not for electricity subsidies, inflation would have been 7.7%. Electricity prices fell 7%
m/m, and somewhat more than we expected (the opposite was the case in April).
Auto fuel prices rose 4%, well below our forecast, and if pump prices do not come
down substantially from the present level, the CPI will report substantially higher
fuel prices in June

The outlook

»

»

»

The electricity bill will remain high but the current futures prices for the rest of
2022 do not signal higher prices, and from the early autumn electricity prices will
be downy/y

Core inflation will probably accelerate somewhat more through 2022, but we do
not think by much

If so, average 2022 inflation will marginally above 4% in 2022. SSB forecasted
4.7% be well above the March estimate at 3.3%, which has been the assumption
for the wage negotiations during the spring. The outcome would have been well
above the agreed 3.7% — 3.8% if the exercise should have been conducted with
the present forecast on the table!

So what?

»

»

»

The uncertainty is still large both vs. energy and food prices, as well as other
impacts of the war in Ukraine

Wage inflation may in the end surprise on the upside in a tight labour market,
but so far the wage negotiations have delivered exactly the expected outcome

For Norges Bank wage inflation is the dominant risk, and the bank will probably
need some time to build a case for a faster tightening
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Electricity prices fell in May — no further upside, according to the futures market

... which has not been stable

Norway Electricity prices
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JFMAMUJJASONDUJIFMAMJ
2 22 100 - - 100
SB1 Markets/Macrobond
Norway electricity prices 50 - . 50
150 + gre/kwWh 150
I\\J/Ion’(hlyta;/elrages
orway tota
125 7 assuming low prices in - 125 0 — — S— — — — 0
Mid/North through 2022 JMSJMSIMSIMS I MS JIMSJ
100 - - 100 18 19 20 21 22 23
NOK spot avg SB1 Markets/Macrobond
75 Nordic fw L 75
+ Oslo prem. * In March, we missed on the other side — something is rotten in our
50 50 rather detailed model, which copes with all regions, the subsidy
/\/\/\\,\/\ program, electricity taxes, transfer tariffs and the different VAT
05 1 05 rules, and it usually works well. (Other economists have
After experienced the same problem with SSBs March & April electricity
0 subsidy 0 component in the CPl index)
17 18 19 20 | 21 22 * The cost of the unprecedented surge in electricity prices,
$81 MarketsiMacrobond represented by the triangular area above, so far equals a 30% extra

cost, above a ‘normal’ high price level (like in 2018-19), or 1% % of
one vear’s disposable income

96



Gasoline prices probably further up

Gasoline prices have increased more than suggested by crude prices

NOK gasoline prices

SpareBank o

MARKETS

Norway CPI Energy prices

T'Index, 2015=100
250 1SB1M f'casts

200 -

150 - )J*/IJ\‘\ - 150
100 - M [\JI\/\}\: - 100
7 v

Electricity - 250

-200

50 A - 50
125 Change, yly - 125
100 - -100

75+ - 75

50 10 3

25 - | r2r2

-50 -

b W\ﬁ”‘w *’NX .

- -50
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SB1 Markets/Macrobond

 Refinery/product margins have widened sharply recent months/weeks but
futures markets expect a narrowing the coming months/quarters

254 -25
24 -24
23 A | -23
22 A i - 22
Actual
21 A -21
20 A -20
194 19
18 1 -18
17 17
16 _'\/\f‘\/l\j\'\ -16
15 -15
14 [ -14
13 -13
18 19 20 21 22 23 24 25 26
SB1 Markets/Macrobond
Crude vs gasoline
200 200
175 {USD/b -175
150 - 150
125 -125
100 2+<-100
75 - T 75
50 - Crude 50
25 4 Brent L 25
0 0
60‘<Productspread \ ,60
40 +2ym-avg | -40
20 My ey Nt 20

06 08 10 12 14 16 18 20 22 24 26
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Inflation suddenly substantially higher than suggested by electricity prices & NOK

Our simple model indicates that inflation has broadened in H1-22

Norway, CPI vs energy

8 Change yiy -8 * On the other hand, actual inflation was well below the
g' i g model forecast through 2021
51 Actual o

4 - 4

3-4//\ /\ /-/ 3

3 /\ SVAVA TN

1 1

0 0

-1+ - -1

-2 4. 'Underlying’ mﬂanon1 75% L2

4 -4

37 : -3

2 Residual / -

1 -1

) W S VWA T A [

-2+ -2

00 02 04 06 08 10 12 14 16 18 20 22
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Norway vs ROW: The large, long-term CPI ‘regimes’ have been correlated

But limited short-term correlation, at least in the ‘low-inflation regime’. Now: Some risk on the upside

CPI Inflation
Core CPl 17.54 -17.5

7% change y/ Norway - 4.5 15.0 1 : -15.0
40- o ge yly L 40 NOK devaluation

a5 | 55 12.5 - / 125
3.0- - 3.0 10.0 - Norwa -10.0
2.5- - 25 75 ’ - 75
2.0 1 &' . - 2.0 ' :
1.5 " - 1.5 5.0 - - 5.0

SATACEL LN

0.0 0.0 0.0 0.0
-0.5- --0.5
. _ . 2.5+ --25
3.0 i Differential, Norway - Trading Parners i 3.0 7‘0 7‘5 8‘0 8‘5 9‘0 9‘5 0‘0 0‘5 1‘0 1‘5 2‘0
20 T pp r 20 SB1 Markets/Macrobond
1.0- (10 CPI Inflation
0.0 - - 0.0 8 -8
1.0- 1.0 [y 7
- - 6 -6
2.0 H --2.0 5 Norway .
98 00 02 04 06 08 10 12 14 16 18 20 22 4l 4
SB1 Markets/Macrobond A}
3+ ‘ 3
. N I \ VAN
* Norwegian core CPI vs. trading partners’ core has been close to P W 1
uncorrelated past 20 years. The headline CPIs have been somewhat " N ‘ W !
better correlated, due to co-movements in energy prices 0 V] 0
. . . . . -1 --1
* During the last large inflation cycle ‘70s early ‘80s Norwegian ) )

headline inflation was quite closely correlated to the global (G7) CPI  ~ ; ‘ ; ; ‘ ‘ ‘ ‘ ‘ | | | | :
cycle (and mostly lagging) 9% 98 00 02 04 06 08 10 12 14 16 18 20 22

SB1 Markets/Macrobond
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And now furniture surprised us, as well as recreation, hotels & rest.

The core rate shot up 0.8% to 3.4% y/y, well above expectations. Energy milder than we assumed

: Change m/m, seas. adj Change y/y Contribution, pp * Food prices rose 0.4% (ex taxes, seas. adj), 0.1 pp
May-22 Weight Out- SB1IM Dev. | Prev. Out- SB1M Dev. vs .
more than we exp. The annual growth is 3.0%

AT % | come feost pp_month come feastim/m _y/y_Feast / * Clothing prices rose 0.3%, and are up 2.5% vy/y, a
Food, non alc bev 12.9 0.4 0.3 0.1 2.2 3.0 26| 0.06 039 0.02 high figure B ) !
Alcohol, tobacco 4.2 0.4 0.4 0.0 4.1 46 45| 0.02 0.19 0.00 / . . .
Clothing, footwear saf 03 01 02| 31 25 28|001 013 001 : F“r“'t“re/h"jrdware/eq“!pm prices leaped 2.2%
Housing x. energy 20.2 0.1 02 -0.1 2.1 1.8 2.0| 0.01 0.37 -0.02 / ump/srincieup 8.9% y/y — the biggest surprise on the
Furnishing 69l 22 05 17| 29 89 52/015 062 0.12 . )
Health 34/ 02 02 01| 20 19 18|00l 006 0.00 * Transport ex. gas & airfare tickets rose 0.6%, up
Transp. ex. gas, airl.tick| 122| 06 03 03| 15 23 20| 008 020 oo04|«—  23%YNy .
Airline tickets os B 40 07| 202 EF 21.9[004] 025008 «—— ° Airline tickets prices fell 6% m/m but, and are up
Communication 24| 04 02 -06| o008 o03|-0018008 -0.01 31%y/y, from a very low level last year
Recreation, culture 0s| 08 02 07| 13 31 17|009 033 007/« * Recreation pricesadded 0.8%, up3.1y/y
Education os| - - -1 20 20 20 0.01 0.00 * Restaurant/hotel prices up 0.8% m/m 7.2% y/y, and
Restaurants, hotels s¢/] 08 05 03| 64 72 65005 040 002\«  farabovea 2% path (startingin 2019)
Other 87l 02 02 00| 21 24 23|002 021 0.00 * CPI-ATE up 0.6% m/m, 3.4% y/y, 0.3 — 0.8 pp
CPI-ATE, s.a 7 0.6 03 04| 26 3.4 30 0.33| «=——  above f’casts

Norges Bank est. 2.6 * Prices on imported goods rose 0.9%, and are up

Imported % 09 02 07| 23 43 33|03 157 026«  43%y/y—asubstantial contribution to total (1.6pp)

Domestic 577 05 03 01| 2.8 29 30| 027 166 008 * Prices on domestically produced goods & services
Energy, housing a4l 68 -40 -28| 396 277 316[-030 121 -0.12 \ rose 0.5%. The annual rate at 2.9%
Energy, transport 2.0 3.8 140 -10.2| 343 40.3 51.0| 0.07 0.79 -0.20 * Electricity (and other heating) prices fell 7%, we
CPI Total, s.a 0] 04 04 00| 54 57 57|04l 574 005 expected -4%, and prices are up 28% y/y

Norges Bank est. 0.1 4.3 . Gasoline/die.sel prices rose 4%, 10 pp less than we
Change m/m, seasonally adjusted (calc by SB1M) expected. Prices are up 40% y/y
Sum of parts does not necessarily add up to totals * ... headline inflation climbed to 5.7%, as expected

Monthly changes are seasonally adjusted by SB1 Markets. The weighted sum of the components does not necessarily sum exactly up to the total, and deviations
m/m and y/y do not necessarily add up. Norges Bank m/m s.a. estimate is implied, calculated by us. Sources: SSB, Norges Bank, SB1 Markets calculations
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And now it was furniture, recreation, transport x airfare tickets (and gas)
... with some help from food, hotels and restaurant. Just airfare tickets became cheaper really

Norway CPI, change last month

Norway Core CPI CPI ATE (core), change m/m, seas adj
N i ti 6 5 4 -3 2 1 0 1 2 3
0.8 Contribution to growth, pp m/m, s.a <Tran§p. x airl tic 0.09 — ! ! ! ! ! ! ! ! ! !
07 -ﬁHOUSIng 0.02 Furnishing, eq. B 22
) Recr., cult [ | 0.8
_iCP| ATE 0.64 ‘ Rest, h0te|§ . [ | 0.7
. 05 Transp. x airl tic . 0.7
’ Food etc | 0.4
- 0.4 Alc/tob | 0.4
<Recr., cult 0.10 \ Cloth., footw [ 0.3
T Misc. | 0.2
[ urnishing, eq. 0.16 | Health | 0.2
Cloth., footw 0.01 A = o
<Food etc 0.06 Airline tickets ~ IEE—— 57
<Airline tickets -0.05 | R R A T [ T
L -0 6 5 4 3 -2 1 0 1 2 3
SB1 Markets/Macrobond
--0.2
03 Norway CPI, core contrib. m/m
L 04 Contrib. to CPI-ATE, seas adj. pp m/m
‘ ‘ ‘ ‘ ‘ ‘ - -0.|05 | 0.90 | 0.95 | O.|10 | O.|15 |
Nov Dec Jan Feb Mar Apr May Furnishing, eq. — T
21 22 Recr., cult [ o | 0.10
SB1 Markets/Macrobond Transp. x airl tick L o | 0.09
Food etc O | 0.06
Rest, hotels | O] 0.04
Misc. | 0.02
Alc/tob ] 0.02
Housing | o 0.02
Cloth., footw » 0.01
Health » 0.01
Communic. | (] -0.01
Airline tickets I o -0.05
-0.05 0.00 0.05 0.10 0.15

W Last month @ Avglast12 m
SB1 Markets/Macrobond 101
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Faster/broader price growth recent months

Just clothing/footware and housing ex energy clearly below the 2% path since 2019

Norway Core CPI Norway Core CPI-ATE
4.0 IR P ooyl - 4.0 120 412019 =400 oo f,lllza’ljnishing, eq. 117.2

Seas adj

8.5 | - 35 M54 Rest, hotels 112.7

“T/Airline tickets 110.7

3.0 R L 3.0 /Recr., cult 109.9
~Other 0.84 MO N e “ETransp. x airl. tickets 108.5
254 RNy e Y ~CPI ATE 2.64 _ ' <Alc/tob 107.7
10541 AN Aaepes?®® I~ [NFood etc 106.1

~Airline tickets 0.34 2% price target 105.9
Transp. x airl tic 0.19 100 \Housing 104.4

'Recr., cult 0.15 ~Cloth., footw 98.8
<Furnishing, eq. 0.21 95 - 95

<Cloth., footw 0.17
NFood etc 0.30 90 7 - 90
<Housing 0.45
0.0 854 . 85

205 --0.5 B0 e b - 80

JAJOJAJOJAJOJA JMS JMSJMSJM
19 20 21 22 19 20 21 22

SB1 Markets/Macrobond SB1 Markets/Macrobond
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9 sectors report core inflation above 2.0%, just 5 are at 2% or below!

Housing, restaurants/hotels, airfare tickets & food have contributed the most y/y

Norway CPI, core yly Norway CPI, core contrib. y/y
Change % yly Contrib. to CPI-ATE growth pp yly
10123 45 6 7 8 910 -0.1 0.0 0.1 0.2 0.3 0.4 05 0.6 0.7

Airline tickets 32.1 Fumishing, eq.  ISSESS NSNS 0.66

Furnishing, eq. 8.9 Rest, hotels I 0.43

Rest, hotels 7.2 Food etc e 0.41

Alc/tob 4.6 Housing e 0.39

SN S Recr., cult EEE—— ¢ 0.35
Recr., cult 3.1 A

Food etc 30 Tra.nsp..x airl tick I ¢ 0.31

Cloth.. footw ° o5 Alrllne tickets (ol 0.27

Misc. ’ 24 Misc. e 0.22

Transp. x airl tick 2.4 Alcitob — w20

S ——— 20 Cloth., footw (3 ] 0.14

Health —K 1.9 nCEll) —— 0.07

Housing O 1.8 EdUCthOI’:I () 0.01

Communic. e 05 Communic. | Iu... | | | | | | -0.01

41012 3 456 7 8 9 10 -0.1 0.0 0.1 0.2 0.3 0.4 05 0.6 0.7
m Last month ® Average last 12 m M Last month @ Average last 12 m @ Average since 19
SB1 Markets/Macrobond SB1 Markets/Macrobond
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Food prices up 0.4% in May, but still below the peak price level in late ‘20

.. While people ‘feel’ that food prices are much higher than ever before

Norway CPI, Food & non-alc beverages

7'Index; s.a r
110.0 - -110.0
105.0 A -105.0
100.0 A -100.0

95.0 A - 95.0
90.0 - - 90.0
7 Change m/m;, yly (line) i
4 - - 4
] | | =
. | | ' I | L
O-Th'jf{ﬁm%ﬁﬁr ﬁlelthﬁ%*h%LmTﬁié—ﬁ!E
-2 A
-4 ~ --4

10‘11 ‘12‘13‘14‘15‘16‘17‘18‘19‘20‘21 ‘22
SB1 Markets/Macrobond
* Food price inflation is accelerating abroad, but Norwegian CPI
food prices are not closely correlated with food prices among our
European neighbours. The NOK exchange rate explains more

Norway CPI, Food details

| Change % m/m, s.a

y qu

February March April May
22

u Total m Meat Milk, Cheese & Eggs = Fruit
Bread & Cereals mFish & Seafood = Oils & Fats m\/egetables

L L
A Y N R ORI O

Sugar, jam, choc.

SB1 Markets/Macrobond

Food prices, Norway vs trading partners
1 Change % yly

el

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond
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Food commodity prices: Limited correlation to trading partners’ food prices

... And no stable correlation at all to Norwegian food prices (in the CPI)

Food prices - commodities vs. in CPI

350 -+ - 350
In NOK
Quarterly averages
300 - - 300
250 - - 250
200 - Trading partners - 200

(in CPI, measured in NOK)
150 4 - 150

100 - s / - 100

s
o Norway (in CPI)
50-/ - 50

O T T T T T I T T T 0
80 85 90 95 00 05 10 15 20

SB1 Markets/Macrobond

* Tryto find a close, and stable correlation on the chart above to the
right. There are some co-movements over short periods but no
consistency at all

* Agricultural/food commodity prices are sharply up from mid 2020, and
by more than 20% since early 2021 but the increase is still not worse
than we have seen many times before. In real terms, prices are far
from record high. Price shot up after the Russian invasion in Ukraine,
but they have reversed half of this last step rise recent 4 weeks

Food prices

10

-20 -

30 14g4q annual rate
In NOK
20 -
10 - ( f

- v“‘

Norway (in CPI) ->

V

Food commodity prices

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

SB1 Markets/Macrobond

450 - World-Bank/Economist
USD, constant prices
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Furnishing etc. prices shot up in May — up 8.9% y/y — lifts core CPI by 0.6 pp!
Furniture up 16%, household textiles 10% - but household applications ‘just’ 4.8%

Norway CPI Furnishing, equipm. Norway CPI Furnishing, equipm.
130 - Index, s.a - 130 130 ~ Index, s.a - 130
J r 125 - -125
120' '120 120_ _120
110 - " 110 115 - - 115
- - 110 - 110
100 + - 100 105 - - 105
] [ 100 - - 100
90 1 - 90 95 - - 95
80 - - 80 90 - 90
12.5 4 change yly, in % -12.5 12.5 1 Change m/m; yly (line) -12.5
10.0 § r Ao 10.0 - i TaWa
7.5 - 7.
5.0 - s
2.5- ﬂv/\ gg 5.0 - 5.0
PR VA IV | 25- <32
0.0 v - 0.0 i M
-2.5- \“\N - 25 0.0 yr\”“vJv\Wvu‘ X ! 0.0
-5.0 1 - -5.0 -2.5 + \\// --2.5
90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 12 13 14 15 16 17 18 19 20 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond
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Airfare ticket prices: Down in May — but level is rather high. Limited upside risk
(At least if SAS survives)

Norway CPI Airline tickets

140 1Index, seas. adj - 140 * Airfare ticket prices fell 5% m/m in April (after a shaky
130 - 130 seasonal adjustment procedure). Prices are up 32% v/y,
from a low level last year, during the pandemic —
120 120 contributing by 0.25 pp to the 3.4% y/y lift in core CPI
1101 - 110 * Prices are 10% above the pre-corona trend path —
100 - - 100 which could at least partly be explained by the increase
90 - . 90 in the fuel cost
80 - L 80 * The upside risk is probably limited — if the supply side is
not hurt (let’s say because SAS is grounded for a period,
40 ~Change % m/ms.a. & yly (line) - 40
30 - 321 for some reason or another)
20 - L |k 20
10 - - 10
0 i .'.n. I. ‘F‘L‘J' .J.u.‘ IIL,A l,l lu.'_l “.HTJ JTTJT—A]HLL_
1044 [‘L‘LH} | 'l | | 537]
-20 + --20
12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond
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Imported goods up 0.9% in May, explained more than half of the total m/m lift
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Imported goods up 4.3% y/y, explains 1.6 pp of the 3.4% increase in core prices

Norway CPI - by sector

- 6

- 5

Imported 4.3
<Agricult. prod 4.2
<Other services 3.9

2
Oth domest gds 2.7]

12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond

Domestic services inflation ex rents slowed sharply during the
corona crisis, and is now climbing faster, with a substantial
contribution from airfare tickets (0.25 pp out of 1%) and hotels &
restaurants (0.40 pp)

Rent inflation slowed in May, to 1.7% but still ‘explains’ 0.4 pp of
the core inflation rate

Other goods than agricultural & imported products are up 2.7%
y/y, still posing a limited treat to overall inflation, by a 0.3 pp
contribution to the core inflation rate

-0.5

Norway CPI - by sector

| Contribution to growth m/m, bps [ 38
60 r i:
50 [ Imported 33
40 - - 40
30 1 eAgricult. prod 1
20 - Oth domest gds 5
10 FOther services 16

L-10
L 20
--30
--40

May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May
21 22
SB1 Markets/Macrobond
Norway Core CPI - by sector

Contribution to growth yly, pp

4.0 - 4.0

3.5 1 ’illmported 1.6 \
3.0+ - 3.0

254 - 25

2.0 - =Agricult. prod 0.1

[<Oth domest gds 0.3
~Other services 1.0
- 1.0

1.5
1.0
0.5
0.0

~Rent 0.4 \
- 0.0
--0.5
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Prices on imported goods in the lead — without a weaker NOK

However, ‘domestic’ inflation is also far above the 2% inflation target

Norway CPI Core

Change % y/

T

2l

<Imported 4.3
<Domestic 2.8

| Bl

SB1 Markets/Macrobond

5

2

1

0

Norway CPI Core

4.0 - - 4.0
Contribution to growth pp y/y
3.5 1 =Imported 1.6
3.0 - 3.0
2.5 - 2.5
207
1.5 + - 1.5
1.0 - - 1.0
0.5 - 0.5

0.0
-0.5
-1.0
-1.5

04 06 08 10 12 14 16 18 20 22
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Domestic inflation up due to a strong domestic economy? Seems so

... but the lift has arrived earlier than normal. ‘Imported’ inflation marginally above model estimate

Norway Core CPI vs Output gap Norway Import CPI, f/x-model
S Gapin % of potentitial GDP 4.5 S Change yly, quarterly -5
4 HP filter 40' 4 | Forecast assumes unchanged 144 index Actual 4
Smoothed Core CPI domestic -> r4.0
3 Total core before 2004 3 A -3
-3.5
2 A -2
2 .
1 / \ \ -3.0 1 L
_ J |
-2.5 = 01—W-y h 0
0 AWA \ \ | |
/ \/ 0 14 Model based on-| -1
- ) 144 f/x index,
-2 - inflation abroad | -2
219, -1.5
-3 - -3
-3 -1.0 4 4
-4 - 0.5 -5 - -5
96 98 00 02 04 06 08 10 12 14 16 18 20 22 24 98 00 02 04 06 08 10 12 14 16 18 20 22
SB1 Markets/Macrobond SB1 Markets/Macrobond
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Domestic costs: Wage inflation is increasing, cost inflation above infl. target
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Wage inflation has turned up. Unit labour cost up 3% y/y in Q1

RN N RN
o -~ DN
1 1

O =~ N W » 00 O N 00 ©
1 1 1 | 1 1 1 1 1

Norway CPI| vs wages (TBU)

7"Change yly, smoothed 12
- 11
-10
-9
- 8
-7
- 6
SBIM.L 5

f'cast
4
VdH

1
Lo 2
CPIl Domestic 1
core from 2004 0

80 85 90 95 00 05 10 15 20

SB1 Markets/Macrobond
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| | [N [ N R—

Norway CPI vs labour costs

7 Change yly, smoothed
Inflation
target CPI Domestic
(core)

: J/\/l /\r’ V’:V‘L\Vr‘- - -\v;l"-' Ji A _/ -\V:r _____
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SB1 Markets/Macrobon

111



MARKETS

SpareBank o

Will higher inflation trigger a steeper rate path? It will contribute

The interest rate is still very low vs prices, wages, house price inflation, unemployment....

Norges Bank vs. CPI

8 -8
74 -7
6- Policy rate l\'loBa 5
(deposite) ficasts
=l CPl core'yly o
4 - -4

4 - 4
24 C 2
07 - 0
-2 1 Real rate )
4 7 signal rate vs y/y core infl. L -4

98 00 02 04 06 08 10 12 14 16 18 20 22 24 26

SB1 Markets/Macrobond

Norges Bank vs CPI

81 Norge Bank's 2% infl. e -8
i target c°

7_dep03|trate covenreee 5

6- copemenlien 6

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0
Actual CPI core inflation
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Manufacturing production up in April, March revised up, supported by oil related
Production rose by 1% m/m, following a 1.4% lift in March (rev. from 0.6%)

Norway Manufacturing production

. . 20 - 20
Norway Manufacturing production Volume, % change yly
220 - L 990 15 4.3m smoothing L 15
Volume, 2005 = 100
10 - - 10
| 110.0- |
2007 107.542070 l Oil reiated 200 51 Fad]
1050 T 1 W 0 - A —_— % l—
180 - 102.5 1 L . 180 14
1000 /g 1015 5- -5
97.5- <97 .4 )l |
160 95.0- Tot 160 10 10
92.5 - 15 - --15
90.0 ;
140+ 87.5- - 140 -20 1 Oil related L 20
85.0 - il related 0 11 12 13 14 15 16 17 18 19 20 21 22
120 | 19 20 21 22 t I | 120 SB1 Markets/Macrobond
Lad Norway Manufacturing production
100 - \%t‘\ 100 6 Volume, % change m/m M6
7 5- -5
4- -4
80 - - 80 5
90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 2] <Oil related 2.5
SB1 Markets/Macrobond 1 Total 1.0
7 | x oil related
* Oil related manufacturing production climbed 2.5%, following a 0.8% 0 - +10.6
lift in March (rev from -0.4%), and the trend in clearly upwards -1+ I II -1
* Other sectors gained 0.6% but the trend is flattish, at best -2 -2
» Still, production x oil related sectors is 3% above 2019 level, while oil 31 N 5 | o " A -3
related is down 2.5%! (was reported down 7% a month ago!) v 21 ee an ° 29 ar P
* Manufacturing surveys have been signalling strong growth in SB1 MarketaMacrobond

production but so far not much have been delivered (and now at
least the PMI is reporting slower growth) 113



K]
SpareBank €

MARKETS

Surveys are signalling growth (like elsewhere)

... but so far production has not been that impressive (like most other places)

Norway Manufacturing surveys

St.dev, avg=0 Manuf. prod L 125
Quarterly avearges 2q/2q, smoothed

2 [\ Surveys 1q fwd —_— - 10.0

- 7.5

T e
- V - 00
25

- -5.0
- -7.5

--10.0
Other surveys,

-3 mean --12.5
06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
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Rather mixed between sectors: Chemicals, furniture, food down

Metal products, paper, transport equipment are expanding

Norway Manufacturing Norway Manufacturing
Change %, yly 3 m avg % Change %, m/m
-0 -5 0 5 10 15 20 20 -15-10 -5 0 5 10 15

Fabricated Metal L 7.4 Clothing, Leather | [ | I-I | | 5
Paper & prod. — ® 6.6 Computer & Electrical Eq omm 5
Textiles, Clothing O | 6.4 Paper & Products o 4
Transport Eq [ == 4.3 Repair, Installation o 4
gggfﬁi:a%sa Eq .= gg Fabricated Metal Prod omm 3
s Refined Petro, Pharma o | 2
?re;;t?:;ro, FlieiTinie .-. . :13; Machinery & Equipment [ [ 2
: Ships, Boats & Oil Platf [ | ([ 1
Non-Ferrous Metals » 1.0 Rubber. Plastic & Min p 1
Machinery & Equipm ol 0.5 Printing’ Reprod ' pe 0
Repair, Installation 10 0.5 T ’rt Equi 0

Rubber, Plastic & Min Prod ° 0.0 L= el=gYIRINE .
Ships, Boats & Oil Platforms o i -1.2 Egig CI;Z\e/n;:(':I%ItS) ID o ?
\é\;c;c;cf gevyzogoirod _- ° _gg Furniture & other e -1
Furniture etc [ [ -5.5 Basic Metals a -1
Basic Chemicals I e -9.0 Wood & Products - -2
10 -5 0 5 10 15 20 Non-Ferrous Metals N

-20 15 -10 -5 0 5 10 15
B Now ® 6 mago
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Engineering on the way up, now even ships and platforms

Mixed within commodities

Norway Manufacturing commodities

SpareBank

MARKETS

160 _2005=100 ............................................................................ - 160 300_2005=100 .................................................................................
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- 14U
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L 11N
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- 200
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110 -
* Commodities have been on the way up, but some branches have reported lower production
recent months — and production of basic chemicals fell sharply in March and April
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Food production is back to a normal level — and furniture prod. is approaching it

Norway Manufacturing

130 4 00 - 130

120 4 -120

110 4 | Textiles,
Clothing 105.4

100 <Furniture ect 104.7

p A
] : W Food, Bev/Tob 104.2
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Highlights
The world around us

The Norwegian economy

Market charts & comments
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Commodity prices mostly down, but the oil price rose further. The USD sharply up

Equity Indices

Change %

780075 Wk
Shanghai H e 2.8
MSCI EM | @ 0.1
OSEBX e -2.7
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S&P 500 [ O] -5.1

M Last week ® Last month
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- 85

- 80
5182328315 8 13182126294 9 12172025302 7 1015
2 Mar 22 Apr 22 May 22 Jun

SB1 Markets/Macrobond

10 y Gov bond yield
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Oil vs. metals

SpareBank o

Another downturn in equity markets, yields sharply up (ECB, US inflation)

5400
5300 -
5200 -
5100 4
5000 -
4900 -
4800
4700
4600 -
4500 -
4400 -
4300 -

uSD/B
1

-125
Brent 1. 122.0
-120
- 115
- 110
- 105

KLME Met. lhs

- 95

LME in USD
/ \«
15 22 1
22 Mar

8

15 22

22 Apr

2

9

16 23
22 May

Exchange rates

1

8
22 Jun

15

SB1 Markets/Macrobond

JP Morgan broad
-3m =100

f/x indicies

-105.0

<USD

- 87.5

15 22
22 Mar

1

8

15 22
22 Apr

1

8 15

22 Jun

SB1 Markets/Macrobond

[K]

119



(K
Warkets SpareBank €)

MARKETS

The big picture: Stock markets down (-oil rich OSEBX, FTSE), bond yields up

Commodities have taken a big step upwards — at least until early March, mixed thereafter

Equity Indices Oil vs. metals
Total return 6000 1 In SDR, rebased to present USD price 150
400 31/12-09 = 100 <S&P 500 448 Brent 1.
1 %MSCI all 337 5000 1  1122.0
OSEBX 332 | LME Met.
/DAX 231 4000 - b Dihs |
)7 1
200 - I<FTSE 216 f r ‘
3000 - [ \ - 75
! ‘
' 2000 - [l " | L 5o
100 - 100 m:" u
1000 - - 25
50 L ' I 50 0 T T T T T T T T T T T T 0
07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 00 02 04 06 08 10 12 14 16 18 20 22
SB1 Markets/Macrobond SB1 Markets/Macrobond
10 y Gov bond yields Exchange rates
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Mixed commodity prices last week too: US nat gas & oil up. LME, food down

Food prices have been stable since just after the war started (in SDRs, down in USD)

Commodity prices

35015019 = 100 r 350
325 {SDR rebased F
300+ - 300
2751 .'N\/v\/\ [ Blectrioity spot
i ectricity spo
250 ,/" -4Q fwd 252
225 - - 225
2004 /Brent Tm 196
/Food 170
1751 ‘ k- Copper 164
150 - ot L J‘
125 - NAlu 156
100 - -100
754 - 75
Oct Nov Dec Jan Feb Mar Apr May Jun
21 22
SB1 Markets/Macrobond
Commodity prices
400 - Real prices, SDR rebased to current USD - 400
350 -Alu & copper rebased to iron ore in 2004 - 350
Nordic electricity spot+3 next quarters, UK gas in oil equivalences
300 + - 300
250+ - 250
200 - /Electricity
150 - ]
Copper
100 - ~Brent 1m
Qil
50 7+ SAlu
0 T T T T T T T T T T T 0

SDR: IMF’s Special Drawing Rights — a ‘global currency’
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Commodity prices

In SDR lastw lastm  Since
% change -12'.5I -7I.5 | -2I.5 | 2.|5 | 7.I5 | 12|.5 | Feb 23
US natgas 1-12m [ [ 7 12 79
Wheat o [ ] 6 -7 34
Brent 1-12 m [ | o 3 11 30
Brent 1m [ | o 3 13 32
Aluminum 3 m fwd onm 2 -1 -13
Copper,3 m fwd He 1 3 2
LME Metals 10 0 2 -3
Iron Ore [ | ([ -1 11 7
UK natgas 1-12 m [ | -1 -9 -8
Food | [ ] -2 1 9
NOK electricity spot-1y O ] -1 -2 51

B Last week @ Last month

SB1 Markets/Macrobond

* Qil prices rose slightly last week, and they remain high

« UK natural gas prices fell last week and are down 8%
down since before the invasion. (European gas prices are

roughly unchanged)

* US natural gas prices are up 79% - some LNG ‘leakage’ to

Europe?

* Norwegian electricity prices turned down last week, it’s

raining! (And gas prices fell)

* The Economists food commodity index fell 2% last week,

and has been close to flat last month — and prices are up

9% from before the war
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The oil price curve up to cycle high last week!

Brent oil, spot & Dec contracts

199 uson Oil Spot vs. 6 y avg future prices
110 - 2022 112.2 130 - Brent spot i 130
100 - =100 120 - <123
90 - 2024 87.1 |
80 - L 5027739 1 110 - - 110
70 - 2028 73.
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e
_13 months ago
N1 month ago
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Months forward
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European natural gas prices are sliding down

Even as the uncertainty vs. imports form Russia remains high

UK, US natural gas prices Gas & electricity
807 UsD pr mmbtu - 80 500 7 Gre/kih ~500
1st position | Gas, CO2 price adj to |
70 70 450 kWh price, 45% efficiency 450
70 4USD pr mmbtu -70 400 - -400
60 60~ 60 - 60
50 - - 50 350 - 350
50407 40 - 50 300 - - 300
30 - =30
40 1 fg- _fg 40 250 - - 250
! 200 ~ - 200
e 0
30 SONDUJFMAMJ ~30 150 - | 150
21 22 UK gas 132
201 | <18.1 1007 e
A UK - 50 - - 50
10 - ,J\’ ,M’N\ sk
4 P W 1 JL N —— N 0
O T T T T T T T T T T T T T T T T T : T T 0 J J A S O N D J F M A M J
04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond

* Will LNG exports from the USA increase gas prices here? Seems like the market is discounting it — and it is not
unreasonable. The cost exporting US gas to Europe may be some USD 5 — 6/mmbtu, or twice the current price
differential (in the short end for the gas price curve)

* Norwegian spot electricity prices have fallen recent weeks, but the future curve has not yielded
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Food prices are trending (very) slowly downwards

Food/wheat prices Food commodities vs fertilizer prices
1500 +ysDiton, constant prices 1500 100 ysp Inde>§ t pri - 300
_|constant prices constant prices
1250 - 1250 1000 - 275
Wheat (Kansas winter) 900 - L 250
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Credit spreads turned up again last week

Still, credit spreads are close to an average level, up from very low levels a few months ago

300 { USA BBB:bps over10'y gov bond yield - 300
+/- 1 st.dev
USA Corporate spread 275 1 220- 275
210 -
800 1 BBB bps over 10'y gov bond yield - 800 250 1 2001 ~250
Mean from 2000 & 1 st.dev +/- 225 - 190 -
700 ~ -700 - 1801 -
200 7 170 -
600 - 600 175 - 160 -
150 -
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125 - w
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300 - 125
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* The total capital cost has increased significantly, as the long term 200 VJ] “ ﬁ/«\l\ Y L
real government bond rate is up 150 bps + 150 - NN s ""\LV__ ] L 50
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usually do 50 1
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The S&P 500 down 5.1%, bond yields up to cycle high

Earnings growth is slowing, is approaching single digit. More to come

USA S&P 500 vs. bond yields USA S&P 500 vs. bond yields
5000 - 3.5 4700 4 Russian \ 110y gov
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Real rates, inflation expectations
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Real rates shot up last week, inflation expectations did not

Markets are recognising that central banks will have to & are willing to keep inflation in check

Real yields, break-even inflation
3.5 - ‘Break-even-inflation USA -3.5

2.0 %W\mww 20

1.5 1.5
1.0 1 ‘ 1.0
0.5+ ‘ ‘ -0.5
0.0 - 0.0
1_0_1Oyg v. bond real yields qur/\ USA L 10
05- WWW \\h i
0.0 +— y 0.0
-0.5 --0.5
-1.0 - MM _ff]
-1.5 i
-2.0 1 F-2.0
2.5- -25
-3.0 1 i -3.0
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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 3.15 0.19 0.16 1.23 0.52
.. break-even inflation 2.76 0.02 0.11 0.35 1.06
.. TIPS real rate 0.39 0.17 0.05 0.88 -1.19
Germany nominal bund 1.39 0.14 0.33 1.17 -0.65
.. break-even inflation 2.73 0.07 0.00 0.75 0.40
.. real rate -1.34 0.07 0.33 0.42 -2.80

SB1 Markets/Macrobond

... at the cost of higher real rates, of course

. Real rate(TIPS) ->
3.4 -US 10y treasury yields
3.2 1 - 0.2
3.0 0.0
MIJW’
238 <276
2.6 --0.4
24- ,‘\,flv\ --0.6
2.2 1 --0.8
2.0 - --1.0
1.8 1 --1.2

Sep Oct Nov Dec Jan Feb Mar Apr May Jun
21 22

* The US nominal 10 y bond yield rose 19 bps last week to 3.15%, a
cycle high
» Real rates gained 17 bps, to 0.39%, a cycle high too. Nominal rates up 2

bps

* The 10 y German bund added 15 bps to 1.39%
» Real rates rose 7 bps to -1.34%, also a cycle high
» Inflation expectations rose 7 bps to 2.73%, still below the above the ATH at

above 3% some few weeks ago
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Mind the gap: It’s rapidly closing!

Real rates sharply up — while short/medium-term growth expectations are moving down

USA TIPS Real yields, break-even inflation USA Growth vs 10 y real rate (TIPS)
3710y treasury yields -5 9 - -9
Holston-Laubach-Williams, NY Fed
8 - -8
-4
Break-even inflation 71 -7
expectations | 6 - L6
5 1 -5
4 - -4
3 -3
2 Oy gov -2
1 -10 y infl. expect 1
0 VM 1l
Wi
Real rate (TIPS 10 y) Real rate,
2 -2 24 TIPS 10y -2
98 00 02 04 06 08 10 12 14 16 18 20 22 65 70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond

* There is no reason to believe that the current surge in real rates is due to an equivalent increase in growth expectations. It is
of course the opposite: At least the short to medium-term outlook is now weakening as central banks finally enter the fight
against inflation by at least bringing growth down to below trend growth
» Profit margins are VERY exposed
» Demand for labour will slow too, and unemployment will increase — in order to get wage inflation down

* The USD 10 trl question: Are all risk markets really discounting this scenario?
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The US curve

The short end of the curve sharply up last week

— and rates rose to above the early May local peak

US Gov yield curve
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US Gov yield curve, implicit forward rates
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Central banks on the move. Australia hiked by 50 bps last week, Canada the prev.

Norway is now no. 7 among rich countries. All the Anglo-Saxon + South Korea ahead

Central Bank Policy rates Policy rate, weighted
2.5 9 - 25 9 - -9
8 - -8
2.0 NZ 2.00
<S Korea 1.75 7 A -7
1.5+ Canada 1.50 6- 6
‘ UK 1.00
1.0+ | | =~USA 0.88 97 -9
World
0.5 - NNorway 0.75 41 r 4
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1 | nn
0.0 <Japan -0.10 2+ -2
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* |n addition to rate hikes, central banks (x Japan and the Riksbank) have abolished their QE buying programs
* The EM average policy rate has come down due to the Russian cuts — but the trend is straight up
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First a hawkish ECB, and then higher than expected US inflation

At one stage, expectations will be high enough, until the impact of tighter financial condition is observed

Dec 22 3m FRA IBOR rates Dec 23 3m FRA IBOR rates
4.0+ - 4.0 4.0+ - 4.0
-USD 3.67
3.5 -m 3.5 NOK 3.50
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1.5-” 15- 15
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50% probability for a 75 bps hike in June, July or in Sept (of which 10 pp for June)

Friday’s inflation ‘shock’ sent rate expectations further up, 1 % extra hike discounted (sum for the week)

Fed funds future

3.5 T ‘ The Russian L Jan 24 3.47
o monthly averages invation Jan 26336
20- y averages Jan 23 3.19
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The short end of the curve straight up everywhere

Except Japan, of course

2 y swap rates 200 Sanoe
<“NZD 3.97 250 -
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10 y swap rates

The long end of the curve followed suit, up everywhere by 10 — 30 bps

Almost all countries recorded new cycle highs

10 y swap rates

QUSD 3.20
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CHF: 10 y government bond yield

10 y swap rates
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Change from Jan 31-20, pp
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Change in bps

-1|0 0 1p 2|0 3|0 4|0 5.0 6|0 last w
GBP | 32
CAD O | 27
EUR | [ 23
NOK O] 22
USD [ [ 20
SEK I [ 12
NZD ol 12
AUD O | 11
JPY am 7
CHF [ 7

B Last week ® Last month

SB1 Markets/Macrobond 35



MARKETS

K]
SpareBank €

Massive lifts in interest rates, everywhere. The most in the UK

Swap Rates, changes last month Swap Rates, changes last week

usD GBP EUR SEK NOK uUsD GBP EUR SEK NOK
=1y m1y 1y fwd m3y 2y fwd m5y 5y fwd m10 y m1y wm1ylyfwd ®=3y2yfwd m5y5yfwd =10y
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A shift upwards again, the most in the short end. Cycle highs from 1 y outwards

2yat3.0%. 10y at 3.25%!
NIBOR, NOK swap rates
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Norway - yield spread, 10y - 2y swap
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NOK Swap rates
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NOK Implied swap forwards
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Spreads slightly up last week
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Spreads vs. trading partners at slightly below average levels

Norway vs trading partners, impl swap spreads
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The 3m NIBOR up 10 bps to 1.39%, the NIBOR spread up 8 bps to 42 bps. Or...??

The 42 bps spread is based on a singe hike in June and no hike in August. That’s not a done deal now

K]
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Norway, NIBOR rates Money market friction
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* Money market spread have normalised again. We assume a 35 bps spread going forward (from 40 bps)
* The USD LIBOR-OIS spread fell 7 bps to 7 bps last week — which is a very low level!
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Another hike in FRA rates — up to 75 bps above NoBa’s March path

Higher inflation the last nail in the coffin, alongside all many others. 50 bps in June can’t be excluded

Norway 3m FRA Norges Bank Signal rate forecast vs market

3.5+ <Dec 23350 | 3.00 - FRAS - 35 bps S - 3.00
2.75 - - 2.75
3.09 3.0 2.50 - ~_[ 2%
iDgc 22265 | 2.25 - sank | 225
2.00 - - 2.00
'Sept 22 2.04 | 1.75 1 - 1.75
1.50 - - 1.50
L 1.25 - - 1.25
<3m NIBOR 1.39) 1.00 - . 1.00

L 0 i |
71076 0.75 0.75
<NoBa depo 0.75 0.50 - 0.50
05 0.25- 1 I—‘ - 0.25
0.0 0.00 0.00
' -0.25 -|FRAs adjusted to quarterly averages --0.25

18 19 20 21 22 23 24 25

SB1 Markets/Macrobond SB1 Markets/Macrobond

* If NoBa hikes by 25 bps to 1% at the June 23 meeting (and no hike in August), the average deposit rate in the duration of the June 3 m FRA contract will
be 0.98%. If 25 bps in June, and 25 bps hike in August, 1.10%. If the bank hikes by 50 bps in June, the avg depo rate will be 1.21%

* Assuming a 35 bps NIBOR spread: The current June 3m FRA at 1.42% may be reached by combining the 3 ‘possible’ NoBa scenarios
» If we exclude the possibility for a 50 bps hike, an August hike is a done deal

» If we do not exclude 50 bps in June, the FRA rate may be reached by 40% probability for just a June 25 bps hike, 40% for 25bps in June & August, and 20% for a 50 bps June hike.
However, the Sep 3 FRA implies that a just a 25 bp hike in June/Aug is very unlikely (of not a 75 bps hike is assumed in Sept)

* The Sept 3 m FRA at 2.04% (+14 bps last week) is 62 bps above the June contract, implying a 1.69% expected NoBa signal rate, implying a 1/3 probability
for a 50 bp hike in September, given a 50 bps hike in June/August

* The Dec 3 m FRA at 2.65% implies at 2.25% signal rate in average in December - March. In the MPR Norges Bank signalled 1.50 (85%) or possibly 1.75%
(15%) in December. An upward revision is in the air... 140
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NOK down, but the AUD even more, even if RBA surprisingly hiked by 50 bps
The USD appreciated by 1.6% due to high inflation/higher rate expectations (or something else)

EURUSD NOK vs EUR & USD
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NOK down 0.8%, our model signalled +0.2%, due to the lift in the oil price

NOK is far below out model estimate, and NOK is weak vs other commodity currencies, energy shares

NOK vs main drivers NOK vs main drivers
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Gaps vs. out model estimates are wide

* The NOK +0.4% - and it is 5.4% below our main model estimate (from —4.4%)

* The NOK is 8% weaker than our AUD/CAD/SEK-model, our ‘super-cycle peers’, predicts (from -9%)

* NOK s 4% weaker than a model which includes global energy companies equity prices (vs the global stock market) (from -3%)

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 142



(K
ok SpareBank €)

MARKETS

The NOK down and 5.4% below our model estimate

Rather unusual...

NOK exchange rate model NOK exchange rate model
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Oil up and NOK weaker, and very low vs. the oil price
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NOK is weak, as if the oil price were USD 70/b (rebased to early Jan) or 60 (rebased to May-21)

NOK vs the oil price
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NOK vs the Oil Price
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Brent oil, deflated by USCPI, in today's price level

* The NOK has never before been as weak as now, given the oil price

SB1 Markets/Macrobond
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Both the AUD & NOK down last week, the AUD the most
... even if the RBA surprisingly hiked the signal rate by 50 bps last Monday

AUD vs NOK f/x
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Usually, interest rate differentials have not been important at all for the NOK/AUD relative strength/weakness. NOK has usually strengthened vs.
the AUD in times of turbulence in the stock market (VIX, S&P vs. long term trend), and when the oil price has strengthened vs. metal prices
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Emerging Markets f/x

EM f/x mixed: Russian volatility dominates the EM f/x space

The CNY is gradually recovering, perhaps as lockdowns are eased

EM Exchange rates

EM Exchange rates
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* The Brazilian real has appreciated sharply recent months, from a low level — but fell further last week
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DISCLAIMER

SpareBank 1 Markets AS (“SB1 Markets”)

This report originates from SB1 Markets’ research department. SB1 Markets is a limited liability company subject to the supervision of The Financial Supervisory Authority of Norway
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