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Past two weeks, part |

* The War/Sanctions

» Russia is slowly conquering ground in the East Ukraine. Will the Russian continue? If not, real peace negotiations may start. Discussions on wheat
exports from the Ukraine continues — and wheat prices have fallen sharply

» Most other commodity prices fell further last week —and they have been on the retreat since March/April. A bleaker growth outlook and probably less
hoarding may explain the decline in prices. However, while European natural gas prices fell last week, they are still elevated. Yesterday’s force majeure
message from Gazprom vs. gas deliveries via Nord Stream 1 may signal that Russian gas will not start flowing as normal after the planned maintenance
pause (should be finished by Thursday this week). If so, a further increases in European gas and electricity prices are likely

* Services & composite PMI

» The steep lift in the Chinese PMls after the lockdowns lifted the global PMI in June — but other Emerging Markets also contributed. The decline in the
rich part of the world was smaller than initially reported. In sum, the global PMI rose, but the underlying trend is down, at least in the rich part of the
world

* Global auto sales

» Sales rose sharply in June, thanks to a big lift in sales in China, to 34% above the 2019 level (and sales were the highest in any country in a single month,
by far). Sales rose in both US and the EMU too, but sale here are still low, 23% and -36% below the 2019 level resp. Sales in Emerging Markets X China
are recovering, even if sales in Russia are down 92% since before the war started. Global sales are 7% below the 2019 level (which was not that
impressive). Production is still below a normal level, except for China and South Korea — and lack of supply is no doubt hampering sales most places

* China

» GDP fell by 10% in Q2 (-2.6% not annualised), and was down 0.4% y/y, the latter 0.8 pp weaker than expected. The lockdowns were an economic
disaster

» June data were mixed: Retail sales, housing has not recovered after the lockdowns. More policy stimulus under way
= Exports are very strong, up to ATH, also in volume terms, well above expectations. Imports are still on the weak side
= |ndustrial production is back on track, but slightly lower than expected. Service sector production rose sharply in June but is still below par
= Retail sales remain weak, no recovery after the lockdowns — but annual growth was higher than expected (due to a data revision)

= Investments in total are also back on track, but housing starts are still falling — and they are down 50% since early 2021, the largest decline, ever.
House prices are falling too, both for new and existing homes

= Credit growth remained at a normal level in June, and growth has accelerated somewhat recently — however just due to a strong growth in local
government borrowing, probably not a sign of real economic strength

= The central authorities have announced ambitious plans for a surge in infrastructure investments (6% of GDP is mentioned), funded by debt,
including by local governments which will be allowed to borrow even more in H2 (the ol’ trick, when growth slows).

= Fiscal policy is already highly expansionary, due to a sharp decline in revenues (and not due to more spending)
= |nflation remains muted, the headline at 2.5%, the core at 1.0%
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Past two weeks, part Il

* USA

»

»

»

»

»

»

»

»

»

Another disastrous CPI print, and market briefly discounted a 100 bps hike at the July 27 meeting. Expectations have moderated, and down
they are back to a 75 bps hike in late July — with another (and the 3™) 75 bps hike in September as the most likely outcome. Headline
inflation at 9.1% (1.3% m/m) and core at 5.9% (0.7% m/m) were not good news. Some prices are moderating but the big picture is still a
broad surge in inflation with a price increases for large majority of goods and services above 5% - even if energy and food prices are
important too

The PPI also reported higher inflation than expected, but core crude good prices are easing. So are energy and (commodity) food prices,
and peak inflation is probably at hand now, at least in the US

However, we still think wage inflation is far more important than energy/food/commodity prices — they will come down. Atlanta Fed

median wage tracker was a disaster in June, up 7.4 y/y — and even the 3 m avg at 6.7% is well above anything seen before. The no. of

unfilled vacancies have peaked, but remains at an extremely high level. In the non-farm payrolls report, wage inflation has moderated

somewhat

= We do not think it is likely that wage inflation will decline substantially without large decline in demand for labour. Employment is still on the way up and
unemployment has not inched upwards (but weekly new jobless claims have increased visibly, and a recession warning is sent). There are other signs of weakness
in the economy too:

Retail sales of goods (volumes) are heading downwards, and are not far above the pre-pandemic trend, and manufacturing production has

fallen the past two months (as surveys have weakened, at least until an upbeat NY Fed July survey

Manufacturing production has been accelerating recent months, at least until last months. Surveys, like the ISM, are signalling a
slowdown, not yet a downturn (except for the steep decline in the new order indices in June). The first July manufacturing survey, from the
NY Fed, surprised at the upside

Homebuilders reported an almost unprecedented decline in the Housing Market Index in July, just April-20 was even worse. A deep
decline in housing starts is signalled (down 50% from the local peak in early 2022). That’s of course a very recession-like figure

Small businesses in general are extremely pessimistic, and now some more companies are reporting poor sales/competition as problem.
Even so, they the share of companies that complain about demand is very low, companies are not able to fill job openings, and they plan to
lift wages and prices in an unusually aggressive way

Fed’s beige book (regional network) was on the soft side, and confirmed somewhat weaker demand, an even somewhat easing of wage an
price pressures

Atlanta Fed’s GDP nowcaster signals a 1.5% decline in GDP in Q2, following the 1.6% setback in Q1. Economist bet on a positive 0.8%
growth rate
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Past two weeks, part lll

Norway

»

»

»

»

»

CPl inflation in June was higher than expected, at least the headline at 6.3% but the core at 3.6% was higher than Norges Bank assumed in
the June MPR. Domestic inflation is picking up steam, and it is broadening. Electricity prices are still on the way up (but subsidies covers
most of the costs for households), but gasoline prices have probably already peaked, as abroad

House prices rose further in June, and more than Norges Bank (and we) expected. The inventory of unsold homes is emptied. But higher
mortgage rates will soon bite (or more precise: they will be hiked until they bite)

Building costs rose further in June, but growth is rapidly slowing. Both lumber and steel prices fell — and substantial price cuts in material
prices are now underway and demand is slowing and supply is strengthening

Mainland GDP fell by 0.2% in May, due to a steep decline in manufacturing production (chemicals, refined products the main laggards).
Underlying GDP growth is slowing both due to demand and supply side factors but the post-pandemic recovery is still intact

Interest rate expectations have shot up, and the 3 m NIBOR was fixed at 2.11% yesterday, up from below 1.7% in early July! The market is

discounting 50 bps hikes in NoBa’s signal rate in both August and September and further ‘single’ hikes in November and December. We
think that’s a bit too aggressive (But the Canadian central bank hiked the signal rate by 100 bps two weeks ago)
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The Calendar, week 29: Prelim. July PMis, US housing. And the first ECB hike

* Preliminary PMlIs

Time |Count.| Indicator |Period | Forecast| Prior

Tuesday July 19 » Both manufacturing & services are expected down some 1 p to the 51-52
08:00|[NO _|Housing Starts May 6.7% 6.8% level in both EMU, UK and in the US. The direction has been down recent
08:00|UK |Average Weekly Earnings May 6.7%| 6.8% months, and the margins to less favourable times are not wide anywhere in
11:00[EC  |CPI YoY JunF 8.6%|  8.1% the rich part of the world

11:00[EC  [cPI Core Yoy JunF 3.7%|  3.7%

14:30(US Housing Starts Jun 1595k 1549k * USA

14:30/US __ |Building Permits Jun 1680k| 1695k » Housing is on the way down, normally one of the best indicators of a
Wil d ay /20 recession around the corner. Yesterday, homebuilders reported an almost
06:00[SW _ |House prices Jun unprecedented collapse in their Housing Market Index (just Apr-20 was
08:00lUK _|CPI YoY Jun 9.3% 9.1% even worse). Housing starts and existing home sales out this week
08:00{UK  |CPI Core YoY Jun 5.8%|  5.9%

16:00[US  |Existing Home Sales Jun 540m| 5.41m * EMU

16:00{EC___|Consumer Confidence Jul P 245 236 » The first hike from the ECB is a done deal. Consensus is for a 25 bp hike,
Thursday July21 _ which also has been signalled from the ECB leadership

08:00[NO |Industrial Confidence 2Q (4) 8.8

14:15|EC ECB Deposit Facility Rate Jul-21 -0.3% -0.5% * Sweden

14:30US _|Philadelphia Fed Business Jul -0.5 -3.3 » Check out Swedish house prices, they will probably continue downwards
14:30{US Initial Jobless Claims Jul-16 240k 244k

16:00{US  |Leading Index Jun -0.50%| -0.40% * Norway

Friday July 22 » Just SSB’s quarterly manufacturing survey (which though says a lot about
02:30|JN Manufacturing PMI JulP |- 52.7 .

08:00[{UK Retail Sales Inc Auto Fuel MoM  |Jun -0.2% -0.5% GDP grOWth’ corporate earnings etc

09:15(FR Manufacturing PMI Jul P 51.0 51.4

09:15(FR  [Services PMI Jul P 52.9 53.9

09:30|GE Manufacturing PMI Jul P 51.0 52.0

09:30|GE  [Services PMI Jul P 51.4 52.4

10:00|EC Manufacturing PMI JulP 51.0 52.1

10:00(EC  [Services PMI JulP 52.0 53.0

10:00|EC Composite PMI Jul P 51.0 52.0

10:30{UK Manufacturing PMI Jul P 52.0 52.8

10:30|UK Services PMI Jul P 53.4 54.3

15:45(US Manufacturing PMI JulP 51.5 52.7

Sources: Bloomberg. SB1IM est. in brackets. Key data are highlighted, the most importantin bold
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The Calendar, week 30: Another 75 bps Fed hike. US & EMU GDP. EMU CPI. Norw. unempl.

Time |Count.| Indicator |Period | Forecast| Prior
Monday July 25

10:00|GE IFO Business Climate Jul 92.3
12:00|UK CBI Business Optimism Jul -34
14:30(US Chicago Fed Nat Activity Index |Jun 0.01
15:00|US S&P Corelogic CS 20-City YoY May 21.2%
16:00{US Conf. Board Consumer Jul 99 98.7
16:00(US New Home Sales Jun 675k 696k
Wednesday July 27

10:00|EU M3 Money Supply YoY Jun 5.60%
14:30|US Advance Goods Trade Balance  |Jun -$103.2b| -$104.3b
14:30|US Durable Goods Orders Jun P 0.5% 0.8%
14:30[US Cap Goods Orders Nondef Ex Air [Jun P 0.6%
16:00|US Pending Home Sales MoM Jun 0.7%
20:00|US FOMC Rate Decision (Upper Jul-27 2.50% 1.75%
Thursday July 28

GE Retail Sales MoM Jun 0.6%

08:00|NO |Unemployment Rate AKU May (3.1%) 3.2%
08:00|NO  [No. of Employees Jun

08:00|SW  [GDP Indicator SA MoM Jun 0.7%
08:00{SW  |GDP Indicator SA QoQ 2Q -0.4%
08:00[SW |Retail Sales MoM Jun -0.6%
09:00|SW  |Economic Tendency Survey Jul 105.9
11:00(EU Economic Confidence Jul 104
14:00|GE CPI YoY Jul P 7.6%
14:30|US GDP Annualized QoQ 2QA 0.8% -1.6%
14:30|US Initial Jobless Claims Jul-23

Friday July 29

01:50|JN Retail Sales MoM Jun 0.6%
01:50|JN Industrial Production MoM JunP -7.5%
07:30(FR GDP QoQ 2QP -0.2%
10:00|GE GDP SA QoQ 2QP 0.2%
11:00|EU GDP SA QoQ 2QA 0.6%
11:00(EU CPI Estimate YoY Jul 8.6%
14:30|US Employment Cost Index 2Q 1.1% 1.4%
14:30|US Personal Spending Jun 0.7% 0.2%
14:30{US Real Personal Spending Jun -0.4%
14:30|US PCE Core Deflator MoM Jun 0.5% 0.3%

* USA

» The Fed Reserve will lift the signal rate by another 75 bps, barring a stock
market crash before the meeting

» GDP is expected up by 0.8% in Q2. Nowcasters are all over the place. Atlanta
Fed’s gauge suggests a 1.5% decline, which seems rather pessimistic

» More housing data: New home sales and house prices. Sales have fallen
substantially already but prices are still on the way up (but these stats are

lagging)
» Perhaps the most important data point: The Employment cost index. A
slowdown is expected in Q2

* EMU
» GDP probably grew in Q2 but less than in Q1, 2.4% (0.6% not annualised)

» HICP (CPI) inflation will remain at very high levels. Electricity prices rose
further and core inflation is way above the price target (albeit far lower than
in the US)

* Norway

» LFS unemployment was revised up in April but the trend is down —and we
expect a further reduction in May as demand for labour remains brisk

Sources: Bloomberg. SB1IM est. in brackets. Key data are highlighted, the most importantin bold
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Global manufacturing production up in May, thanks to China

... which lowered production sharply in April. Retail trade is trending down. China at the bottom

Global Retail sales, industrial prod. & trade Retail sales
Io L 15+ - 15
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* Global foreign trade has flattened at high level since early 2022

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.



Global economy

The decline in retail sales is broad based.

Manufacturing production is trending upwards — and is exposed?

Retail sales volume
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Manufacturing Production
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Global airline traffic on the way up

and finally marginally more than the seasonal normal

Airline passengers
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Global trade: The last months are estimates from Kiel Institute
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Inflation still the main challenge most places

Energy prices the main culprit, but core inflation has turned up almost everywhere

Core CPI Inflation CPI Inflation |
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China lifted both the manufacturing and the services PMls, as did EM x Chinal!

And the downturn in DM was smaller than the flash estimates indicated

Global PMI
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* Both manufacturing & services contributed to the uptick in
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The global PMI sharply up, even if the rich part of the world retreated

The uptick in China is mostly ‘technical’ after the lockdown downturn
Composite PMI

Deviation from 50 & change last month Devv Change
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* 16 countries/regions down in May (from 14), and 11 up

* Both China and Russia contributed on the upside in June, as did Brazil

* The rich countries (Developed Markets, DM) PMI declined 1.2 p due to a decline in both EMU, UK and US
* Sweden still has the pole position, ahead of Singapore, and Brazil & India

* (Norway does not compete here, we just have a manufacturing PMI. The level would have yielded a 5t place in the composite race (from no. 10
in May)
13
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Chinese June auto sales the highest in any country, ever

Sales were stable in the rich part of the world, and inched upwards in Emerging Markets x China

Global auto sales Global auto sales
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* Global auto sales rose 14% in June, thanks to a further recovery in sales in China, to 29 mill units (annual rate) from 21 mill in May. Global sales are still
far below (-7%) the 2019 level — but even so the best since last May

* Salesin the US rose marginally to -23% vs 2019. EMU sales also rose marginally but remain 36% below the 2019 level. UK sales are down 42%!
Norwegian sales are just 1% below the 2019 level

* Russian sales are down 92% 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’ 13% vs. the 2019 level (the decline in Russia equals more than a 10 pp drag — and the rest is almost back!)

* Auto production is very likely limiting sales most places. However, Chinese production was 32% above the 2019 level in June. South Korea is also above
the 2019 level, but auto production is well below a normal level in all western countries and in Japan 14
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EM: Russian sales further down, -92% vs the pre war level. India going strong

... at least according to prelim. Indian data. Other EM countries on the way up

EM ex China Auto sales EM ex China Auto sales
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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
15
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GDP down 10% in Q2 (-2.6% not annualised). More infrastructure spending ahead

June data mixed: Housing, retail still weak. Other investments, ind. prod, exports, credit OK
China GDP vs monthly indicators - demand * GDP fell 10% in Q2, more than expected (8%, 2.6% vs 2% not annualised), and is

T 192 100 up just 0.4% y/y, expected 1.2% - the second worst quarter ever
150 10 ‘ - 150 * Industrial production rose 0.8% in June (after 4.2% in May) and is back to the pre-
140 - - 140 lockdown trend, still marginally lower than expected, 3.9% vs. 4.0% y/y
130 1 GDP (quarterly) r 130 * Service sector production gained 7.8% m/m in June but is still clearly below the
120 i 4 L1123 pre-lockdown trend, and activity is up just 1.3% y/y — and Q2 was in sum really
1101 ~100.2 weak
100 —5 T~ — . . . .
9% ‘j_/_f,-—»'f = s * Retail sales remained close to unch m/m in volume terms in June, at a very low
80 4 \ Investments L 80 level. Sales were up 3.1% y/y nominally, below retail price inflation.(and sales are
104 L 2o down y/y in volume termes. Still, expectations were much lower, at just 0.3% y/y
60 - ‘ . 60 * Investmentsrose 1% inJune, and is back on track, even both residential and
50 - | L commercial construction starts has fallen by 50% from the peak early last year
J A JOJAILOJ AT OT AT OT AT (the Iargegt contractlop ever), without sigs of any recovery - not even from the
17 18 19 20 21 22 25% drop in starts during the lockdown. However, new home sales have partially
SB1 Markets/Macrobond recovered after the lockdown, and are down ‘just’ 30% from the peak last year
) o * Credit growth remained at a normal level in June, but just due to a continued
China GDP vs monthly indicators - supply increase in local government borrowing
Dec/Q4 19 = 100 Industrial production <115« Central authorities have decided that local governments can increase borrowing
110 - R in H2 in order to fund infrastructure projects. A massive policy shift, in order to
support growth like in the good ol’ days. However most of the 7 trl infrastructure
105 - - 105 program (Bloomberg est, 6% of GDP!) must be funded from other sources than
100 GDP (quarterly) 100 the 1.5 trl local gov. extra borrowing

* CPlinflation has increased somewhat, but remains low (2.5%),. especially ex. food

- 95 & energy (1.0%)

* Exports rose to the highest level ever in June, even in volume terms, and to far
above any recent trend paths. (No supply chain disruption?).

L 85 Imports fell slightly, and remains somewhat below the pre-pandemic trend

* Fiscal policy is very expansionary (a 5% of GDP increase in the budget deficit), not
due to higher spending, but a dramatic reduction in revenues

95
90 -+ - 90

85 -

80 - - 80
J AJUOJAJOJAJOJAJOJAJO
17 18 19 20 21 22
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In sum: Q2 was an economic disaster, hopefully short-lived. However, June data are
not impressive, just industrial production and total investments were back on track in
June. The announced boost in infrastructure investments may strengthen domestic
demand short term, but will probably not support growth long term due to lack of
profitable projects and an ever higher debt level 16



GDP down 10% in Q2 (2.6% not annualized), up just 0.4% y/y

GDP fell
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China GDP
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* GDP was 0.6 — 0.8% weaker than expected — but still just % of the decline in Q1-20

* Consumption fell sharply in Q2, while net exports rose. Investments were close to unch

17



Industrial production back on track after the lockdowns
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Production rose by 0.8% m/m in June, following the 4.2% lift in May (after the 4.1% drop in April)

China Industrial production
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* The production level returned to the pre-pandemic trend path in May (grey line at the chart to the right) and was almost back to the pre-
lockdown trend path as well in June

* Production grew 3.9% according to the official y/y data, 0.1 pp below expectations — and up from 0.7% in May

18



K]
SpareBank €

MARKETS

Retail sales still very weak in June, no post-lockdown surge

Nominal sales up 3.1% vy/y, far better than expected (0.3%) but monthly data shows no recovery

China Retail sales, volume China Retail sales, volume
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* Sales rose 0.6% m/m in nominal terms but retail prices also rose in June, and the volume growth was limited

Memo: Monthly sales data are still somewhat to difficult of decipher, and they are not consistent with annual growth rates - so do not take out interpretation of them too literally.

Several revision, the last one this month upwards, has made the analysis even more complicated 19
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New home sales up 12% in June, still -10% vs pre-lockdowns. Starts further down

Sales are down 30% vs. the level in peak in early 2021. Starts are still falling, and are down 50%!!

Construction starts Housing sales & starts
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* New home sales rose 12% in June following the 10% lift in May (after the 30% collapse in April), but the level is still well below the pre-
lockdown level — and 30% down from the peak early last year — and the lowest since 2015

* Housing starts fell marginally in June, and have not recovered at all since the lockdowns ended. Starts are cut in half since early 2021, the
largest downturn ever! The level is the lowest since 2009!

* Non-residential construction starts are also cut in half — and has not recovered after the lockdowns — and the level is the lowest since 2009
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Credit growth on track in June too

Plans for a debt funded infrastructure investment boom may lift overall credit growth coming months

China Credit growth China Credit growth
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* Total credit grew at a 11.4% pace in June (m/m, seas. adj. annualised), unch from May. The annual rate gained 0.3 pp to 10.4%

* Total credit rose by RMB 5.1 trl, expected 4.1 trl (not seas. adj, a very low f’cast). The ‘core’ total social credit (total ex central gov bonds & corporate
equites) grew by 4.0 trl (seas adj). The core was up 2.7 trl, seas. adj
» Bank loans rose by RMB 1.9 trl (or 1.9 trl s.a) or at a 12% annualised pace, marginally above expectations. Still, growth has been slowing since mid 2020

» Shadow banking credit rose by RMB 0.7 trl, and is up 8.7% 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 (22% y/y, see more
next page)
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Credit growth is accelerating but just due to more local goverm. bond issuances

[K]

SpareBank o

MARKETS

Bank loans are flattening, and there is limited growth in credit outside banks (other than local gov)
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Over the past year, total credit has expanded by RMB 28 trl, equalling more than 25% of annual GDP, up from the 24 trl at the bottom
last Sept, (but still down from almost RMB 30 trl at the peak in 2020)

Banks supplied RMB 21 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 22% y/y from 13% y/y back in last September!

Growth in other credit — via the shadow credit market x local gov bonds — has lowed to RMB 1 trl from 5 trl in 2020 (a dramatic
slowdown, like many times before...). Growth has increased slightly the past two months
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A further lift in exports in June, even volumes up to ATH. Imports are sagging

Exports gained 6% m/m, are 25% above the pre-pandemic level in volume terms
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* Export values grew by 4% in (a strong) USD terms in June (our seas adj), and are up 18% y/y, from 17% in y/y in May, 6 pp better than expected. Exports are
record high, both measured in value and volume terms! Export values are up more than 50% from before the pandemic. Export volumes are up 30%!

Export volumes have survived the lockdowns. Is lack of supply the main reason for the surge in inflation (x food & energy)? Dream on!

* Import values fell 1% m/min June, and are up 2% y/y, 2 pp below 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, and the recovery since the lockdowns has been marginal. Imports volumes are below the pre-pandemic
trend but not much vs. previous deviations from this trend

* The trade surplus at USD 97 bn, 22 bp larger than expected, and the highest ever. In seasonally adjusted terms, at USD 91 bn, or some 6% of GDP, the highest
since 2008! Growth has become export led, again? At least partially as a higher trade surplus in goods have lifted GDP by some 2% since before the pandemic
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Fed’s Beige book report somewhat slower growth, less price/wage pressures

Fed funds future * Main messages from the regional survey
4.5 L5 » Growth everywhere, but several districts reported signs of
slowdown in demand and a further slowdown was expected for the
- 4.0 next 6 — 12 months. Some had been talking about the risk for a
JJan 23352 | recession
'%Jun—23 3.39 » High inflation had made a dent in household demand
[(ran 2% 2.99 » Mixed activity in the manufacturing sector
Jan 26 2.86 _ _
» Demand for housing weakened noticeably
NSept-22 2.56 » The labour market was still very tight but nearly all districts noted
NAug-22 2.38 modest improvements in labour availability (which not has been

signalled by surveys) — and wage pressures were easing some places

— Fed funds 1.58 » Inflation remained high but construction costs were coming down,

and inflation were slowing for many other goods. However some
-1.0 sectors reported strong pricing power

* Taken face value, the Beige book confirms than growth is

105 slowing, but not that the economy is a recession now
‘ ‘ ‘ ‘ 0.0 * The interest rate market has been volatile, and at one stage,
Mar Apr May Jun Jul py .
20 after the June CPI report, a 100 bps lift in the signal rate at
51 Markets/Macroband the July 27 FOMC meeting was discounted. Now 75 bps will
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Another inflation surprise: CPl up 1.3% m/m, core +0.7%. A 100 bps July hike?

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 9.1% in June, once again the highest since 1981, up from 8.6%, expected 8.8%. Prices 1.50 o mim %@
rose 1.3% m/m, expected 1.1%, and up from 1.0% in May. The 3m/3m rate was close to unch at 10.5%, also the 1.00: i 1.00
highest since 1980. So inflation is not yet slowing 0.50 ] " 050
* Energy prices rose 7.5% m/m and are up 42% y/y, contributing 3 pp to the headline. Gasoline prices are up almost B L
60%. In July, energy prices have so far been falling rapidly, and the headline inflation rate will very likely decline 0.00 7 r 0.00
* Food prices rose 1.0% m/m and are up 10.1% y/y. (Food at home is up 12.2%!) -0.50 £-0.50
* Surveys report further price increases the coming months -1.00 - --1.00
* The lift in the CPI report lifted interest rate expectations sharply —and a 100 bps hike at the July 27 FOMC meeting all JMS JMS JIM
of sudden become a likely outcome — but markets have calmed somewhat down 20 21 22
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Core inflation higher than expected too, up 0.7% m/m
... 0.2 pp more than expected. The annual rate still down 0.1 pp to 5.9%

US CPI USA Core CPI
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* The 3m/3m rate was unchanged accelerated 0.5 pp to 6.6% Change m/m - 1.00

* Peak inflation? Last summer prices slowed somewhat, and the annual rate may now climb further =07 ]
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Inflation measured 3m/3m: No good news

Prices are up at a 10.5% pace, and a large majority of sectors are reporting high underlying

inflation USA CPI inflation 3m/3m & share above 2%
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5% pace recent months

USA CPI inflation 3m/3m & share above 5%
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Crude core material prices are yielding

USA Producer & consumer prices USA Producer & consumer prices
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* Crude goods prices are leading intermediate goods prices by 4 months, and consumer prices by 12 months. Following
several months with slow growth in these prices, they shot up again in March and remained at a high level in April — but
slowed somewhat in May. Intermediate prices climbed faster May

* ‘Luckily’, consumer prices have been higher than normal vs. the producer prices, and it is not given that somewhat higher
intermediate prices will push consumer prices even higher — especially if final demand slows due to the monetary

tightening underway
29
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The vacancy rate further down in May, still very high

Voluntary quits down but also still at very high level, still record low level of layoffs

USA Labour market . The number of unfil.le.d vacapcies declined 0.4 mill to 11..3 mill
in May from 11.7 mill in April, expected down to 11.0 mill from
7.0 - +%of employment, per month previously reported 11.4 mill. The rate (vs no. of employed) fell
6.5 - -6.5 by 0.3 pp to 6.9%, from previously reported 7.0% in April
6.0 - -6.0 » For several months, the no. of unfilled vacances have been revised
5.5 - Openings -5.5 upwards, and the last observation overstates the real decline in
50- (unfilled vacancies) 50 job openings
45- - » The highest print ever before the pandemic was 4.7%, and the
40- _ rate was 4.5% just before the pandemic hit
35 Hires r 35 * The SMBs (NFIB survey) reported an unchanged, and close to
30- Lan record high share of companies that were not able to fill
05 (55 positions in June. These two series are very closely correlated —
20- 20 and both have been at extreme levels
15 ] 15 * New hires was unchanged at 6.5 mill in May, equalling 4.3% of
10- [ the employment level (marginally revised down). The trend has
0.5 o5 been completely flat since early 20021
00, | | | | | | | | | oo * The number of voluntary quits was unch. at 4.3 mill, equalling
02 04 06 08 10 12 14 16 18 20 22 2.8% (marginally revised down), not far below ATH from last

SB1 Markets/Macrobond November. As with unfilled vacancies, quits are closely
correlated to wage inflation — for obvious reasons

* Layoffs equalled 0.9% of employment in May, at the same level
as during the previous months, 0.1 p above the ATL last Dec
* In sum: The report confirms continued very tight labour

market, far tighter than we have seen anytime in modern
history — but it is not getting even tighter
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Will it be possible to bring vacancies down, without creating a recession?

Based on history, it seems to be impossible, the two indicators are quite closely correlated

USA Labour market USA Unemployment vs vacancy rates
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* The Unemployment - Vacancy-curve (UV, Beveridge curve) far up in the north-west quadrant, signalling both a tight labour market
but also a higher vacancy rate than normal vs. the unemployment rate

* |In principle vacancies may be reduced without pushing the unemployment rate up (aka recession), as the vacancy rates is so much
higher than normal. But it seems very unlikely, as policies that reduce overall demand for goods and service and thus demand for
labour — which is needed in order to bring wage inflation down (check two pages forward) — will hit both companies that have
vacancies, and those which do not have. The labour market is very not so flexible that redundant labour will seamlessly be
transferred to fill still vacant positions in other companies/sectors/regions. If such transfer had been easy, it would have happened
already, and the unemployment rate would have been lower 31
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Wage inflation is soaring, says the Atlanta Fed median wage tracker

The median wage is up 7.4% vy/y, 6.7% 3 m smoothed. Take off ‘for everybody’ (x the very best paid)
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* Atlanta Fed’s median tracker reports a 7.4% growth in June (ATH, by far), up from 6.5% in May, as wages rose by 1.1%
m/m in May. The 3 m annual wage growth is 6.7% (ATH, by far), and the current wage inflation is 3.4 pp higher than the
past 10 average, a wage acceleration we have never seen before (all data from 1983).

* All ages, occupation, industry, job switcher (or not), race, education, urban or rural, region all raport a sharp
acceleration. The only laggards: the who that are paid the best but even this group report higher wage growth recent

months

* All other wage indicators are reporting fast wage growth, and all are reporting wage growth well above the recent
years’ average. However, in the payrolls report, wage inflation has slowed slightly recent months
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So why are wage inflation soaring like never before?
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Because vacancies are higher than anytime before, it seems like. How to bring wage inflation down?

8 1 Vacancy rate, %
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USA Wages - Actual vs NFIB survey
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Our ‘Phillips curve’ based on the vacancy rate signals a further increase in wage inflation the coming quarters even if vacances may have peaked, as the
vacancy rate leads changes in wage inflation quite consistently by 3 quarters. However, we would not be surprised if the current extraordinary high wage

inflation turns out to be the peak

» Companies (SMEs) compensation plans signal continued high wage inflation but not faster than the present

Wage inflation has already accelerated by almost 3.5 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, not the current high CPl inflation print. And it will become the stock owners’ headache too, of course

Demand for labour has to be reduced sharply in order to get wage inflation beck to a sustainable level! That’s the recipe for an unavoidable RECESSION

» 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 ©). Fed will not be able to control inflation if demand for labour is not cut sharply
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Steady growth in employment, wage inflation is slowing somewhat!

Labour force, employment rates have flattened, even if demand for labour is strong. Maximum empl.:

USA Nonfarm employment USA Averge Hourly Earnings
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* Nonfarm payrolls rose by 373’ in June, much more than expected (250’), and in line with growth the previous 3 months. Payrolls are still down 0.5 mill vs.
Feb-20 or by 0.3%. The LFS employment fell by 315’, and the employment rate fell 0.1 pp to 59.9. This rate has been at this levels since February

* The participation rate lost 0.1 pp to 62.2%, a rate reached last November. Very few now states Covid as a reason for not working/searching work (0.2%)

* The unemployment rate was stable at 3.6%, as expected. The FOMC lifted it’s Q4-22 f'cast by 0.2 pp to 3.7% (and to 4.1%, 0.1 pp above the assumed NAIRU,
by the end of 2024.

* Wage inflation is slowing: The average wage rose 0.3%, as in May, and as expected. The 3m/3m rate has fallen to 4.3% from 6% in January. The annual rate
fell 0.2 pp to 5.1%. Annual rate was 0.1 pp above expectations as May was revised up by 0.1 pp to 5.3%. Before the pandemic,average wages rose by 3%%,
and wages are now 4.2% above this trend

*  Maximum employment: Both the participation and the employment rates have flattened recent months, as the same time as the demand for labour is very
strong, witnessing the extreme level of unfilled vacancies. The supply side is obviously the bottleneck at the labour market. For the time being, maximum
employment is reached — and wage inflation is well above a sustainable level 34




Retail sales sharply up in June, at least in nominal terms, after the May setback

Real core goods sales are still going strong, and the trend is slightly upwards

USA Core retail sales

120 1
115
110 -
105 1
100 1

Feb 2020 -
Core sales
gasoline, b

//:

=100, Volume

;ex auto,

uilding mat/ & restaur:

.-/"'/\'/

-120

<114.0

- 105
-100
- 95

% 3m/3m
LIRLs e )

N \V\L\;_i

N

]
a

SB1 Markets/Macrobond

SpareBank

USA Retail sales

MARKETS o

3.0 {valu /m, % - 3.0
2.5 A - 2.5
2.0 - 2.0
1.5 - 1.5
R
1.0 <1.0 Total
— L} L}
<0.8 'core
0.5 - I - 05
0.0 — - 0.0
-0.5 ‘ ‘ ‘ --0.5
Jan Feb Mar Apr May Jun
22
@ Total m Ex. auto m & ex. build mat./food serv. (core/control)

SB1 Markets/Macrobond

[K]

* Total nominal sales gained 1.0% in June (expected +0.9%), and May was revised up by 0.2 pp to -0.1%. Total nominal sales are up 29% vs. the Feb
2020 level

* Core sales of goods (=control group, excludes autos, gasoline, building materials & restaurants) climbed 0.8 in June in value terms, expected up

0.3%. May was revised down 0.3 pp to -0.3%

* In volume terms, core sales are far less flattering: We assume prices increases at 0.9% in both May and June. Thus, in volume terms, sales fell by
more than 1% in May and by 0.1% in June — and ‘real’ sales are trending down and are approaching the pre-pandemic trend! Sales are 5% below
the November level
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Not everything is pointing down: the NY Fed manufacturing survey up in July
Expected down but gained 0.5 st.dev to +0.8 above avg. However, this survey is rather volatile

USA Manufacturing Surveys
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Homebuilders’ index straight down in July: a further, steep decline in starts ahead
The HMI down 12 p to 55, the 2" |argest decline ever (after April-20). Starts down

USA Homebuilders' survey & housing starts
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* The decline in the index recent months signal more than a 1/3
decline in housing starts — which already has fallen by 14% - in sum a
50% setback
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Small businesses optimism down in June, to deep into recessionary territory

The optimism is 1.8 st.dev below par, and the outlook is even worse, at 3 below, the weakest ever!

USA Small businesses optimism USA NFIB small business survey
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* The NFIB optimism index fell 3.6 p to 89.5 in June, expected down 0.6 p — or down by 0.7 st.dev to -1.8 st.dev below average, a rather unusual
level, especially since actual sales still are terrific. The outlook for the next 6 months fell to the lowest level ever in June. Inflation, lack of qualified
labour and labour costs are still the main worries for the SMEs.

* However the share of companies that report competition or poor sales as a worry rose slightly, and some fewer companies report they plan to lift
prices further. Even if very few complains about sales, and the share of companies that plan to lift prices still is very high, the tide may have turned

* Investment plans fell sharply to well below an average level. Hiring plans fell to, but remain aggressive — and companies still report they are not
able to fill their vacancies, and a close to a record share of SMEs report they plan to lift compensation further. So it ain’t over yet
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Has the tide turned? More companies report demand weakness (but still very few)

Fewer companies report they plan to lift prices (but still extremely many). It’s a long way back ‘home’

USA What's the problem: Supply or Demand? USA Small Businesses Price Plans
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* The ‘gap’ between supply and demand concerns is still close to unprecedented, which signals that demand is still far too high to
‘balance’ the economy — an the result is still extraordinary aggressive plans for hiking prices

» The share of SMEs that plan to hike their selling prices fell 3 pp to 44% - which is still a very high level
* Cost & quality of labour is stated as the most important problem for a much higher share of companies than normal. However, the
share has fallen somewhat from the peak — and compensation plans are marginally revised down

* We have no doubt: Over the coming months and quarters, the red line will climb sharply —and the blue line will come back down to

Mother Earth as financial conditions tightened, with or without help from the Federal Reserve. It’s normally labelled as a recession 2
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Univ. of Mich. sentiment stabilised in July. At an ALT

Inflation expectations fell

USA Consumer Surveys
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University of Michigan’s consumer sentiment fell to ATL at
50.0 in June, equalling -3.1 st.dev below average. In July, a
marginal recovery, to 51.1 (3.0 st.dev)

» Households’ assessment of the current situation rose
marginally but remains at a level never seen before.
Expectations were close to unch, but at very low level

2 of the other 3 consumer surveys we are following also

reported an uptick in June/July, but both are deep in

negative territory, at below -2 st.dev

» Just the Conference Board’s measure is still above average (at +0.1
st.dev) in June. The discrepancy between the two ‘main’ surveys
have never been larger

Inflation expectations fell slightly in July, and longer-terms

forecasts are not at that high (5 years at 2.8%)

The risk: The UM survey often has been an early bird in the
cycle, and the survey may be ‘right’

» Inthe Conference Board survey, expectations have fallen sharply,
and the discrepancy to households’ of
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Inflation further up in June, now the focus turns to core, domestic inflation
Headline inflation up 0.6 pp to 6.3%. The core up 0.2 pp to 3.6% (we exp. 3.7%), food up 1.8%!

Norway CPI core
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CPI-ATE (ex. energy and taxes) rose 0.3% m/m, and the annual rate climbed by 0.2
pp to 3.6%, we expected 3.6%. NoBa assumed 3.4% in the June MPR

»

Food prices surprised at the upside, +1.7% (seas adj), and 5.0% y/y (both with non-alc
beverages included), lifting the core CPI by 0.8 pp (but food prices are just marginally
above the late 2020 level). Most sub-components contributed m/m in June, fruit and
meat the most. Next month, the semi-annual July price adjustment will likely will be far
larger than normal. Hotel & restaurant prices rose 2% m/m, and 9.2% y/y

Airline ticket prices fell but are still up 31% y/y (0.25 pp contrib)

Prices on imported goods rose 0.2% m/m and are up 3.7% y/y, while domestically
produced goods & services were up 0.3% m/m and are also up 3.7% 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 0.6 pp, to 6.3%, the highest since 1988. If not for
electricity subsidies, inflation would have been above 8%. Electricity prices rose
marginally (seas adj). Auto fuel prices climbed 12% - both somewhat above our
forecasts. Energy is contributing 2.8 pp to the 6.3% y/y headline CPI rate

The outlook

»

The electricity price may increase marginally in July — and then rapidly during the
autumn, according to the future market — following steep prices increases recent weeks.
However, households will be sheltered from the most of these price hikes, due to the
subsidies

Gasoline prices probably peaked in June, and are now heading down, in Norway as
abroad, both due to the decline in crude prices, as well as refinery margins

However, higher food prices may lift the core inflation further in July, and price increases
are still rather broad for other goods and services

If so, average 2022 inflation will some 5%, above Norges Bank’s 4.6% forecast.

So what?

»

Real disposable income is substantially reduced, even if wage inflation may in the end
surprise on the upside in a tight labour market. Lower savings will partly compensate, but
household demand is exposes too

For Norges Bank wage inflation is the dominant risk but actual inflation will influence
wage inflation, and even more as the labour market is still very tight
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Future prices sharply up recent weeks — due to the tight European gas market

The Q4 future price up 70% vs. 2021 — but subsides will cover the most of the costs, for households
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Food prices finally higher than in late 2020 — but June hike was steep
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Food & non-alc beverage prices rose by 1.6% in June (s.a, actual 1.7%% ), and are up 5.1% y/y

Norway CPI, Food & non-alc beverages
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Food price intlation is accelerating abroad, but Norwegian CPI tood
prices are not closely correlated with food prices among our European
neighbours. The NOK exchange rate is normally explaining more

The price lifts in June was broad, but unusually strong for fruits (5%)
but also for meat (2.2%) and vegetables (1.7%)

In July, prices increases are normally rather high, both due to the semi-
annual adjustment of prices following negotiations between
producers/wholesalers and retails and high prices for Norwegian
seasonal produce. This year, the negotiated prices were very likely
lifted much more than normal, and another substantial increase m/m
and in the annual growth rate is expected. Then we can start talking
about high food prices — so far they have been low!

Norway CPI, Food details
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Food prices, Norway vs trading partners
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Prices on imported goods in the lead — without a much weaker NOK

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

Norway CPI Core Norway CPI Core
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Building costs: Just marginally up in June — and are probably close to peak

Lumber & some steel prices fell in June —and much more to go. Other materials flat or just marg. up

Norway Residential Construction Cost Index Norway, Residential constr, material costs
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* Material prices (houses and apartments) added 0.5% in May, and prices are up 17.9% y/y, down from 22.8% y/y in May

» Lumber prices are trending down, and reports signal that prices will decline further the coming months. Steel prices have fallen substantially at metal
exchanges, and now end user prices will come sharply down

» Other material prices are still trending up, from 11% (concrete) to plumbing and carpentering material 36% — 40% - but most prices are close to
flattening

* Labour costs were just up 3.1% y/y in Q2, down from 4.5% in Q4 (which was the highest growth rate since 2009)

* Including labour costs, the total building cost index is up by 9.4%, down from the ATH at 14.6% at the peak last Oct. Going forward, low
material costs will bring total construction costs down to more normal levels 45
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US lumber prices (2"’x4) almost back to a normal level

... and steel prices have been in a free fall recent weeks! Prices will come down in Norway as well

Lumber prices Steel prices
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House prices further up in June, as the inventory of unsold home is ‘emptied’

Prices up 0.3%, 0.1 pp above NoBa’s, our f’casts. Will prices start declining in July, as NoBa assumes?

Norway House Prices Norway House prices vs Norges Bank's f'casts
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* House prices are still on the way up, but the 0.3% lift in June was the lower than over the previous months. The number of
transactions fell marginally, and the inventory fell, to another record low level. New documentation requirements may have supressed
supply in early 2022 but that excuse is now becoming less likely

* Inthe June MPR, Norges Bank expected that prices start declining in July, and continued downwards until Q2 next year, in sum by
approx. 2%%. The well announced interest rate ‘shock’ should lead to some weakening. If the current plan is not sufficient, rates will
probably continue upwards until they bite. The reason: The main transmission mechanisms between interest rates and the real
economy is through the housing market, and the impact on household disposable income. The currency link has not been working for a
long while
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Mainland GDP down 0.2% in May, following the 0.3% drop in April

The post-pandemic normalisation is mostly over. Manufacturing production the weak link in May

Norway Mainland GDP
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* Mainland GDP has fallen the two past months, both have been weaker
than expected. April was revised slightly up, but production still fell
0.3%. The trend is still upwards but both supply and demand factors
may dampen growth going forward

»

»

Production: Manufacturing production fell 3.4% in May, a rather
surprising decline. The other main sectors reported growth in May

Demand: Household demand in Norway fell slightly in April and May, and
in May without an increase in spending abroad. Both housing, Mainland
business and oil sector investments rose in May. Net exports fell

* Mainland GDP is up 2.9% vs the Feb-20 level, which is well below a
normal growth path over these two year (4 — 4.5%), indicating an
output gap well below the level 2 years ago

»

»

»

However, unemployment is well below the pre-pandemic level, and close to
record low levels, the employment rate (among Norwegian citizens) is far above,
and businesses are reporting unusual lack of labour

Businesses are also reporting a much higher capacity utilisation than before the
pandemic

Thus, Norges Bank is very likely right when it assumes that the output gap is
substantially higher now, than before the pandemic
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US, EMU & China (and thus the World) surprises at the downside

Citi Surprise Index

Std.dev, avg=0
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* Emerging markets x China are still delivering better results than excepted
* Norway is surprising significantly on the upside, according to Citi

* Sweden are still at the top

Citi surprise index
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Citi Surprise index

St. dev, avg =0
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Surprise-indices measure the difference between economists’ expectations and the actual outcome over a 3-month rolling window
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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The global PMI sharply up in June, thanks to China — and other EMs too!

The global index gained 2.2 p to 53.5, signalling above trend growth, at some 3.5%. However...

Global PMI vs growth Global PMI vs growth
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* The Chinese Caixin composite PMI climbed 13.4 p, to 53.3 in June, lifting the global index by almost 2 p

* In DM, the composite index lost 1.2 p to 52.5, though substantially less than the preliminary PMls signalled, as the US PMIs fell less
than expected
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China lifted both the manufacturing and the services PMls, as did EM x Chinal!

And the downturn in DM was smaller than the flash estimates indicated

Global PMI
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The global PMI sharply up, even if the rich part of the world retreated

The uptick in China is mostly ‘technical’ after the lockdown downturn
Composite PMI

Deviation from 50 & change last month Devv Change
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* 16 countries/regions down in May (from 14), and 11 up

* Both China and Russia contributed on the upside in June, as did Brazil

* The rich countries (Developed Markets, DM) PMI declined 1.2 p due to a decline in both EMU, UK and US
* Sweden still has the pole position, ahead of Singapore, and Brazil & India

* (Norway does not compete here, we just have a manufacturing PMI. The level would have yielded a 5t place in the composite race (from no. 10
in May)
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Price increase are slowing, say the PMIs

All price indices remain at very high levels, though

Gobal Manufacturing PMI Prices

80 - OECD Inflation vs PMI prices
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Services slowed almost everywhere in May, except for China and Russia

... where the activity level fell but at slower pace in May. China and Russia the only ones below 50!

PMI services Services PMI

Deviation from 50 & change last month Dev vs Change
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* The global service sector PMI gained marginally in May, by 0.1 p to 52.2. Outside China and Russia, just 2 countries
reported higher growth in May — the others were down, the UK the most
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The service sector report that the future is not that bright anymore

World Services PMI China Services PMI (Markit)
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China PMI

A 9 p lift in the composite PMI average in June, the 2" best ever
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... following the downturn during the lockdowns. Which is needed, after the 10% drop in GDP in Q2
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.. the decline in GDP was 2.6% q/q, not annualised

China PMI vs GDP
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USA ISM/PMI

Services ISM further down but still somewhat above average at 55.3

Markit’s services PMI confirmed down too. The grand PMI/ISM total at 54.1, signals 2 % GDP growth
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* The decline in Markit’s survey was smaller than the initial estimate

* However, all business surveys are trending downwards
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Growth in Russia in June, following the downturn during the spring

The composite PMI rose further by 3.8 p to 48.2, signalling a continuing but moderate decline in GDP

Russia PMI
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Russia PMI vs GDP

65

60 -

551

GDP, g/q, ann. rate
fh T

50 4

45 -

40 -

35 A

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

SB1 Markets/Macrobond

* Both the manufacturing sector and services — and the composite PMI crossed the 50 line

* The composite PMI at 50.4 is still well below an average level, which usually corresponds to a decline in GDP. The

correlation is not very impressive though

* Areminder: The PMIs are not sentiment surveys — respondents are asked about in changes in actual activity (new
orders, output, employment, inventories) from the previous month
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The PMIs close to unch in June — services & the compostite at very high levels
The composite PMI fell 0.1 p to 58.3

India PMI India PMI vs GDP
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* The service sector report the highest growth since 2011

* In Q1, Indian GDP growth slowed to a 3.1% pace, down from 7% in Q4. The PMI signals higher growth in Q2

» However, the correlation between the PMIs and GDP is rather weak — and due to the pandemic, growth rates have been all over the place the
past 2 years
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The composite PMI at the best level since 2007, at 59.4

Brazil PMI Brazil PMI vs GDP 7
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* GDP growth has picked up some steam the past 2 quarters
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The PMIs have peaked — as has growth
The composite index at 61 still signals 5% GDP growth

Sweden PMI Sweden PMI vs GDP
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* In Q1, GDP fell at a 3.2% pace, due to the Omicron slowdown in some services (which BTW was not captured by the service
sector PMI)
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Chinese June auto sales the highest in any country, ever

Sales were stable in the rich part of the world, and inched upwards in Emerging Markets x China

Global auto sales Global auto sales
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* Global auto sales rose 14% in June, thanks to a further recovery in sales in China, to 29 mill units (annual rate) from 21 mill in May. Global sales are still
far below (-7%) the 2019 level — but even so the best since last May

* Salesin the US rose marginally to -23% vs 2019. EMU sales also rose marginally but remain 36% below the 2019 level. UK sales are down 42%!
Norwegian sales are just 1% below the 2019 level

* Russian sales are down 92% 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’ 13% vs. the 2019 level (the decline in Russia equals more than a 10 pp drag — and the rest is almost back!)

* Auto production is very likely limiting sales most places. However, Chinese production was 32% above the 2019 level in June. South Korea is also above
the 2019 level, but auto production is well below a normal level in all western countries and in Japan 63



Auto sales

DM auto sales
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DM auto sales

MARKETS o

DM sales: Sales in Europe & Japan are still very low. US sales are trending up!
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EM: Russian sales further down, -92% vs the pre war level. India going strong

... at least according to prelim. Indian data. Other EM countries on the way up

EM ex China Auto sales EM ex China Auto sales
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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
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Auto sales

US auto sales marginally up in June, to 13 mill, from 12.7

Sales fell short of expectations, 13.5 mill. Lack of supply very likely to blame

USA Auto sales
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* Sales are down almost 25% vs. the 2019 level
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USA Auto sales vs. plans to buy
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* Plans for buying a new car has been stable at a record low level over the past year
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Auto sales slightly up up in June, still down 36% vs. the 2019 level

Sales rose in both Germany and France. Total sales up 0.2 mill to 7.3 mill

Auto sales EMU Auto sales
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* All markets have reported substantial decline in auto sales since early 2021 — delivery problems is the main culprit, but some
demand weakness as well?
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Norway: Stable ‘low’ auto sales, as delivery times are getting longer

Media reports indicate that demand is no problem, but deliveries are the real challenge

Norway Auto sales Norway Auto sales
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* New registrations rose slightly to a 160’ pace in June, from 150’ in May
* New registrations in Q2 were marginally higher than in Q1, still 25% down from the ATH in Q4 last year
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Full speed ahead in China, Korea OK too. US just 4% below the 2019 level

Auto production in most of Europe and Japan still down 20 —30%
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Motor vehicle production
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GDP down 10% in Q2 (-2.6% not annualised). More infrastructure spending ahead

June data mixed: Housing, retail still weak. Other investments, ind. prod, exports, credit OK
China GDP vs monthly indicators - demand * GDP fell 10% in Q2, more than expected (8%, 2.6% vs 2% not annualised), and is

T 192 100 up just 0.4% y/y, expected 1.2% - the second worst quarter ever
150 10 ‘ - 150 * Industrial production rose 0.8% in June (after 4.2% in May) and is back to the pre-
140 - - 140 lockdown trend, still marginally lower than expected, 3.9% vs. 4.0% y/y
130 1 GDP (quarterly) r 130 * Service sector production gained 7.8% m/m in June but is still clearly below the
120 i 4 L1123 pre-lockdown trend, and activity is up just 1.3% y/y — and Q2 was in sum really
1101 ~100.2 weak
100 —5 T~ — . . . .
9% ‘j_/_f,-—»'f = s * Retail sales remained close to unch m/m in volume terms in June, at a very low
80 4 \ Investments L 80 level. Sales were up 3.1% y/y nominally, below retail price inflation.(and sales are
104 L 2o down y/y in volume termes. Still, expectations were much lower, at just 0.3% y/y
60 - ‘ . 60 * Investmentsrose 1% inJune, and is back on track, even both residential and
50 - | L commercial construction starts has fallen by 50% from the peak early last year
J A JOJAILOJ AT OT AT OT AT (the Iargegt contractlop ever), without sigs of any recovery - not even from the
17 18 19 20 21 22 25% drop in starts during the lockdown. However, new home sales have partially
SB1 Markets/Macrobond recovered after the lockdown, and are down ‘just’ 30% from the peak last year
) o * Credit growth remained at a normal level in June, but just due to a continued
China GDP vs monthly indicators - supply increase in local government borrowing
Dec/Q4 19 = 100 Industrial production <115« Central authorities have decided that local governments can increase borrowing
110 - R in H2 in order to fund infrastructure projects. A massive policy shift, in order to
support growth like in the good ol’ days. However most of the 7 trl infrastructure
105 - - 105 program (Bloomberg est, 6% of GDP!) must be funded from other sources than
100 GDP (quarterly) 100 the 1.5 trl local gov. extra borrowing

* CPlinflation has increased somewhat, but remains low (2.5%),. especially ex. food

- 95 & energy (1.0%)

* Exports rose to the highest level ever in June, even in volume terms, and to far
above any recent trend paths. (No supply chain disruption?).

L 85 Imports fell slightly, and remains somewhat below the pre-pandemic trend

* Fiscal policy is very expansionary (a 5% of GDP increase in the budget deficit), not
due to higher spending, but a dramatic reduction in revenues
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In sum: Q2 was an economic disaster, hopefully short-lived. However, June data are
not impressive, just industrial production and total investments were back on track in
June. The announced boost in infrastructure investments may strengthen domestic
demand short term, but will probably not support growth long term due to lack of
profitable projects and an ever higher debt level 70



GDP down 10% in Q2 (2.6% not annualized), up just 0.4% y/y

GDP fell
China GDP >

110.0 ] Q42019 =100 /’< 663
105.0 -105.0
100.0 - -100.0
95.0 - / Leval - 95.0
90.0 - - 90.0
10.0 4 - 10.0
5.0: alq : 5.0
0.0 LI - _-.__--.._ 0.0
.
-5.0 - - 5.0
-10.0 4 | | | | --10.0

Q1 Q3 Q1 Q3 O Q3 a1 Q3 Q1 Q3

18 19 20 21 22

SB1 Markets/Macrobond

K]
SpareBank o

MARKETS

China GDP
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* GDP was 0.6 — 0.8% weaker than expected — but still just % of the decline in Q1-20

* Consumption fell sharply in Q2, while net exports rose. Investments were close to unch
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A sharp contraction in consumption the only drag on growth
Net exports contributed positively in y/y (and g/q) in Q2

China contribution to GDP growth
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We may blame China for many things. But it has not been a drag on the world ec.

In Q2, world GDP slowed substantially due to China, and very likely the US as well

Global GDP - who contributes? Share of global GDP, IMF PPP
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* Until now, there has not been any downturn in the world economy for which we can really blame the Chinese
* Just China has so far reported Q2 data

* Measured in purchasing parity adjusted prices, the Chinese GDP has been larger than the US GDP since 2017 —and the
underlying growth rate is very likely still higher
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Fiscal policy very expansionary, so far just due to declining revenues

Revenues are sharply down, and at a low level even in June. Growth in expenditures has slowed

China Government budget
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* In % of GDP, public sector revenues have fallen to 15% from well above 20% some few years ago. In nominal terms, revenues are down 25% y/y, as
activity in the private sector slowed sharply during the lockdown. These revenue data may signal that the downturn has been even harder than other

data has revealed

* Spending in % of GDP has also been trending down but as spending has not been cut during the lockdowns, it has not fallen much further in % of GDP

* The budget deficit equalled 6.5% of GDP in June, close to record high (7.5% during the start of the pandemic), and it has increased by 5 pp over the past
year- an unusual fiscal stimulus

* Now, authorities are arguing for a large increase in infrastructure spending, partly funded by more local government borrowing, and some by the

central government, probably funded by more borrowing
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Industrial production back on track after the lockdowns
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Production rose by 0.8% m/m in June, following the 4.2% lift in May (after the 4.1% drop in April)

China Industrial production
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* The production level returned to the pre-pandemic trend path in May (grey line at the chart to the right) and was almost back to the pre-
lockdown trend path as well in June

* Production grew 3.9% according to the official y/y data, 0.1 pp below expectations — and up from 0.7% in May
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Mixed between sectors: Aluminum up, steel flattish, cement down

Cement is down 12% recent months and by 20% since the peak last year

H H 1 . ' " . ' . .
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Electricity production up in June but trend close to flat

Signals a slowdown in heavy industries as well

China Electricity production
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Seaport traffic is not terrific either, even if exports are straight up

Domestic railway freight traffic has not been hurt by lockdowns at all
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China Trade and transport
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Retail sales still very weak in June, no post-lockdown surge

Nominal sales up 3.1% vy/y, far better than expected (0.3%) but monthly data shows no recovery

China Retail sales, volume China Retail sales, volume
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* Sales rose 0.6% m/m in nominal terms but retail prices also rose in June, and the volume growth was limited

Memo: Monthly sales data are still somewhat to difficult of decipher, and they are not consistent with annual growth rates - so do not take out interpretation of them too literally.

Several revision, the last one this month upwards, has made the analysis even more complicated 78
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Investments back to the pre-lockdown (and pre-pandemic) trend path!

Investments rose 1% m/m, rather remarkable given the downturn in construction starts past 3 m

China Fixed investments China Investments - nominal & real
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* Measured YTD, nominal urban investments rose 6.1% in June, above the expected 6.0%, down from 6.2% in May. Growth was
7% measured y/y in June

» However, in volume terms, growth was just some 2%
* The investment level is back to the pre-pandemic growth
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New home sales up 12% in June, still -10% vs pre-lockdowns. Starts further down

Sales are down 30% vs. the level in peak in early 2021. Starts are still falling, and are down 50%!!
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* New home sales rose 12% in June following the 10% lift in May (after the 30% collapse in April), but the level is still well below the pre-
lockdown level — and 30% down from the peak early last year — and the lowest since 2015

* Housing starts fell marginally in June, and have not recovered at all since the lockdowns ended. Starts are cut in half since early 2021, the
largest downturn ever! The level is the lowest since 2009!

* Non-residential construction starts are also cut in half — and has not recovered after the lockdowns — and the level is the lowest since 2009
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Downside risk for domestic demand for steel?

Construction starts are way below steel production/demand

China Steel China Construction vs steel
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Existing home prices fell further in June but at a slower pace than in May

Prices fell for the 9" month in row, and are down 3.8% y/y.New home prices are on the way down too

China Existing Home prices China Credit vs Home prices
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* Existing home prices peaked last July, and have been falling at an gradually faster pace, in June by 3.8% (m/m annualised), which though was down
from the 5.5% pace in May. Measured y/y, prices are down 2.7%

* New home prices also fell last autumn but at a slower pace than existing home prices. In June, price fell at a 3.2% pace m/m, and they are down
3.2% y/y. Some builders have reported deep price cuts to reduce the inventory and secure financing. Analysts have questioned the reliability of the
official data, to which we refer here. There are numerous reports on dissatisfied new home buyers that are forced to fulfil their obligations

* The gradual decline in prices since last summer is probably due both some fire sales from construction companies that run out of other sources of
financing, and some hesitance from home buyers. In March/April new home sales collapsed 25% due to the lockdowns and is now just slowly
recovering

* Authorities have signalled willingness to expand credit supply again, also to the construction sector 82
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Credit growth on track in June too

Plans for a debt funded infrastructure investment boom may lift overall credit growth coming months

China Credit growth China Credit growth
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* Total credit grew at a 11.4% pace in June (m/m, seas. adj. annualised), unch from May. The annual rate gained 0.3 pp to 10.4%

* Total credit rose by RMB 5.1 trl, expected 4.1 trl (not seas. adj, a very low f’cast). The ‘core’ total social credit (total ex central gov bonds & corporate
equites) grew by 4.0 trl (seas adj). The core was up 2.7 trl, seas. adj
» Bank loans rose by RMB 1.9 trl (or 1.9 trl s.a) or at a 12% annualised pace, marginally above expectations. Still, growth has been slowing since mid 2020

» Shadow banking credit rose by RMB 0.7 trl, and is up 8.7% 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 (22% y/y, see more
next page)
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Credit growth is accelerating but just due to more local goverm. bond issuances
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Bank loans are flattening, and there is limited growth in credit outside banks (other than local gov)
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Over the past year, total credit has expanded by RMB 28 trl, equalling more than 25% of annual GDP, up from the 24 trl at the bottom
last Sept, (but still down from almost RMB 30 trl at the peak in 2020)

Banks supplied RMB 21 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 22% y/y from 13% y/y back in last September!

Growth in other credit — via the shadow credit market x local gov bonds — has lowed to RMB 1 trl from 5 trl in 2020 (a dramatic
slowdown, like many times before...). Growth has increased slightly the past two months
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Credit growth is slightly accelerating

... and now central authorities orders local governments to borrow even more

China Credit, GDP China Credit growth
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* The credit impulse (change in credit growth vs. nominal GDP) has turned positive

* Central authorities have signalled that local governments will be allowed to borrow an additional 1.5 trl by issuing special bonds in H2 in
order to fund infrastructure investments, lifting overall credit growth by some 0.6 pp (from the present 10.4%).
» If executed, local governments may increase their bond debt by an extra 0.25 trl/m, we assume in addition the ‘ordinary’ RMB 0.6 trl/month

* The total infrastructure plans may equal RMB 7 trl (or as much as 6% of GDP), according to a Bloomberg analysis. If this policy shift

materialises, an old trick in order to stimulate growth will be drawn once more : Invest more in infrastructure, funded by debt — even if the
analysis recent years until now has been that the return on these investments has been dismal
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Private sector credit: China is an outlier, together with other rich Asian countries
The ‘global’ private sector debt bubble is reality a Chinese bubble (with support South K, Singap., HK)
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A further lift in exports in June, even volumes up to ATH. Imports are sagging

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

China Foreign Trade China Foreign Trade Volume
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* Export values grew by 4% in (a strong) USD terms in June (our seas adj), and are up 18% y/y, from 17% in y/y in May, 6 pp better than expected. Exports are
record high, both measured in value and volume terms! Export values are up more than 50% from before the pandemic. Export volumes are up 30%!

Export volumes have survived the lockdowns. Is lack of supply the main reason for the surge in inflation (x food & energy)? Dream on!

* Import values fell 1% m/min June, and are up 2% y/y, 2 pp below 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, and the recovery since the lockdowns has been marginal. Imports volumes are below the pre-pandemic
trend but not much vs. previous deviations from this trend

* The trade surplus at USD 97 bn, 22 bp larger than expected, and the highest ever. In seasonally adjusted terms, at USD 91 bn, or some 6% of GDP, the highest
since 2008! Growth has become export led, again? At least partially as a higher trade surplus in goods have lifted GDP by some 2% since before the pandemic
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Q2: Export volumes up, import volumes down. Exports are far above the p-p tren

So supply chain problems and lack of supplies are the reason for high inflation in the West??
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* The lockdowns are not visible in Q2 export stats!
* Import volumes peaked in Q2-21 but are not far (and not significantly) below the pre-pandemic growth path in Q2
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The trade surplus is trending upwards again, even in % of GDP

The current account is solid in plus too, as the Chinese are not travelling abroad anymore

China Trade & current account surplus China Current Account
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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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10 Tl tons/month - 110 100 - r12.5
sa & smoothed L 10.0
100 - -100 80 - :
- 75
90 - - 90 601 1l
A Ul
40 - ‘ /\/,,\f//«\/r%j - 5.0
80 - - 80 {
20 - / _—> J - 25
70 - - 70 04 _ - 0.0
Net China exp.
60 - - 60 20 - in % ROW production L o5
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
50 T B 50 SB1 Markets/Macrobond
40 - - 40 China Steel
1.2 Bn. tonn, annual rate, sa 1.2
30 - 30 114 ) ’ ’ Productio 11
207 - 20 1.0 1 -1.0
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 0.97 -0.9
SB1 Markets/Macrobond 0.8 - -0.8
* 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- /__)«l‘\/‘ L 05
* Activity recovered sharply in December — and was stable through 0.4+ - 0.4
Ql 03 L0.3
* Domestic demand has slowed past 3 months, probably due to 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
the sharp contraction in construction starts S8 MarketsMacrobond
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Crude oil imports suddenly sharply down in June, probably an outlier

China Crude oil imports China Oil Production & demand

13: mb/d :13 17.5-miII bid -17.5
11 - -1

o C o 15.0 -

77 C 7 12.5 -

5- -5

3 L3 10.0 -

14 -1 7.5-

3_mb/d,change yly 3

21 2 5.0 -

1- -1

Or—F— Ty — W T T 1\ ™ —T 0 2.5 -

-1 - -1

21 -2 0.0 -

-3 - --3

4 L4 25- Net imports refined prod. . 25

105 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 106 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond SB1 Markets/Macrobond

* 4 years without growth in crude oil import or domestic demand is rather surprising?

* However, higher net imports of refined products since early 2020 (almost 1 mb/d) and a small increase in domestic
crude production have partly compensated for the flattening in crude imports - implying that domestic demand for
oil/oil products is still increasing — but still at a slower pace

* Some inventory/reserve building/drawdowns may explain short term deviations but probably not the whole
slowdown in apparent domestic demand
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Coal imports still well below a ‘normal’ level in June

Imports of most goods x mineral fuels fell m/m in May

China Coal imports (s.a.)
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Chinese exports to Russia remained at very low level in June

While exports to most other markets climbed to ATHs
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Exports from other Asian counties are mostly trending up (ex Japan, Hong Kong)

South Korean exports were weak in June too but has been trending up

Asia Exports
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Headline inflation up 0.4 pp to 2.5%, core still just at 1%

Inflation is not China’s predominant challenge these days, to put it mildly

China CPI China Core CPI

74 -7 4 - Change y/y,-3m/3m-ann.
hange yly, % Both seasonal, Chinese NY adj.

-4
-3
Total CPI
- 2
<1.6
4- - 4 1-N\ JRN 1.0
] L 0 v 0
3 2.5
7. l -1 - - -1

1-N\ 21 -2
7 Change m/m C

0 0 8-‘2‘: : 0.4

CPI Core (ex food,energy) N _{\0.1

_1— __1 0.0: ': .

-0.2 1 --0.2

-2 --2 -0.4 + --0.4
08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
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* Total annual CPI was accelerated to 2.5% in June, as expected. Prices rose 0.4% m/m, up from 0.2% in May

* The core CPI (x energy, food) gained 0.1 pp to 1.0% y/y. Prices rose 0.1 pp m/m. The 3m/3m rate is at 1.6%

* Food prices are up 2.9% y/y even if pork prices are down 6% - and other prices are up some 4.5%, less than in the West (but fruits are up 20%)
* Gasoline/fuel prices are up 33%

* 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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Producer prices up 0.2% m/m in June — and 6.1% 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
Jindex; sa r 13-I % of GDP 13
] C n% o
105.0: :105.0 19107 12
97.55 - 97.5 114 Py
90.05 - 90.0 10 - 10
82.5 - 825 9- L9
15.0 | Change yly, in % - 15.0 8- -
Y
50/ |\ PAR 7- _ 7
] r Private owne
0.0 1 N AV - 0.0 6 - - 6
5.0 \J MIINS - 50
-10.0 - --10.0 ch -5
] i L 4 i -4
201 Change m/m;in % - 20 State owned enterpris
1.0 © 1.0 37 -3
00 2 2
-1.0: :—1.0 1 - -1
-2.0 1 | --2.0 0 0
06 07 08 09 10 11 12 13 14 1516 17 18 19 20 21 22 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond

* The PPI fell in May and rose just marginally in June

» Consumer goods are up just 1.7% anyway, durable consumer goods are down 0.2% y/y, while raw materials are still up 15% - explaining the
squeeze on profits

* The correlation between PPl and CPl in China is not impressive

* Profits in privately owned industrial enterprises are declining in % of GDP
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Fed’s Beige book report somewhat slower growth, less price/wage pressures

Fed funds future * Main messages from the regional survey
4.5 L5 » Growth everywhere, but several districts reported signs of
slowdown in demand and a further slowdown was expected for the
- 4.0 next 6 — 12 months. Some had been talking about the risk for a
JJan 23352 | recession
'%Jun—23 3.39 » High inflation had made a dent in household demand
[(ran 2% 2.99 » Mixed activity in the manufacturing sector
Jan 26 2.86 _ _
» Demand for housing weakened noticeably
NSept-22 2.56 » The labour market was still very tight but nearly all districts noted
NAug-22 2.38 modest improvements in labour availability (which not has been

signalled by surveys) — and wage pressures were easing some places

— Fed funds 1.58 » Inflation remained high but construction costs were coming down,

and inflation were slowing for many other goods. However some
-1.0 sectors reported strong pricing power

* Taken face value, the Beige book confirms than growth is

105 slowing, but not that the economy is a recession now
‘ ‘ ‘ ‘ 0.0 * The interest rate market has been volatile, and at one stage,
Mar Apr May Jun Jul py .
20 after the June CPI report, a 100 bps lift in the signal rate at
51 Markets/Macroband the July 27 FOMC meeting was discounted. Now 75 bps will
USA Fed funds rate (OIS) be sufficient — but the likelihood for a 3™ 75 bps hike in
FOMC Effective Fed funds rate September is still very high
meetings -0|.5 . 0'.5 . 1.|5 . 2'.5 . 3'.5 . . . .
o - 150 O . Wg tr'unk.the Ifed next week will relterate. both the nfegd for
July 27 o — 236 005 bringing inflation down but at the same time recognising
ﬁept221 I g.gg 8.(1)3 that the need for future hikes will be decided by incoming
ov D : . o .
e e data. A 75 bps hike is a done deal (if the stock market does
Feb 1 IEEEEEEESSS 355 -0.01 not crash)
March 23 cEEESSSmSsSssss 352 -0.06

H Last ® Change last week

97



(K
US inflation SpareBank €)

MARKETS

Another inflation surprise: CPl up 1.3% m/m, core +0.7%. A 100 bps July hike?

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

USA Consumer Price Index USA CPI
9 - S 15.0 - Change yly, 3m/3m, ann rate -15.0
8- L 8 12.5 -12.5
7 . 10.0 - 91
7.5 I e
61 ﬂ 50 50
5- | - 5 7 o
2.5+ - 2.5
4 -\'HM'N -4
0.0 I ¥ BE v 1 0.0
3 Vi) -3
N\’\f\\l/\-/h\ﬂ -2.5 - -2.5
w/! d
1 \‘\i\/ ) 102 Change m/m ﬂ
0 1 r 0 0.5 - 0.5
1 - L 0.0 - 0.0
-2 4 - -2 -0.5 --0.5
-3 1 - -3 -1.0 5 --1.0
85 90 95 00 05 10 15 20 50 55 60 65 70 75 80 85 90 95 00 05 10 15 20
SB1 Markets/Macrobond SB1 Markets/Macrobond
* Headline CPI accelerated to 9.1% in June, once again the highest since 1981, up from 8.6%, expected 8.8%. Prices 1.50 o mim %@
rose 1.3% m/m, expected 1.1%, and up from 1.0% in May. The 3m/3m rate was close to unch at 10.5%, also the 1.00: i 1.00
highest since 1980. So inflation is not yet slowing 0.50 ] " 050
* Energy prices rose 7.5% m/m and are up 42% y/y, contributing 3 pp to the headline. Gasoline prices are up almost B L
60%. In July, energy prices have so far been falling rapidly, and the headline inflation rate will very likely decline 0.00 7 r 0.00
* Food prices rose 1.0% m/m and are up 10.1% y/y. (Food at home is up 12.2%!) -0.50 £-0.50
* Surveys report further price increases the coming months -1.00 - --1.00
* The lift in the CPI report lifted interest rate expectations sharply —and a 100 bps hike at the July 27 FOMC meeting all JMS JMS JIM
of sudden become a likely outcome — but markets have calmed somewhat down 20 21 22

SB1 Markets/Macrobond )8
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Core inflation higher than expected too, up 0.7% m/m
... 0.2 pp more than expected. The annual rate still down 0.1 pp to 5.9%

US CPI USA Core CPI
10 T Fed t|ghten|ngper|odsshaded """"" B 10 175 T Change yly, 3m/3m, ann rate B 175
9- N Total 9.1 15.0 - - 15.0
g4 - : 8 12.5 - -12.5
7_ Y 2 0 L 7 100' '100
7.5 A 6.6
EREEE B GG SUUSES [UEENE  EUDUSUESUSSUNRE ~Core 5.9 il
Y. S T (| 5.0- =5.9 |
4 4 2.5 1N\ L 3 sk 2.5
0.0 0.0
31 Y Y -3 251 - 25
21 T mwy’ [ T2 1.50 " Change m/m - 1.50
1 J PRI S APRPURRRII || . SURLA L || | S [ 1 T B
0 Colre.<2% 0 1.00 + - 1.00
b Bl Contribilon r b 4:"
R W . . from food & energy | 1 0.50 + - U.5U
o - 0.00 - 0.00
R T ST et - -3 -0.50 - --0.50
85 90 95 00 05 10 15 20 60 65 70 75 80 85 90 95 00 05 10 15 20

SB1 Markets/Macrobond SB1 Markets/Macrobond

* The 3m/3m rate was unchanged accelerated 0.5 pp to 6.6% Change m/m - 1.00

* Peak inflation? Last summer prices slowed somewhat, and the annual rate may now climb further =07 ]

- 0.50

- 0.25

- 0.00

--0.25

--0.50
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Besides energy, public transport (airline fares), lodging & autos in the lead

Food (at home) prices are up 12.2%. (And gasoline prices are up 59.9%!)
USA CPI (mostly) Core

U SA C PI Change % m/m, s.a Now
o210 1 2 3 4 5 ¢
% change from Jan 2020 Used autos 52.9 m Core, x food/energy [ 0.7
50 - - BU Food & Bev |} 1.0
Apparel || 0.8
Lodging I 28
40 - -jTransport, Public 20.1 Housing, rent/owners eq. O] 0.7
I Furnishing u e 0.4
J — Medical Care [ ] 0.7
30 - HiFurnishings & Oper Personal Care me 0.4
| Edu & Com a 0.2
' . >' Recreation me 0.3
Lodglng 12.3 New autos | ) 0.2
Core total 10.5 Used autos [ & ] 1.6
’ :Rent 9.0 (P)L:ﬁlicéra@p - (] -8421
r er services a
Personal Care 8.5 O N
N " - - -
\Med. Care, Hospitals
Recreation 7.1 ’I Last month ® Avg past 6 m‘
\\\M a e - 68 » SB1 Markets/Macrobond
edical Care 6.
V . USA CPI (mostly) Core
1Other Services 6.3 .
‘ Change % yly, s.a Now
“YAppareI 4.4 25 25 75 125 175 225
I Education & Comm. 3.2 Core, x food/energy 5 — 5.9
T T - Food & Bev N I— 10.0
J A J o) J A J @) J A J Apparel ._ 5.2
20 21 22 Lodging I — 10.1
Housing, rent/owners eq. _ 5.5
SB1 Markets/Macrobond Furnishing [ D—— 9.5
. . Medical Care * 4.5
* Most sectors report inflation above 2% from before the Personal Care o — 6.4
. . . . . 1
pandemic, just apparel education & communication below =du & Com Sy o
ecreation o | .
* All but two sectors, apparel and edu. & com, are up at more than New autos I — 12.6
. Used aut © IE——— 7.1
a 2% pace from before the pandemic Ptsjglicatl:azssp o mhEEEEEESS————— 237
+ One day: A huge downside to used auto prices — and hopefully for Other Services N [ e S W O O s S — 9
25 25 75 125 175 225

some others as well (like publish transport and several other

]- Lastmonth ® Mean 2017 - 2019\
sectors)

SB1 Markets/Macrobond
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Transport (incl. used cars) & energy explain 4.3 pp of the 9.1% lift in total CPI
The problem: The rest is up by some 5% y/y. Housing alone contributes 1.8 pp. Food 1.5%

USA CPI Contribution m/m

USA CPI Contribution y/y

1.50 —-Contributi - 150
104 — L 10 ontribution pp 4Tota| 132
Contribution pp 4Tota| 9.1 125 A <
94 4 [NEnergy 2.95
8 - *L g 1.00 ~+ 1.00
7 L7 0.75 - X/ =New/used cars 0.15
; <Other 0.13
4 New/used autos 0.84 i F
6 powiused autos 0.50 <Transport x autos, fuel 0.07]
5 ] _ﬁTransport x autos, fuel 0.48 0251 Food & Bev 0.14
4 ;‘O‘ther (al . <Housing x energy 0.20
0.00 - 0.00
3 <Food & Bev 1.44 |
-0.25 ~ --0.25
2 4 - :
1 <H1ou3|ng x energy 1.80 \ 2050 - L .0.50
0 - ) -0.75 1 --0.75
T O : — -1.00 - S R ~1-1.00
Py - JAJOJAJOJ AU
20 21 22

13 14 15 16 17 18 19 20 21 22 SB1 Markets/Macrobond
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

101
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Inflation measured 3m/3m: No good news

Prices are up at a 10.5% pace, and a large majority of sectors are reporting high underlying

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

[
1

12.54 -100
Share of 356 sectors L
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* Measured over the past 3m/3m inflation is accelerating in almost - 25
all sectors (barring used autos) 0.0
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normally signalling an underlying inflation rate at 10% - where we 5.0 : : : : : : : : ~r-5.0
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... and 2/3 of the CPI is up by more than a 5% pace recent months

USA CPI inflation 3m/3m & share above 5%

<fotal CBI 3mi3m - 100

10.0 4 Share of 356 sectors I
above 5% -> I
I w - 70
|

12.5

7.5+

WA bl
| |
5.0 "JJM m , - 40
“ : h ‘ ” - 30
NIRRTV W
‘ - 10
0.0 - ‘ ‘ ‘ | | | | | 0
60 65 70 75 80 85 90 95 00 05 10 0
SB1 Markets/Macrobond
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Second-hand car prices slightly up in June — 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 5.6% y/y, while signals from the rental market are mixed
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) has
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 5.6%, though from a
1 M1 base below trend last year. Now, rents are climbing at a 5.5% pace (m/m), and
0 \/ 0 total 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 5.5%, signals a decline in rent inflation
SB1 Markets/Macrobond to below 4%. However, the outlook for the rental market is highly uncertain
USA Rents & housing market indicators
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Flexible prices have clearly peaked buy sticky prices still on the way up

... even measured over the past two years. Trimmed price measures are still (very) elevated

USA Core sticky vs. flexible CPI USA Trimmed median CPI, mean PCE
20.0 - -20.0 10 - -10
6m change, annualised
17.5 -17.5 9- -9
15.0 - -15.0 81
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10.0 - 100 61 Pl - 6
5 1 (Cleveland Fed) - 5
7.5 SR
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o ore Sticky A
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21 / \'fv ‘ ‘,\-\MW -2
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SB1 Markets/Macrobond SB1 Markets/Macrobond

* The Cleveland Fed trimmed median CPI is up at a 7.8% pace over the past six months, up from 7.1% in May — and miles above anything seen
before (data from 1983). Dallas Fed’s trimmed mean PCE was up 4.4% in May, down 0.3 pp from ATH in 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 CPl is up 8.4% y/y, down from almost 20% at the peak!
But still higher than anytime since 1981

* The new challenge: The sticky components (90 % of the core CPI) are up 5.4% y/y (up from 5.0% in May), the highest level since 1992 — and even
the 2 y avg. is at 4.0%. The surge in the sticky index is much more worrisome for the inflation outlook than the ups and downs in the ‘flexible’ CP1|06
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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

TCPI'% yly i 7 i
8 1Model: CPI = f(oil) Actual -8 8- ' -8
6 - -6 6 - - 6
4- ./ -4 4- f HICP -4

- W q r - - -
2- / '/m & A /\r/\\ J -2 2 TN Vs -2
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~¥ 0l gas future

b Future oil r T prices assumed [
2 prices assumed L _o 2 )
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3 34 -3
2 2 -2
1 1+ i -1
p 3 Ny " o~ >
2 2- -2
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SB1 Markets/Macrobond SB1 Markets/Macrobond

* 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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The industrial PPl up 2.4% in June. The core ‘just’ 0.5% - and it is slowing

In addition: crude materials (ex energy) are softening again

USA - Producer prices finished goods
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* The headline finished goods PPI rose 2.4% in June, up from 1.4% in May. The annual rate gained 1.4 pp to 17.7, the 2" highest print ever, data
from the 1940Q’ies. Energy and food prices are to blame, and both have so far fallen in July

* Core finished goods x food & energy PPI rose by 0.5%, down from 0.7% in May. The annual growth rate fell 0.6 pp to0 9.1%

* Crude material prices are on the retreat — normally the first sign of easing price pressures in the supply chain

* Core consumer goods prices (PCE, like the CPI) have already climbed more than usual vs. PPI prices (partly due to second-hand auto prices, not

included in the PPI), limiting the upside risk

* The ‘official’ total final demand PPI, including services, rose by 1.3% m/m, a new record. The annual rate at 11.2% close to ATH
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Crude core material prices are yielding

USA Producer & consumer prices USA Producer & consumer prices
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* Crude goods prices are leading intermediate goods prices by 4 months, and consumer prices by 12 months. Following
several months with slow growth in these prices, they shot up again in March and remained at a high level in April — but
slowed somewhat in May. Intermediate prices climbed faster May

* ‘Luckily’, consumer prices have been higher than normal vs. the producer prices, and it is not given that somewhat higher
intermediate prices will push consumer prices even higher — especially if final demand slows due to the monetary

tightening underway
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_US Inflation |
Total PPI (services incl.) up 1.3% m/m, the core up 1.1%

Not at peak inflation signal

USA Total goods & services PPl vs CPI
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USA Total goods & services PPl vs CPI
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* The correlation between the total PPI, which includes all sorts of services in addition to goods, and the CPI is very close.
The current 11.2% annual growth rate is not far below the ATH (In this series 12-year-old history) — and signals elevated
CPl inflation
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The vacancy rate further down in May, still very high
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Voluntary quits down but also still at very high level, still record low level of layoffs

USA Labour market
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The number of unfilled vacancies declined 0.4 mill to 11.3 mill

in May from 11.7 mill in April, expected down to 11.0 mill from

previously reported 11.4 mill. The rate (vs no. of employed) fell

by 0.3 pp to 6.9%, from previously reported 7.0% in April

» For several months, the no. of unfilled vacances have been revised
upwards, and the last observation overstates the real decline in
job openings

» The highest print ever before the pandemic was 4.7%, and the
rate was 4.5% just before the pandemic hit

The SMBs (NFIB survey) reported an unchanged, and close to

record high share of companies that were not able to fill

positions in June. These two series are very closely correlated —

and both have been at extreme levels

New hires was unchanged at 6.5 mill in May, equalling 4.3% of
the employment level (marginally revised down). The trend has
been completely flat since early 20021

The number of voluntary quits was unch. at 4.3 mill, equalling
2.8% (marginally revised down), not far below ATH from last
November. As with unfilled vacancies, quits are closely
correlated to wage inflation — for obvious reasons

Layoffs equalled 0.9% of employment in May, at the same level
as during the previous months, 0.1 p above the ATL last Dec
In sum: The report confirms continued very tight labour

market, far tighter than we have seen anytime in modern
history — but it is not getting even tighter
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All sectors are reporting far more vacancies than before the pandemic
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Most sectors are still trending upwards. The leisure & hospitality sector has peaked, still at 9%

USA Unfilled vacancies (JOLTS job openings)
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Will it be possible to bring vacancies down, without creating a recession?

Based on history, it seems to be impossible, the two indicators are quite closely correlated

USA Labour market
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* The Unemployment - Vacancy-curve (UV, Beveridge curve) far up in the north-west quadrant, signalling both a tight labour market

but also a higher vacancy rate than normal vs. the unemployment rate

* |In principle vacancies may be reduced without pushing the unemployment rate up (aka recession), as the vacancy rates is so much
higher than normal. But it seems very unlikely, as policies that reduce overall demand for goods and service and thus demand for

Unemployment

0

SB1 Markets/Macrobond

labour — which is needed in order to bring wage inflation down (check two pages forward) — will hit both companies that have
vacancies, and those which do not have. The labour market is very not so flexible that redundant labour will seamlessly be

transferred to fill still vacant positions in other companies/sectors/regions. If such transfer had been easy, it would have happened

already, and the unemployment rate would have been lower

[K]

113



SMEs still unable to fill vacant positions, wage plans slightly more aggressive
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However, somewhat fewer companies plan to hire — still an unusual high proportion

USA Small businesses labour demand/supply
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USA Vacancies vs. compensation
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* 38% of companies report that they plan to lift compensation in the coming months, up from 37% in May. The peak was
at 40% in last December. Before that, the ATH was at 27%, while the average — signalling no acceleration in wage
growth, is at some 20%
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Wage inflation is soaring, says the Atlanta Fed median wage tracker
The median wage is up 7.4% vy/y, 6.7% 3 m smoothed. Take off ‘for everybody’ (x the very best paid)
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* Atlanta Fed’s median tracker reports a 7.4% growth in June (ATH, by far), up from 6.5% in May, as wages rose by 1.1%
m/m in May. The 3 m annual wage growth is 6.7% (ATH, by far), and the current wage inflation is 3.4 pp higher than the
past 10 average, a wage acceleration we have never seen before (all data from 1983).

* All ages, occupation, industry, job switcher (or not), race, education, urban or rural, region all raport a sharp
acceleration. The only laggards: the who that are paid the best but even this group report higher wage growth recent
months

* All other wage indicators are reporting fast wage growth, and all are reporting wage growth well above the recent
years’ average. However, in the payrolls report, wage inflation has slowed slightly recent months
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So why are wage inflation soaring like never before?
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Because vacancies are higher than anytime before, it seems like. How to bring wage inflation down?

8 1 Vacancy rate, %
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USA Wages - Actual vs NFIB survey
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Our ‘Phillips curve’ based on the vacancy rate signals a further increase in wage inflation the coming quarters even if vacances may have peaked, as the
vacancy rate leads changes in wage inflation quite consistently by 3 quarters. However, we would not be surprised if the current extraordinary high wage

inflation turns out to be the peak

» Companies (SMEs) compensation plans signal continued high wage inflation but not faster than the present

Wage inflation has already accelerated by almost 3.5 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, not the current high CPl inflation print. And it will become the stock owners’ headache too, of course

Demand for labour has to be reduced sharply in order to get wage inflation beck to a sustainable level! That’s the recipe for an unavoidable RECESSION

» 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 ©). Fed will not be able to control inflation if demand for labour is not cut sharply
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Steady growth in employment, wage inflation is slowing somewhat!

Labour force, employment rates have flattened, even if demand for labour is strong. Maximum empl.:
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* Nonfarm payrolls rose by 373’ in June, much more than expected (250’), and in line with growth the previous 3 months. Payrolls are still down 0.5 mill vs.
Feb-20 or by 0.3%. The LFS employment fell by 315’, and the employment rate fell 0.1 pp to 59.9. This rate has been at this levels since February

* The participation rate lost 0.1 pp to 62.2%, a rate reached last November. Very few now states Covid as a reason for not working/searching work (0.2%)

* The unemployment rate was stable at 3.6%, as expected. The FOMC lifted it’s Q4-22 f'cast by 0.2 pp to 3.7% (and to 4.1%, 0.1 pp above the assumed NAIRU,
by the end of 2024.

* Wage inflation is slowing: The average wage rose 0.3%, as in May, and as expected. The 3m/3m rate has fallen to 4.3% from 6% in January. The annual rate
fell 0.2 pp to 5.1%. Annual rate was 0.1 pp above expectations as May was revised up by 0.1 pp to 5.3%. Before the pandemic,average wages rose by 3%%,
and wages are now 4.2% above this trend

*  Maximum employment: Both the participation and the employment rates have flattened recent months, as the same time as the demand for labour is very
strong, witnessing the extreme level of unfilled vacancies. The supply side is obviously the bottleneck at the labour market. For the time being, maximum
employment is reached — and wage inflation is well above a sustainable level 117




Weak labour force survey data in June, both participation, employment down
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Both are now trending flat — while vacancies run extremely high. Signals an emptied labour market?
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In June, the labour force participation rate fell back again, by 0.1 pp to 62.2%, a level first reached (in this recovery) in Dec 2021. This rate is still
1.5 pp (2.4%) below the pre-pandemic local peak. Just some few are not able to work due to Covid (0.2% of the labour force)

* The employment rate fell 0.2 pp to 59.9% (even if the payrolls rose by 0.25%). This rate has flattened since February. This rate is 1.6 pp (2.6%)

below the pre-pandemic local peak

Why has both the participation and employment rates flattened, at the same time as demand for labour still very likely is very strong, witnessing
the still high (JOLTS) vacancy rate, and the close to ATH share of SMEs reporting they are not able to fill open positions. The only reasonable
explanation is that all persons that want to have a job and are able to work - at least for the time being — have now entered the labour market
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Participation rates: Core age groups almost back to pre-Covid & pre-GFC levels

Thus, the core reserve may be limited. The 65+ segment seems hard to get back
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* The participation rate among the 25 — 64 y group is now almost back to USA Participation Rates
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Not that many outside the labour force say they want a job
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These outsiders equal 3.5% of the labour force, which is at the historical average

USA Labour Force + Want A Job
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* Normally, the ‘discouraged workers’ rate is lower than average in booming times — and it ‘should’ have been below
average by now. Those who sat they cannot work due covid now constitutes just a small fraction of the 3.5% rate

* Given the present high vacancy rate it seems to be rather challenging to squeeze this part of the population into the

labour market
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In June: Steady growth in most sectors

Private services in the lead, as normal

USA Employment sectors
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Vs. Feb-20: Several private services are up, but leisure/hospitality still down 8%

Manufacturing and construction are back to their pre-pandemic levels

USA Employment
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Average weekly hours down but not yet in a recession-like style

A bit strange, given lack of labour. Are part-time workers returning to work?

USA Weekly hours worked, average USA Hours worked vs. employment
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* Underlying growth in total hours worked in the private sector has fallen to 1% (3m/3m, now Q2/Q1)
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USA_
The REALLY good news: Wage growth may-be is slowing somewhat

The decline in wage inflation is broad based, and the
3m/3m rate has fallen to 4.3% from 6% in January

USA Averge Hourly Earnings
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* The average wage rose by 0.3% in June, as expected. The annual rate slowed
by 0.1 pp to 5.2%, expected 5.1% (from an upward revised 5.3% level in May)
Underlying (3m/3m) growth has slowed to 4.3% from 6% in January

»

»

Before the pandemic, wage inflation was at approx. 3%4%

* In manufacturing wages are up by just 3.6%, measured 3m/3m — but still
above 10% in leisure and hospitality. Finance at the bottom, just 2.4%

3m

/3m (and 1.6% y/y!)

* These monthly wage data are not adjusted for the change in employment
mix between sectors or within sectors
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USA Hourly earnings
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Wages are climbing at 4% — 7% growth pace, the average at 5.5% since Jan-20

... And well above the pre-pandemic growth paths in all sectors (barring information)

USA Hourly earnings, non-supervisory workers
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Memo: On the chart above, wages for non-supervisory workers are shown. When all employees are included, growth is slightly lower in most sectors
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No clear signal of any slowdown in wage inflation (barring in the payrolls report)

... and all are reporting much higher wage inflation than before the pandemic

USA Wage indicators USA Labour cost
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» All wage indicators are reporting faster wage growth, and all reporting wage growth well above the average recent years
* Growth in wage/earnings/compensation indicators are up 1.5 — 3.5 pp vs the their respective 10 y averages

* QOver the past 10 years, inflation has been close to 2%, and well above 2% if calculated over a shorter period

* It will be a ‘challenge’ to keep inflation at 2% if wage inflation remains at 5% - 6 %. Productivity growth has not accelerated.
Profit margins may take a beating — and they no doubt will — but not sufficient to bring inflation down to acceptable levels on
their own. Wage inflation will probably not slow by much before demand for labour weakens — and unemployment increases
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Unemployment has stopped falling because growth has slowed

In the good ol’ days, some 2.5% — 3% growth was sufficient to stabilise unemployment

USA Okuns law USA Unemployment vs Fed forecast
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* Now, growth will probably have to slow more in order to prevent unemployment for falling further
» But we have not seen normal cycles recent years, from 2010 to 2019 a just a continuous decline in the unemployment rate
* GDP fell in Q1, and growth was at best modest in Q2 (some forecasts are for a further decline) — and unemployment may have bottomed

* Fed’s forecast: The softest of all landings, almost not a landing at all (unemployment will stay below a 4% NAIRU estimate until mid 2024,
for 2 more years). If this forecast becomes reality, it will be for the first time ever the unemployment stay close to its cycle through for so
long
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New jobless claims are trending upwards but very slowly. Still...

The increase from the bottom is sending a warning sign (check next page)

USA New jobless claims USA Jobless claims
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* New jobless claims fell by 9’ to 244’ in week 27. Since the bottom in week 11 in mid-March, the inflow has increased by 78’, from 166’ —
which was the lowest since 1969. Retooling in the auto industry, which may hard to adjust for by the standard seasonal adjustment
methods, may explain the lift the previous week

* Ordinary continuing claims fell 41’ to 1.33 mill in week 26, a very low level — but have probably also bottomed
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A yellow warning line was drawn last week, the new claims rate up 1.5pp

The lift in the 8-week average has reached an important treshold

New jobless claims vs. recessions
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* The yellow lines: New jobless claims (8-week average) up 1.5 pp vs. the labour force

* Now, the average is up 1.5 pp, from 1.4 pp the previous week. Thus, a yellow line was drawn at the charts above, for the first time since
2005 (Hurricane Katharina), without a recession around the corner (line in 2008, 2020), and before that in 1996

* Qur recession signal model based on new jobless claims has sent several false signals, and the signals often comes too late. Even so, the
inflow of new unemployed persons is tightly correlated to the economic cycle — and the cycle is now weakening
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US: Waiting for demand destruction?

Housing is weakening, and demand for goods ex autos are waning?

USA Demand/production
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Retail sales sharply up in June, at least in nominal terms, after the May setback

Real core goods sales are still going strong, and the trend is slightly upwards

USA Core retail sales
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USA Retail sales
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* Total nominal sales gained 1.0% in June (expected +0.9%), and May was revised up by 0.2 pp to -0.1%. Total nominal sales are up 29% vs. the Feb
2020 level

* Core sales of goods (=control group, excludes autos, gasoline, building materials & restaurants) climbed 0.8 in June in value terms, expected up

0.3%. May was revised down 0.3 pp to -0.3%

* In volume terms, core sales are far less flattering: We assume prices increases at 0.9% in both May and June. Thus, in volume terms, sales fell by
more than 1% in May and by 0.1% in June — and ‘real’ sales are trending down and are approaching the pre-pandemic trend! Sales are 5% below
the November level
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Mixed between sectors in June

USA Retail sales USA Retail trade, % change
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Manufacturing production down 0.5% in June, as in May (after a -0.4 pp revision)

Durable consumer goods x autos has been the major drag recent months, but just business eq.m. up

USA Manufacturing production USA Industrial production
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* Manufacturing production was expected down 0.1% in June, following the 0.1% decline in May. The outcome was 0.8% weaker, down 0.5% both months. The
decline was rather broad, just production of business equipment increased in May/June. The downturn in May/June is limited vs. the increase over the
previous months/quarters

» Auto production was up to a ‘normal level in April, but is now down 4% vs the Feb-20 level
» Production of consumer durable goods (x autos) have fallen 7% since February, but is still 5% above the level before the pandemic
* Total industrial production, including utilities, mines/oil production fell 0.2% in June, from unch in May (revised 0.2 pp down)

* Surveys have weakened substantially in May and June, signalling close to a stagnating manufacturing sector. However, in July, NY Fed’s Empire State survey
rose again!

* Capacity utilization has been revised up at, and even after a small decline recent months, it is at 79.3%, one of the best prints past 20 years 133
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Capacity utilisation remains very high

USA Capacity utilisation * The Federal Reserve reports a 1 pp decline in capacity
Manufacturing - two measures utilisation in the manufacturing production past two

months, down to 79.3, still one of the best prints the
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Not everything is pointing down: the NY Fed manufacturing survey up in July
Expected down but gained 0.5 st.dev to +0.8 above avg. However, this survey is rather volatile

USA Manufacturing Surveys
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Homebuilders’ index straight down in July: a further, steep decline in starts ahead
The HMI down 12 p to 55, the 2" |argest decline ever (after April-20). Starts down

USA Homebuilders' survey & housing starts
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* The decline in the index recent months signal more than a 1/3
decline in housing starts — which already has fallen by 14% - in sum a
50% setback
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Demand for new mortgages has fallen 25 - 30%
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But not further recent weeks, perhaps due to a decline in the 30 y mortgage rate

USA Mortgage Applications
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USA Mortgage applications, purchases
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* Applications for new mortgages are down some 25% since the start of the year, and the level is 15% below the pre-
pandemic level. We expect a further decline the coming weeks
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Small businesses optimism down in June, to deep into recessionary territory

The optimism is 1.8 st.dev below par, and the outlook is even worse, at 3 below, the weakest ever!

USA Small businesses optimism USA NFIB small business survey
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* The NFIB optimism index fell 3.6 p to 89.5 in June, expected down 0.6 p — or down by 0.7 st.dev to -1.8 st.dev below average, a rather unusual
level, especially since actual sales still are terrific. The outlook for the next 6 months fell to the lowest level ever in June. Inflation, lack of qualified
labour and labour costs are still the main worries for the SMEs.

* However the share of companies that report competition or poor sales as a worry rose slightly, and some fewer companies report they plan to lift
prices further. Even if very few complains about sales, and the share of companies that plan to lift prices still is very high, the tide may have turned

* Investment plans fell sharply to well below an average level. Hiring plans fell to, but remain aggressive — and companies still report they are not
able to fill their vacancies, and a close to a record share of SMEs report they plan to lift compensation further. So it ain’t over yet
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The SMEs (and others) are cutting back on their investment plans, not hiring plans

Hiring plans climbed up to a very high level

USA SmaII bus. Investments vs. hiring plans USA Cap ex surveys
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* The NFIB survey now report investment plans below average

* Other (regional Fed) investment surveys are falling rapidly but remain above average
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Slightly more companies say that poor sales & competition is their main worry

... but still extremely few

USA Small businesses Single most problem
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* Companies still report they are constrained from the supply side, not from the demand side

* In addition, inflation is quoted as the most important problem for the SMEs. However, the SMEs themselves are making
the problem even larger — they report they plan to hike their selling prices like almost never before

In the charts above, we have included the ‘Not able to fill open positions’ data from the survey, but this is (rather strangely) not an alternative in the single-most-problem question in the survey. We still
show it in the chart
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Has the tide turned? More companies report demand weakness (but still very few)

Fewer companies report they plan to lift prices (but still extremely many). It’s a long way back ‘home’
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* The ‘gap’ between supply and demand concerns is still close to unprecedented, which signals that demand is still far too high to
‘balance’ the economy — an the result is still extraordinary aggressive plans for hiking prices

» The share of SMEs that plan to hike their selling prices fell 3 pp to 44% - which is still a very high level
* Cost & quality of labour is stated as the most important problem for a much higher share of companies than normal. However, the
share has fallen somewhat from the peak — and compensation plans are marginally revised down

* We have no doubt: Over the coming months and quarters, the red line will climb sharply —and the blue line will come back down to

Mother Earth as financial conditions tightened, with or without help from the Federal Reserve. It’s normally labelled as a recession L4



USA
Univ. of Mich. sentiment stabilised in July. At an ALT

Inflation expectations fell

USA Consumer Surveys
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University of Michigan’s consumer sentiment fell to ATL at
50.0 in June, equalling -3.1 st.dev below average. In July, a
marginal recovery, to 51.1 (3.0 st.dev)

» Households’ assessment of the current situation rose
marginally but remains at a level never seen before.
Expectations were close to unch, but at very low level

2 of the other 3 consumer surveys we are following also

reported an uptick in June/July, but both are deep in

negative territory, at below -2 st.dev

» Just the Conference Board’s measure is still above average (at +0.1
st.dev) in June. The discrepancy between the two ‘main’ surveys
have never been larger

Inflation expectations fell slightly in July, and longer-terms

forecasts are not at that high (5 years at 2.8%)

The risk: The UM survey often has been an early bird in the
cycle, and the survey may be ‘right’

» Inthe Conference Board survey, expectations have fallen sharply,
and the discrepancy to households’ of
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The gap between Conf. Board & Univ. of Mich is larger than ever before

Other surveys confirm a gloomy mood among US households

USA Consumer Surveys

USA Consumer Surveys 2
1.5 Differential Univ. of Michigan - Conference board 1.5 N - 1.0
1.0_InstdeWaﬁons L 1.0 / BT —
La NN JJ A
0.5- - 05 W\, 05
--1.0
0.0 0.0 |
-0.5 ~ --0.5 | Univ of Florida
[+2.2 June 2022
-1.0- --1.0 ~lUniv. of Mich
| -3.0 July 2022
1.5 -15
16 17 18 19 20 21 22
_20 i [ _20 SB1 Markets/Macrobond
-25- --2.5
-3.0 - --3.0
-3.5 4 --3.5

65 7‘0 7‘5 8‘0 8‘5 9‘0 9‘5 0‘0 0‘5 1‘0 1‘5 2‘0
SB1 Markets/Macrobond
* 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 stabilised in June/July
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Univ of M: Both the current situation and the outlook is really bad
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Inflation expectations fell in July — and long term expectations are not that high

USA UoM Consumer Sentiment
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USA Inflation expectations

Univ. of Mich,
next year -> F

| |

SB1 Markets/Macrol

e The 12 m inflation f’cast fell by 0.2 pp to 5.2%, from the highest level since 1983

[
1

bond

* The 5y inflation expectation fell 0.2 pp to 2.9%, still above a 10 y avg — but lower than seen many times past 3 decades
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Atlanta Fed’s nowcaster suggests a 1.5% decline in Q2 GDP

... while the National Activity index just signals slowdown to some 2% GDP growth in May

USA Atlanta Fed GDP nowcasts USA National activity index vs GDP
15.0 -15.0 1.07 Monthly data L 75
GDP growth nowcasters
vs actual grofvth /,\ q
12.5- 12,5 0.5 - -\ - 50

10.0 1

//\"\ \/ 25
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. M ' 204 ‘ ‘ ‘ 2 ‘ . F-100
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25- GDP.actual®.. | ?2_5 10 " 18 " 20 2 22 .............
JEMAMUJ JASON D‘J FMAMUJ J USA National activity index vs GD
21 22 7.5 41'%; g/q; annual rate Actual - 75
SB1 Markets/Macrobond 5.0 - } ' \ n "‘ - 5.0
* In a quarterly model, the Activity index suggests a 3.3% 0.0 v | \N R 0.0
, Sy T I~
growth pace, way above Atlanta Fed’s nowcaster 254 I e
* The consensus Q2 GDP growth forecasts among economist has 5.0- | 50
fallen to 0.8% - from almost 3% some few weeks ago 754 [ . 75
* In Q1 GDP fell 1.6% -10.0 --10.0
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Highlights

The world around us

The Norwegian economy

Market charts & comments
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Inflation further up in June, now the focus turns to core, domestic inflation
Headline inflation up 0.6 pp to 6.3%. The core up 0.2 pp to 3.6% (we exp. 3.7%), food up 1.8%!

Norway CPI core
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CPI-ATE (ex. energy and taxes) rose 0.3% m/m, and the annual rate climbed by 0.2
pp to 3.6%, we expected 3.6%. NoBa assumed 3.4% in the June MPR

»

Food prices surprised at the upside, +1.7% (seas adj), and 5.0% y/y (both with non-alc
beverages included), lifting the core CPI by 0.8 pp (but food prices are just marginally
above the late 2020 level). Most sub-components contributed m/m in June, fruit and
meat the most. Next month, the semi-annual July price adjustment will likely will be far
larger than normal. Hotel & restaurant prices rose 2% m/m, and 9.2% y/y

Airline ticket prices fell but are still up 31% y/y (0.25 pp contrib)

Prices on imported goods rose 0.2% m/m and are up 3.7% y/y, while domestically
produced goods & services were up 0.3% m/m and are also up 3.7% 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 0.6 pp, to 6.3%, the highest since 1988. If not for
electricity subsidies, inflation would have been above 8%. Electricity prices rose
marginally (seas adj). Auto fuel prices climbed 12% - both somewhat above our
forecasts. Energy is contributing 2.8 pp to the 6.3% y/y headline CPI rate

The outlook

»

The electricity price may increase marginally in July — and then rapidly during the
autumn, according to the future market — following steep prices increases recent weeks.
However, households will be sheltered from the most of these price hikes, due to the
subsidies

Gasoline prices probably peaked in June, and are now heading down, in Norway as
abroad, both due to the decline in crude prices, as well as refinery margins

However, higher food prices may lift the core inflation further in July, and price increases
are still rather broad for other goods and services

If so, average 2022 inflation will some 5%, above Norges Bank’s 4.6% forecast.

So what?

»

Real disposable income is substantially reduced, even if wage inflation may in the end
surprise on the upside in a tight labour market. Lower savings will partly compensate, but
household demand is exposes too

For Norges Bank wage inflation is the dominant risk but actual inflation will influence
wage inflation, and even more as the labour market is still very tight
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Future prices sharply up recent weeks — due to the tight European gas market

The Q4 future price up 70% vs. 2021 — but subsides will cover the most of the costs, for households

Norway Electricity prices Norway electricity prices
250 1 gre/kwh, - 300 7 gre/kwh - 300
225 || The spot price: Avg for bidding areas, 7 d avg _<Q4'22 237 Monthly averages
Future prices: Nordic, not smoothed Assuming no spread between Norwegian
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Electricity Norwegian vs. Nordic system price Norway Electricity prices in CPI
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Gasoline prices are peaking? (In addition, prices are above our model f’cast)

The oil price is down from the peak, and gasoline margins are narrowing (but are still rich)

NOK gasoline prices

27.5 -27.5
NOK/I
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25.0 - -25.0
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* Refinery/product margins have widened sharply since February.
However, recently the margin has fallen somewhat, and futures
markets expect a narrowing the coming months/quarters. In the US as
well as in Europe, gasoline prices have fallen recently (US and
European, as well as Norwegian prices are closely correlated — even in
US prices of course is lower than European prices

* So, we are very confident that Norwegian gasoline price have peaked
too — and it is quite likely the July average will be lower than the Jun
avg. They will still be up y/y until late Q1-23, given current future prices

Crude vs gasoline

200 200
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Gasoline prices
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Inflation suddenly substantially higher than suggested by electricity prices & NOK

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

Norway, CPI vs energy

8 4 hanae vi -8 * On the other hand, actual inflation was well below the
7 { Y -7 del t through 2021
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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’. In which we are not anymore

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
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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
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Food prices surprised at the upside, they are finally higher than in late 2020

Airfare tickets cheaper than we expected, several other components too.

Change m/m, seas. adj Change Contribution, .
: ge m/ d gev/y foution, pp * Food, non-alc bev. prices rose 1.8% (ex taxes, seas.
Jun-22 Weightt Out- SB1IM Dev. | Prev. Out- SBIM Dev. vs . .
_ adj), 1.1 pp more than we exp! The annual growth is
CPI ATE, seas ad;. % | come f'cast pp |month come f'cast|m/m vy/y f'cast 5.59%
Food, non alc bev 12.9 1.8 0.7 1.1 3.0 55 43| 024 071 0.15
’ * Clothing prices fell 0.4%, and ar 2.19
Alcohol, tobacco 4.2 0.7 0.4 0.3 4.6 52 49| 003 022 0.01 / Clot . g prices fell 0.4% _a da (.e up A.y/y
Clothing, footwear 51| -04 02 -06| 25 21 26[/-002 011 -0.03 ]ful'l'“'t.‘"e{ L‘ar‘i‘”are_/ eq.‘"';’vlm prices fell slightly
Housing x. energy 02l 02 02 -00| 18 18 18|003 037 -0.00 / oflowing the steep rise in May
Furnishing 6.9 -0.7 0.0 -0.7 8.9 48 57(-005 0.33 -0.05
Health 34 03 02 01| 19 22 21| 001 007 0.00 * Transport ex. gas & airfare tickets rose 0.4%, up
Transp. ex. gas, airl. tick| 12.2 03 04 -01| 23 28 28| 003 034 -0.02 «  2.8%yly, surprisingly low given global auto prices
Airline tickets 08| =16 100 -11.6| 321 30.8| 47.2|-0.01 0.24 -0.09| <= * Airline tickets prices fell 1.6% m/m but are up 31%
Communication 24/ -01 01 -02| -0.5 0508 -0.7|[-0.0020:028 -0.00 y/y, from a very low level last year
Recreation, culture 10.8 0.4 02 02| 31 29 26| 005 031 0.02|<— -+ Recreation pricesadded0.4%, up 2.9y/y
Education 0.5 - - -l 20 20 20 0.01 0.00 * Restaurant/hotel prices up 2.1% m/m 8.7% y/y, and
Restaurants, hotels sef 21 06 15| 72 87 72|012 049 0084  wayabove a 2% path (starting in 2019)
Other 8.7 0.5 0.2 0.3 2.4 3.0 2.7 0.05 0.26 0.03
CPI-ATE, s.a 37 03 04 -01| 34 3.6 37 -0.08| === . CPI-ATE up 0.3% m/m, 3.6% y/y, below our
Norges Bank est. 34 f'cast
Imported 3 02 01 01| 43 37 37|008 136 003| ¥~ .« prices onimported goods rose 0.2%, and are up
Domestic 57 0.3 0.5 -0.2 2.9 3.5 3.7| 0.19 2.02 -0.12 \ 3.7% y/y — a substantial contribution to total (14pp)
Energy, housing 44/ 39 -20 59| 278 283 207|017 124 0.6 + Prices on domestically produced goods & services
CPI Total, s.a 100 06 04 02/ 57 6.3 62 058 633 015 * Electricity (and other heating) prices rose 4%, we
Norges Bank est. -0.1 5.6 expected -2%, and prices are still up 28% y/y
Change m/m, seasonally adjusted (calc by SB1M) * Gasoline/diesel prices rose 12%, 4 more than we
Sum of parts does not necessarily add up to totals expected. Prices are up 54.6% y/y — but have
peaked?

. i * ... headline inflation climbed to 6.3%!
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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Food prices made the heavy lifting in June. More to come in July
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Hotels also contributed substantially on the upside in June. Airline ticket prices surprisingly fell

Norway Core CPI

“|Contribution to growth, pp m/m, s.a
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Norway CPI, core contrib. m/m

Contrib. to CPI-ATE, seas adj. pp m/m
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Faster/broader price growth recent months

Just clothing/footwear, and housing ex energy below the 2% path since 2019

Norway Core CPI Norway Core CPI-ATE
4044 R OO RSSO RSSO L 4.0 12042019 =100 ] -Furnishi 116.3
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11 sectors report core inflation above 2.0%, just 3 are at 2% or below!

Food, restaurants/hotels & housing 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 -0.10.0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8
aliliielieksts AL Food etc e 0.76
Rest, hotels 8.7 Rest, hotels I S 0.52
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Food prices finally higher than in late 2020 — but June hike was steep
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Food & non-alc beverage prices rose by 1.6% in June (s.a, actual 1.7%% ), and are up 5.1% y/y

Norway CPI, Food & non-alc beverages
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Food price intlation is accelerating abroad, but Norwegian CPI tood
prices are not closely correlated with food prices among our European
neighbours. The NOK exchange rate is normally explaining more

The price lifts in June was broad, but unusually strong for fruits (5%)
but also for meat (2.2%) and vegetables (1.7%)

In July, prices increases are normally rather high, both due to the semi-
annual adjustment of prices following negotiations between
producers/wholesalers and retails and high prices for Norwegian
seasonal produce. This year, the negotiated prices were very likely
lifted much more than normal, and another substantial increase m/m
and in the annual growth rate is expected. Then we can start talking
about high food prices — so far they have been low!

Norway CPI, Food details
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Food prices, Norway vs trading partners

101 o - 10
9 Change % yly L g
8 - - 8
7 -7
6 - - 6
5 -5
4+ - 4
3 -3
Q-A/\ i
14 [/ -1
0 - — ] - 0
-1 -1
-2 - -2
-3 - -3

12 13 14 15 16 17 18 19 20 21 22

SB1 Markets/Macrobond

05 06 07 08 09 10 11

156



SpareBank o

MARKETS

Food commodity prices: Limited correlation to trading partners’ food prices

.. And no stable correlation to Norwegian food prices (in the CPI). Now, food com. prices are falling

Food prices - commodities vs. in CPI
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* Agricultural/food commodity prices are sharply up from mid
2020, but have fallen since March, and are now well below 10%
higher than in early 2021. In real terms, prices are far from record
high (check here)

Food prices
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Furnishing etc. prices reversed parts of the May hike, up ‘just’ 4,8% y/y
Furniture up 10% but household applications ‘just’ 3%%

Norway CPI Furnishing, equipm. Norway CPI Furnishing, equipm.
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Airfare ticket prices: Slightly down in June — but will climb in July?
(at least as long as SAS is hit by the pilot’s strike)

Norway CPI Airline tickets

140 Hindex, seas. adj - 140 * Airfare ticket prices fell 1.6% m/m in June (after a shaky
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Domestic agricultural products up 1.2% but just a limited contribution to the total

Domestic goods & services and imported goods the main contributors to core inflation

Norway CPI - by sector
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- R
<Other services 4.7
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* 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 1.3%) and hotels
& restaurants (0.50 pp)

* Rent inflation has slowed to 1.7% but still ‘explains’ 0.4 pp of the
core inflation rate

* Other goods than agricultural & imported products are up 4.1%
y/y, and contributed by a 0.5 pp contribution to the core inflation
rate
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Norway Core CPI - by sector
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Prices on imported goods in the lead — without a much weaker NOK

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

Norway CPI Core Norway CPI Core
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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
5Gap in % of potentitial GDP -4.5 57 Change yly, quarterly -5
4 Quarterly avg, smoothed 4 | Forecast assumes unchanged 144 index Actual L4
Core CPI domestic -> -4.0
3 Total core before 2004 31 -3
-3.5
-2
2 .
1 / \ \ -3.0 »
| v
‘ -2.5 —\ : 0=
0 IAWA \ \ | |
/ V 20 - Model based on-- | -1
-1 ' 144 f/x index,
inflation abroad -2
IN 1.5
-2 --3
-3 -1.0 4
-4 1 -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

162



K]
SpareBank €

MARKETS

Domestic costs: Wage inflation is increasing, cost inflation above infl. target
Wage inflation has turned up. Unit labour cost up 3% y/y in Q1

Norway CPI| vs wages (TBU) Norway CPI vs labour costs
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Will higher inflation increase the pressure on Norges Bank?

Somewhat

Norges Bank vs. CPI
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Norges Bank vs CPI
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Building costs: Just marginally up in June — and are probably close to peak

Lumber & some steel prices fell in June —and much more to go. Other materials flat or just marg. up

Norway Residential Construction Cost Index Norway, Residential constr, material costs
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* Material prices (houses and apartments) added 0.5% in May, and prices are up 17.9% y/y, down from 22.8% y/y in May

» Lumber prices are trending down, and reports signal that prices will decline further the coming months. Steel prices have fallen substantially at metal
exchanges, and now end user prices will come sharply down

» Other material prices are still trending up, from 11% (concrete) to plumbing and carpentering material 36% — 40% - but most prices are close to
flattening

* Labour costs were just up 3.1% y/y in Q2, down from 4.5% in Q4 (which was the highest growth rate since 2009)

* Including labour costs, the total building cost index is up by 9.4%, down from the ATH at 14.6% at the peak last Oct. Going forward, low
material costs will bring total construction costs down to more normal levels 165
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US lumber prices (2"’x4) almost back to a normal level

... and steel prices have been in a free fall recent weeks! Prices will come down in Norway as well

Lumber prices Steel prices
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House prices further up in June, as the inventory of unsold home is ‘emptied’

Prices up 0.3%, 0.1 pp above NoBa’s, our f’casts. Will prices start declining in July, as NoBa assumes?

Norway House Prices Norway House prices vs Norges Bank's f'casts
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* House prices are still on the way up, but the 0.3% lift in June was the lower than over the previous months. The number of
transactions fell marginally, and the inventory fell, to another record low level. New documentation requirements may have supressed
supply in early 2022 but that excuse is now becoming less likely

* Inthe June MPR, Norges Bank expected that prices start declining in July, and continued downwards until Q2 next year, in sum by
approx. 2%%. The well announced interest rate ‘shock’ should lead to some weakening. If the current plan is not sufficient, rates will
probably continue upwards until they bite. The reason: The main transmission mechanisms between interest rates and the real
economy is through the housing market, and the impact on household disposable income. The currency link has not been working for a
long while
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The number of transactions up in May, and the level is not low
Still, the inventory of listed homes fell further, to ATL

Norway Housing market Norway House transactions
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* The number of transactions has partially recovered following the large decline in January (new documentation
requirements) but the level is lower than during the pandemic (but higher than before the pandemic!)

* The supply of new existing homes for sale (approvals) bottomed in December, and rose further in May
* The inventory of unsold homes declined in May, to the lowest level ever (since 2009, measured by this stats)
* The inventory/sales ratio declined 1 day to 33 days, vs an average at 52 days

* The actual time on market for those homes fell 1 day too, to 31 days, the fastest pace in almost 10 years (average 42 days)
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All cites but Hamar reported higher prices in May

Oslo prices up 1.6%

Norway House prices Norway House prices
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The big picture: Now prices are climbing the fastest in the Outer East

Bodg has lost some momentum

Norway House prices Norway House prices
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* Bodg the winner through the pandemic (but Oslo since 2016, check the previous page)

» After Bodg, eastern towns have been the winners since the start of the pandemic, Tensberg, Porsgunn/Skien, Drammen
and Fredrikstad/Sarpsborg, and prices are still climbing the fastest here

* Bergen, Stavanger, Alesund and Tromsg at the bottom of the list (vs. early 2000)
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Oslo relative prices above the pre-pandemic level again

Stavanger is slowly climbing again, relatively

Norway Relative House prices Norway Relative House prices
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* Housing starts in Stavanger/Rogaland are still not lower than normal. It is still profitable to build, even at
‘Hamar/Stange’ prices! And why shouldn’t it??

171



Number of transactions down past months but just Oslo in June

Norway Home sales
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The inventory is lower than normal everywhere (except in Follo and Tromsg)

...and the inventory is falling 8 in cities, increasing in 5, and is flat in 3. Oslo reports the largest decline

Norway Homes for sale Norway Homes for sale
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The inventory is turned around faster than normal everywhere

Though with substantial regional differences — and some cities are reporting a slower turnaround

Inventory vs. sales, # days * On average, the i/s ratio ha§ fallen the past 12 months —
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Short term market flows suggest decent price growth

Norway x Oslo House prices - model
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Oslo House prices - short term model
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Our national x Oslo model based on flows and the inventory signals a 0.7% growth in house prices per month, marginally above

the 0.3% rate past 3 months

Our Oslo model signals well above 1% growth, above the 0.8% lift per month the past 3 months

Mortgage rates are not included in these short-term market models, because they have not consistently added to the models’
performance. Still, over time, mortgage rates and credit growth are important driver for house prices, and now rates are on the

way up

These models are not long-term price models, just short-term models based on flows of (existing) houses approved for sale,
actual sales and changes in inventories — which are normally correlated to prices
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OBOS apartment prices up 1.0% in June, up 8.6 y/y!

OBOS Apartment prices, Oslo Oslo House prices
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Co-op apartment prices follow the overall Oslo market quite closely, the average price level is somewhat lower than total Oslo market
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Mainland GDP down 0.2% in May, following the 0.3% drop in April

The post-pandemic normalisation is mostly over. Manufacturing production the weak link in May

Norway Mainland GDP
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* Mainland GDP has fallen the two past months, both have been weaker
than expected. April was revised slightly up, but production still fell
0.3%. The trend is still upwards but both supply and demand factors
may dampen growth going forward

»

»

Production: Manufacturing production fell 3.4% in May, a rather
surprising decline. The other main sectors reported growth in May

Demand: Household demand in Norway fell slightly in April and May, and
in May without an increase in spending abroad. Both housing, Mainland
business and oil sector investments rose in May. Net exports fell

* Mainland GDP is up 2.9% vs the Feb-20 level, which is well below a
normal growth path over these two year (4 — 4.5%), indicating an
output gap well below the level 2 years ago

»

»

»

However, unemployment is well below the pre-pandemic level, and close to
record low levels, the employment rate (among Norwegian citizens) is far above,
and businesses are reporting unusual lack of labour

Businesses are also reporting a much higher capacity utilisation than before the
pandemic

Thus, Norges Bank is very likely right when it assumes that the output gap is
substantially higher now, than before the pandemic
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Production: Services grew further, manufacturing surges — but ‘others’ fell

Manufacturing is still the weakest sector, up just 0.3% vs the pre-corona level
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Norway Mainland GDP - sectors
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* The ‘others’ sector includes electricity (which fell 6%), fish-farming, fisheries and construction. In April, el. production,

fish-farming in addition to trade (included in services) fell

[K]
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Demand: Consumption in Norway down in April/May — investments up in May

Net imports also contributed on the downside in May

Norway GDP Demand Norway GDP Demand
10 - Change since Feb 20, - 10 7.5 - Contribution to change in GDP-+ 7.5
volume, % from Feb 20
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Spending on goods back down to the (pre)pre-pandemic trend

Services has almost recovered but remains somewhat below the old trend

Norway Household spending (in Norway) Household spending
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» Spending abroad still almost 30% a normal level — and will probably recover further the coming months/quarters
* Foreigners’ spending in Norway is also down 30% vs the pre-pandemic level
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International airline traffic further up in June, still 17% down vs. the 2019 level

Domestic traffic is back to a normal level — and fell slightly in June

Norway Airline passengers Norway Airline passengers
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Mill, annual rate % change from 2@19 average, seas, adj
Seas ad;. 0 to—tm g -0
25 _\,_,N/--‘ -25 -10 - L
20 - <20.3 million 30 30
. -40 - - -40
. 162 milion |
-50 - - -50
10 - - 10 601 oo 60
\ 70 - International | 70
5- ‘ L 5 -80 - - -80
-90 - - -90
0 | | | | | | ‘ | Internatiqna! 0 100 | | | | | | ‘ | | | | L 100
J AAJOJAJ OJ A J O J A J A°J O J A J O J A J O J A J
19 20 21 22 19 20 21 22
SB1 Markets/Macrobond SB1 Markets/Macrobond

181



K]
SpareBank €

MARKETS

The Financial News Index confirms a growth slowdown

The FNI has fallen since the war started and recession risk debates have blossomed everywhere

Norway Financial News Index vs GDP Norway Financial News Index
4 - Mainland GDP 110 1.5 - 15
2q growth, annualised L9
3+ > -8 1.0 - - 1.0
-7
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. 5 0.5 1 - 0.5
17 - 4
g - 3 0.0 —— - ms—1 0.0
2 0+ L2
i 1 0.5 --0.5
_1 i T B i1 - 0 = . = .
-1
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- -3
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* InJune, the index stabilised following a decline equalling a 2 pp GDP growth slowdown — down to a 0.5 pp growth pace
* The FNI has not tracked the post-pandemic recovery well — but growth data has been much more volatile than normal

Financial News Index is based on an analysis of text in Norwegian newspapers covering the economy, tracking ‘economic’ words and assessments. The index follows the cycle well but is rather volatile, short term.
The FNI is published by Retriever/CAMP(BI)
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Highlights
The world around us

The Norwegian economy

Market charts & comments
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Equity markets still volatile, mix last week. Oil, metals are trending down

... signalling a weaker growth outlook. Bond yields mixed last week, are mostly down so far in July

Equity Indices - % drawdown from peak
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10 y Gov bond yield
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Oil vs. metals
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The big picture: Stock markets down, bond yields up.

Commodities on the way up until early March: and mostly down thereafter

Equity Indices Oil vs. metals
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Most commodity prices are on the way down, except European gas/el prices

Commodity prices

400 - L 400 Commodity prices
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SDR: IMF’s Special Drawing Rights — a ‘global currency’
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European natural gas prices rose further, while prices are falling in US

Lack of piped gas from Russia and less LNG from US the coming months

UK, US natural gas prices Electricity/gas future prices
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* Continental gas prices are twice as high as UK gas prices in the short end of the price curve, due to lack of transfer
capacity, and risk for restrictions on UK gas exports to Europe

* However, for the coming 4 quarters, future prices are similar —and close to Nordic electricity prices
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Food prices are trending downwards

Wheat prices are falling rather rapidly and are up just 13% from before the war, from +60% at the top

Food/wheat prices Food commodities vs fertilizer prices
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Credit spreads have climbed to above average but fell marginally last week

USA Corporate spread
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e The US BBB spread is up 110 bps from the bottom last

autumn, more than a doubling
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Why are credit spreads widening? Could it be the slowing economy?

What do you think is more likely: An ISM at 58 45 or 60 in some few months time? We are quite sure..

USA Corporate spread EMU vs Norway - BBB vs 5y senior bank
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* The answer is not irrelevant for your view on the outlook for spreads, we think
* And do you think Norwegian spreads will be influenced by changes in the global credit market?
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The S&P 500 has been trending slowly upwards since mid June

... but the longer-term trend is still down. No trend in long bond yields. The next shoe to drop: EPS!

USA S&P 500 vs. bond yields USA S&P 500 vs. bond yields
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Real rates, inflation expectations

Inflation expectations are falling both in the US & Europe

In Europe, real rate expectations are falling too, while they have stabilised in the US, at a ‘normal’ level

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

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

USA nominal treasury 2.96 -0.03 -029 1.04 0.52
.. break-even inflation 2.37 0.05 -0.21  -0.04 1.06
.. TIPS real rate 0.59 -0.08 -0.08 1.08 -1.19
Germany nominal bund 1.19 -0.11 -045 0.97 -0.65
.. break-even inflation 2.43 -0.01 0.00 0.45 0.40
.. real rate -1.24 -0.10 -0.45 0.52 -2.80

SB1 Markets/Macrobond
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Real rates have returned to a more normal level — while short term growth expectations are falling

3710y treasury yields 5 9-
Holston-Laubach-Williams, NY Fed

Break-even inflation
expectations

0y gov
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* 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

An inverted curve from 2 years onward

US Gov yield curve
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US Gov yield curve, implicit forward rates
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The side show: The curve flattens/inverts when the Fed tightens

— when growth has been too strong for too long. And not primarily because long term rates declines

US Gov Bond 10y - 2y spread USA Fed tightening cycles
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* Thereafter, normally a recession. Not because the curve had flattened but because growth had been too high for too long — and
the Fed tried to calm the economy down — and succeeded somewhat too much

* Fed tightened in 1971, 1983 and in 1994 without ‘creating’ a recession but a recession was the outcome of the 6 other
tightening campaigns (but we would not blame the Fed for the 2 months’ 2020 ‘pandemic recession’, it was not an ‘economic’
recession)

* The 10y -2 y curve has inverted ahead of all recessions, from some few months before up to 2 years before. In 1966 and 1998
the curve inverted without any recession around the corner

* Last week, the 10 y — 2y spread fell to -0.19%. So more recession risk? Sure, but not because the curve has inverted 195
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Central banks on the move, Canada hiked 100 bps in one go

Norway is now at split 6t" position among rich countries. This week: ECB will start hiking!

Central Bank Policy rates Policy rate, weighted
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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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More frontloading is expected — but longer dated FRAs are falling sharply

Dec 22 3m FRA IBOR rates
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Fed funds futures
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100 bps in July was put on the table — and then taken off. 75 bps is enough?
But if so, 75 bps in September is more likely than ‘just’ 50 bps

Fed funds future
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* Shorter dated contracts up, longer dated down

* The Fed Fund future curve is peaking in Feb-23

USA Fed funds rate (OIS)
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2 y swaps mostly up last week — mostly down last month
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10 y swap rates
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10 y swaps mostly down last week (and everywhere last month)

The recession is coming

10 y swap rates
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CHF: 10 y government bond yield
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10 year swap rates
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Almost all rates down last 4 weeks, except the short end some places
Mixed last week — rates in SEK & NOK sharply up

Swap Rates, changes last month Swap Rates, changes last week
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A steeper curve in the short end, but a lower peak

SpareBank

The 10 - 2y is finally inverted. Implied rates down from 1 year onward the last month
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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Swap curves vs trading partners

Spreads out all over the curve, by most in the short end

Norway vs tradlng partners, impl swap spreads
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The 3m NIBOR up to 2.11% as 50 bps NoBa hikes in both Aug and Sept is discount
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Norway, NIBOR rates
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* The USD LIBOR-OIS spread fell 3 bps to 10 bps last week — which is a low level!
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NIBOR & FRAs

A huge lift in the short end of Norwegian (NIBOR) curve
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The short term FRAs up 30 — 40 bps since early July, 50 bps hikes are discounted in both Aug & Sept

Norway 3m FRA
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Norges Bank signal rate vs market
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* If NoBa hikes by 25 bps in August and September, which was clearly signalled in the June MPR, the average signal rate will be 1.49% the coming
3 months. The current 3m NIBOR is at 2.11%, and with a Sept 3 m FRA at 2.8%, 50 bps hikes in both August and September is discounted — and
further 25 bps hikes in November, December and almost one in March —in sum some somewhat below 3% - and below NoBa’s assumed peak
at3.1%

* Thus, the market now expects a frontloaded but shorter hiking process, with a lower peak level than NoBa assumed in June. This change is
parallel to the change in the US

* We think the 50 + 50 bps hikes in August and September are more aggressive than Norges Bank will deliver
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USD = EUR, almost. NOK up last week but is still very weak

USD is once more a safe haven, even if there are challenges over there too
EURUSD NOK vs EUR & USD
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NOK
NOK up 1%, our model said 0.4%. Oil was flat vs. last week, NOK int. rates up

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

NOK vs main drivers
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Gaps vs. out model estimates are extremely wide
* The NOK +1%, our main model said +0.4% - and NOK is 6.1% below our main model estimate (from —6.7%)
* The NOK is 10% 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)

SpareBank

NOK vs main drivers

MARKETS
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At this and the following pages we have swapped Norges Bank’s 144 index for JP Morgan’s broad NOK index and rebased it to the current index value for the 144. The 144 has an earlier closing time than the ‘official’ closing
time for f/x crosses. There are no substantial difference between these two indices over time 207
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The NOK is 6.1% below our model estimate

Up vs the bottom in late June, but still rather unusual

NOK exchange rate model NOK exchange rate model
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Oil unch last week, NOK 1% up
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NOK is weak, as if the oil price was USD 70/b (rebased to early Jan) or USD 50/b (rebased to May-21)

NOK vs the oil price
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NOK vs the Oil Price
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* The NOK has never before been as weak as the recent weeks, given the oil price
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AUD and NOK up last week — but NOK is too weak vs. the AUD?

The gap is now among the largest, even if metal prices have been falling for a while, oil & gas not

AUD vs NOK f/x
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NOK vs AUD
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* The discrepancy between the NOK and AUD is highly unusual, given the normal factors that decide the gap

SB1 Markets/Macrobond

* Normally, NOK strengthens vs the AUD when the oil prices rises vs. the LME metal index, when VIX, and the S&P500 index increases, and
the USD index appreciates. Seem like we need a new model. Until we find it, buy the NOK index (and short the AUD index)
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EM f/x mixed: in sum flat
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