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Lastweek, |

A The War/European Energy/Commodities

»

»

»

»

Ukraine forceshave surprisingly pushed Russians out of substantial areas in-Basthand East. The facts on the ground do probably not fauounear
time peace negotiations. Besides, even if the war ended now, Russia would remain a pariah, at least in the west asribRgissiae regime stays in
power. Now, the risk may be that Putin will try something desperate to save his face

European gas pricesitially rose on Monday following the full closure of the Nord Stream 1 gas pipeline but prices soon fell back thddeSel bve dza &
decision, at least in the short end of the curve. Prices are down 40% from the peak in late August

EUis working hard to get gas and electricity prices down. A broad price cap for imported gas is favoured, but no modetésigrasd it is anyway
challenging, as the real problem is lack of gas, and a cap will at least not lift supply, just demand. The pressure casNoer\yj I NJ LINPFAGS
more than just symbolic in one way or another is rapidly building, a morally challenging position. A windfall tax on@npagyes with supeprofits

within the EU (like Norwegian oil & electricity rent taxes), is a lower hanging fruit. Revenues could be transferreded leogpesholds

Other commodity pricesvere mixed last week; Metals were mostly up, oil was close to flat, while food prices fell

A Global PMI

»

Theglobal composite PMfell 1.5 p 49.3 in August, with both manufacturing & services output below tH®80The US S&P (Markit) PMI was the
weakest of all (!), down 5.4 p to 44.6, even weaker than the initial estimate. However, the ISMs were much stronger thsinkag service sector
print. Our calculated US ISM composite was up 0.2 to 56.1, implying an unprecedented gap to the PMI. Actual US dateewéihbatich index is to
trust, they cannot both be correct (but both could be equally wrong, of course). The Euro Area PMI also fell further éébling) but just to 48.9, and
no dramatic energy price shock is so far to be seen, even if actual production very likely fell in July. The ChineséaPb#tteridand EM x China was
close to unchanged, at 53.8. So, the rich part of the world is on the lead on the way down. Delivery times are fallmgg ammigases are slowing,
underscoring that inflation has peaked or is close to the peak

A Global Auto Sales

»

Sales rose further in August, @hinesesales kept up at a very high level, and more cars were solthér EMsas well as ifcurope Sales fell slightly in
the US Global sales are down 5% vs. the 2019 average, with China in the lead, up more than 30% (which signals that househ&lutsciezl down,
even if the housing market is in disarray). Most rich countries are dovgi3206 (Norway jus8%). Auto production is on theay up most places. Will
demand soon become the constraining factor? If so, prices will come down, especially for used & rental cars, which hashdesupplyWe are very
likely not there yet

A USA

»

»

CSRQa swWAS Ia2yT f  VitgdatNGa<rometa higt, Nlbadly a weaker report than 6 weeks ago. 5 districts report a contraction
reported no growth and the remaining 5 reported modest growiin sum no growth! High inflation had made a dent in consumpmmd, demand for
housing had weakened significantly. Price and wage pressures are easing, but are still elevated. The Fed has notjiidishéd8si ® Cw! Q& N
a 90% probability for a 75 bps hike next week. Real rates rose further, the 10 y TIPS by 16 bps to 0,91%, a cycle high

LadtFydl CSRQa YréBrial6y% a@nhudl §rovithiNatafch $advd July. In September, probably a downtick. The problem is that the curre
wage inflation is & 3.5 pp higher than what used to yield 2% CPI inflatiand the surge in wage inflation is closely catedt the excess demand for
labour. A decline in new jobless claims recent weeks signal that demand is still strong, as do all other stats too
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Lastweek, Il
A China

»

»

»

Exportsfell by 5% in August, perhaps due to weaker demand for goods in the West, and were far below expectations. Expontggretstitlg, up
44% in value and 15% in volume terms from before the pandemic, far above tipapdemic trendimportsalso fell m/m in August, and are far below
the prepandemic trend, after falling 14% in volume terms since last sgrirflecting weak domestic demand, especially in tbastruction sector. The
trade surplus fell in August, but remains very higbhina is again partially (net) export led

Credit growthreturned to a normal level in August, following the abrupt slowdown in July. Bank lending is still low, while shadowdraditiggined
track, with some important details still not published (local government net bond issuances). The authorities have ansexamakstimulus measures,
mostly by allowing local governments to borrow more to fund infrastructure projects, and to bail out failed residentiatgpidfe are not sure this trick
will work this time around

CPl inflationfell in August, to well below expectations. The core is up 0.8% yly, the headline 2.5%. Producer prices declinéforahéa 21 row, and
the annual inflation rate is falling rapidly, now down to 2.3%

A EMU

»

»

TheECBifted its signal rates by 75 bps as widely expected, the repo rate (which is close to the EURIBOR rate) to 0.75%hdligyestshike in

history, and the bank signalled that more is to cogreven if the growth outlook was revised down. Very shorttermratesrdseN® A y I £ f € = 0
signals were more hawkish than expected, and longer dated rates rose sharply, t22 BBA rose 21 bps since before the magtio 2.03%. Rather
aggressive since the underlying cost pressure in the EMU still is matedireal wages are falling some 5%

Retail salesose marginally in July, whiledustrial productionprobably fall some % %. Q2 GDP was revised up to a 3.1% growth pace. Unit cost inflati
is at a 2% growth path (vs some 5% in the US!)

A Sweden

»

House pricesell further in August, according to the first published indeand prices are down 9% past 5 months

A Norway

»

»

»

»

CPl inflationsurprised on downside in August, as electricity prices rose less than we (and we guess others) assumed. The headltoet:&és fiebm
6.8%. However, the core inflation accelerated by 0.2 pp to 4.7%, as prices rose 0.2% m/m, with transport (ex gasoliea)li\ihiges Bank will have
to revise its price forecast somewhat upwards

Mainland GDRell 0.3% in July, well below expectations, and the history was revised down. Almost no growth since last Sept, anewbiewiagyl.4%
belowb 2 . FQ®F ald Ay (GKS WdzyS atwH tdzofAO aSO02NI RSYIl YRk LINE R dzO timpgoyf, A &
housing and business investments, both afid onshore has been weak recent months, while inventories have been build rapidyily the labour ’
YEN]LSG YR GKS o6lyl1Qa FaaSaaySyid 2F 61 3S Ay Tt (A2 kough withdut siBrS & kB { K
higher wage inflation (but unit labour cost may accelerate due to dismal productivity growth)

House pricesell surprisingly rose 0.6% in August, we expected a 0.5% decline. The supply is on the way up, and the inventory M/gereisgll
confident that price will turn south not before long

Household savingtell in Q2, as prices rose sharply. Households still has a better free cash flow than normal, and bank deposits ararhigirarahvs
income, due to the excess savings through the pandemic
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The @lendar. China housing starts, US CPI, BoE, NoBa network survey

Time [Count] Indicator [Period] Forecast  Priof]
Monday September 12

08:0JUK  [Monthly GDP (MoM) Jul 0.3%4 -0.6%
08:0qUK  [Manufacturing Production MoM|Jul 0.3% -1.69

Tuesday September 13

08:0qUK  [Weekly Earnings ex Bonus Jul 5.1% 4.7%
00:0QUK  |Unemployment, ILO Jul 3.8% 3.8%
10:00NO  |Norges Bank Reg Network, explAug 0.5 1.6
11:0dGE [ZEW Survey Expectations Sep -60) -55.3
12:0QUS |NFIB Small Business OptimisnpAug 90.2 89.9
14:3QUS |CPI Ex Food and Energy YoY [Aug 6.1% 5.9%
14:3QUS |CPI Ex Food and Energy MoM [Aug 0.3% 0.3%
14:3qUS |CPI YoY Aug 8.1% 8.5%
20:0qUS  |Monthly Budget Statement Aug $296h -$211.1k4
Wednesday September 14

06:0dSW [PES Unemployment Rate Aug 3.2%
08:0JUK  [CPI YoY Aug 10.29 10.19

08:0QUK  |CPI Core YoY Aug 6.3% 6.2%
08:0dSW [CPI YoY Aug 9.6% 8.5%
08:00SW [CPIF Excl. Energy YoY Aug 6.9% 6.6%
11:0JEA [Industrial Production SA MoM [Jul -1.09 0.7%
13:00US |MBA Mortgage Applications Sep-09 -0.8%

14:3qUS  |PPI Final Demand YoY Aug | 8.7% 9.8%
Thursday September 15

08:0JNO [Trade Balance Aug 153.2h
08:0JNO |New Home Prices SSB Q2

10:0JNO [New Home sales, Homebuildefsug

11:00EA |Trade Balance SA Jul -30.84
11:00EA |Labour Costs YoY 2Q 3.80Y

13:0JUK |Bank of England Bank Rate Sep-11 2.25Y% 1.75%

14:3qUS |Initial Jobless Claims Sep-1 226K 222K
14:3qUS  [Empire Manufacturing Sep -10 -31.3
14:3JUS  [Retail Sales Advance MoM Aug 0.0% 0.0%
14:3qUS |Retail Sales Core, MoM Aug 0.6% 0.8%
14:3qQUS  |Philadelphia Fed Business Sep 2.0 6.2
15:13US |Manufacturing Production Aug -0.19 0.7%
Friday September 16

03:3JCN_ [New Home Prices MoM Aug -0.19

04:3JCN |Housing starts Aug

04:0JCN [Industrial Production YoY Aug 3.8% 3.8%
04:0JCN [Retail Sales YoY Aug 3.2% 2.7%
04:0JCN [Fixed Assets Ex Rural YTD YoYAug 5.5% 5.7%
08:0JNO  [Housing Starts SSB Aug

08:0QUK |Retail Sales Ex Auto Fuel MoMAug -0.59 0.4%
11:00EA |CPI YoY, final Aug F 9.1% 9.1%
11:0JEA |CPI Core YoY, final Aug F 4.3% 4.3%
16:0QUS |U. of Mich. Sentiment Sep P 59.3 58.2

A China

»

Industrial & service sector, production, retail sales, and fixed investmetslustrial activity is back on
track after the lockdowns but may be hit by lower demand from abroad. The service sector is on the \
back, as confirmed by the August PMIs, even if there are scattered Covid lockdowns. Retail sales rer
muted, and housing starts are disastrous, down 50% from the peak, unprecedented. Probably not a ¢
macro risk, but a challenge for the Chinese economy, which the authorities are trying to counter by
boosting credit (again)

A USA

»

»

»

»

Inflation has peaked. More to come in August, at least vs the headline, as energy prlces are declining
| 26 SAGSNE a2YS Y2yiKa fSaa SEGNBYS AYFELFGAZ2Y L
when it comes to rate hikes. The bank will have to see that inflation is coming down over time, and m
importantly, it will have to see that the balance in the labour market is restored and that wage pressur
are waning

Manufacturing productionK & Ff I §GSYSR I yR A& SELISOGSR R26\)
expected up following the August crash, Phil Fed a tad dpamd the two in sum still on the weak side
Retail sales of goods is heading down, in volume terms, as in most of DM countries

Thel YADSNBAGE 27F aA OKA Hak yséndhe audtynd amnBd\butirSnyan ATC Sy G
June, and the level is still 2 st.dev below avg. The risk: UM has normally been the canary in the mine
before recessions

AEMU

»

»

Industrial productionwas likely down in July, as production in both Germany, France and Spain fell
¢KS 9a! YR GKS 9/ . |adurtddtPoivagEsyindihioudd thg aniual @rSvBhfate
come sharply down in Q2, like we think they will (due to large base effects), and a 2.5% trend is confi
it is not by itself an argument for raising interest rates (higher margins and an initialllovergite level

still could be). Negotiated wages are also kept in check

A Norway

»

»

b2NBSa 'y 1 Qa wS Jistieynost impodant io@aNihta citdhieId&eR. We expect
companies to have recognised that growth has sloywast months(as reported by Nat. Accounts), to
some 1% GDP pace (a 0.5 growth indé&hg outlookhas also weakened, we assume to 0.5% from 1.6%
(a 0.25 growth index), which still would be in line witt2 . Bu@emodest growth forecast

¢ KS | 2 Y S sedzhoim&stlggrebut on Thursday, and sales have been faifioge or less since
Dec20, whereas thavgno. ofstartshashooveredr NE dzy R Hp QX 3IA GBS 2NJ G ] ¢
trend is down. Th&1 NoBa Regional Network signaled a slowdown in the construction sector and the
prospect of higher rates is likely to bring down starts somewhat. SSB has so far reported stable housi
starts, Aug. data out this week

Sources: Bloomberg. SB1M est. in brackets. Key foreign & all Norwegian data are hightightedst important in bold 4
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Retail sales are still soft, manufacturing production recovered in May/June/July
Global trade may have flattened. Both manuf. Prod. & global trade exposed to lower retail sale

Global Retail sales, industrial prod. & trade
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A broad slowdown of retail sales
Is manufacturing exposed? Surveys, like the August PMIs send a warning sign too

Retail sales volume

Manufacturing Production
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Global economy

World Commercial flights
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Global trade: The last months are estimates from Kiel Institute
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Global airline traffic down last week but it may be temporary (like in 2019)
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D5t FSftf Ay vHX Yzaufteée RdzS (2 GKS
Global GDP fell ata1%pace in Q2-0.5%not annualised

GDP GDP losses vs. trend
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A GDP in Russia fell at a 7.4% pace in Q2A%), and the previous two quarters were revised significantly down. GDP in Bunsia i
back to the same levelasin@dp o6 YR (Kdza Ay fAYyS GAGK DSNXI yYyeEXo

A GlobalGDP is some 3% below the grandemic growtipath ¢ as the global economy is now slowing
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Core CPI has peaked where it is the highesut it is far too high everywhere
Energy prices the main culprit, but core prices are also contributing. However, some peaks art

Core CPI Inflation CPI Inflation |
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Global economy

Data still slightly on the downside but most countries/regions close to neutral

US, EMU and China are all below par
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Citi surprise index
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The global PMI crossed the 8e in August
The global index fell by 1.5 p4®.3 0.2 p below our estimate. The trend is clearly down

Global PMI vs growth Global PMI vs growth
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A The composite PMIs fell sharpy in the US, and declined in Japan, the UK, and in the EMU as well, while China and o
EMs in average reported just a small setback

A The US index is now at the bottom of the leagaie44.6 down 3.1 p, lower than the preliminary estimate at&®hile the
parallel ISM index is at 56.1 (out composite est.)

11



K]
SpareBank €

MARKETS

Only 5 countries reported a higher composite PMI, 22 countries/region a dec

10 countries below the 50 line (including EMU, UK, US, Japan); the majority is still above
Composite PMI

. Deviation from 50 & change last month Devv Change
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A The rich countriegDeveloped Markets, DM) PMIs have fallen to the bottom of the list
» One exception: Thialian PMI was up 1.8 p due to strength in the service sector

A ThelSM surveyis far better than{ 3t Qa ! ¢ KSIZNIASE WwO2YLIRaAGSQ 3IFAYSR n 0B.70t@44.p dhism =
discrepancy is more than strangend is entirely due to the diverging service sector indices (ISM covers mostly larger ceshpani

A (Norwaydoes not compete here, we just have a manufacturing PMI. The August index would have yieéldald@e5n the composite race)

12
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Mind the gap: S&P says services are contracting further, while the ISM was
The history of the two surveys are too similar and too short to judge which is the best survey

USA PMI/ISM Services USA PMI/ISM vs GDP
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AX odzi Ay a2YS FSg J¥2yidKa ¢S oAttt FTAYR 2dz
» LYy F2N¥If NBINBaaiAzya @a aSNIBAOS aSO02N LINPRAzOGA2Y S8R @ka NEIG)NEN®Y id I (
clearly more reliable than the ISM survey but we do not really trust this outcome
A The ISM services index gained 0.2 p to 56.9, expected 55.1. This survey is tilted towards the larger companies
» 14 sectors reported growth, just 2 a decline vs. July, primary sectors &matest./recreation
A{gtQa talL o6F1F alNJAGOL FStf odc LI 2 nodr>x ndc LI £ 26SNI G

A The average of the ISMs and PMIs is dgvuit is not signalling any recession (thanks to ISM services) 13
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The Eurozone final PMIs confirmed in contractionary territory
The composite down 0.9 p to 48.9, not a positive growth signaand large due to weak German de

EMU PMI vs GDP EMU PMI Composite
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A The decline in the flash EMU PMIs was confirmed. The Germany, ltaly, and the manufacturing sector in general are ths weak lin
A Themanufacturing outputindex increased ever so slightly, but output is still contracting

A ltalian and French service PMIs surprised on the upside and are still signalling growth, héweesem of the parts for the Eurozone points to
around a 0.5% contraction in GDP

A GDP growth in both Q1 and Q2 has been revised up, in Q2 up to 3.1%

» Duringthe pandemic the correlation between the PMIs and actual growth numbers has besm ¥ée now assumes the PMIs will become muethel as predictors of
growth.

A The August print is not the bestbut still it does not show a dramatic impact of the surge in energy prices in Europe recent months 14
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Incredible strong Chinese auto saleso no panic even if housing is struggling
Global sales further up in August, as production is recovering. Sales are still 5% below the 20

Global auto sales Global auto sales
90 M, ann. rate 90 9 y
) . 50 - % change from 2019 avg L 50
80 - -80
China 34
70 - 25 - - 25
60 - -60 /World -5_|
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A GlobalautosaleNP &S w3 Ay ! daAdzadz F2tft26Ay3 GKS w3 tAFOG Ay wdA e&od {IfSa I NI

A The regional differences are substantial: Sales kept up at high le®aina(+34% vs 2019 avg.), and the slump in sales during the lockdowns is more thar
compensated. Sales in th#Sfell marginally to22% vs 201%EMUsales rose some 5% (our est.) but remain 29% below the 2019UH{sdhles rose as well,
but also down 29%\orwegiansales rose, and are just 8% below the 2019 level, best among rich countries

A Russian salemse, but are down more than 70% since before the war, probably both due to lack of supply (imported cars at least) @odiesdand
from households
A StilLEM x Chinatotak & R2 gy We2dzaldQ wmw: @ad GKS uHnmd  SaASndthe testiS noRiEaCidr Belows théwth W dZa
A Auto productionis very likely limiting sales most places. However, production is now heading upwards. Chinese production was 32% dli®vketiet i
July. South Korea is also above the 2019 level, but auto production is well below a normal level in all western couirrdegpand 15
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Full speed ahead in Chirggand others are recovering too
Will pent up demand keep demand and production up even if most economies slow?

Motor vehicle production

50 - % change from 2019 L 50
China35 |
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Global demand is softening. Exports down from ATH
Imports down 3% (value terms) amid lockdowns, real estate slowdown

China Foreign Trade China Foreign Trade Volume
350 - 350 350 : : - 350
USD bn, s.a USD bn/m 3 IFxports
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_Trade balance L76.3 billion i
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A ExportvaluesF St f 2 Ay ! dzA3 F2tf26Ay 3 (KNB SJub.ExpBry &e Up 8.3%iyK, B BhmiodeedpéctafiofsO |
Export values are still up 44% from before the pandemic,expart volumesare up 15%. Economic data and surveys have pointed to a
aft26R206Y AY UGUNIRAY3I LI NIYSNARQ SO2y2YASa FYyR AG &aSSY |a AT (K7

A Imports were down 3% m/m in Aug, and are down 1.3% y/y, close to expectationsume termsimports are down by 14% from the peak
level last spring and roughly 8% below the pgandemic trend path

A Thetrade surplusat USD 79 bn was 13 bn smaller than expected, but the surplus is still among the highest ever. In seasonally adjustes te
surplus equalled USD 76 bn, or some 5% of GDP. Even if exports fell in August, Chinese growth has become (net) egkponbie®, Anleast

partially, as a higher trade surplus in goods have lifted GDP by some 2% since before the pandemic 17



Bank credit declined further, shadow banking came back in August
Total credit growth higher than expectedup to a 10.4% pace from a 5% pace in July

m/m RMB, trl, sa. . . 4
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China Credit growth
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A Total creditgrew at a 10.4% pace in July (m/m, seas. adj. annualised), however, up from one of the lowest prints ever. The annuateygairtad
0.1 pp to 10.5%, and the growth rate is trending upwards

A Total creditrose by 2.4 RMB trl, expected 2.1 trl (not seatio @ ¢ KS WwWO2 NBQ
R20X dzLJ FNB2Y MOH

Bank loangose by RMB 1.0 trls(g or at a 6.3% annualised pace, below expectations of RMB &.&&|2 month in ro
I dz0 K2 NA G A Sa

H

»
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dp NI

f2lyaod DdzSaa

6aslka

I NB

Shadow banking creditose by RMB 1.4 trl, and is up 9.7% yly

Local governments have beersponsible for most of the increase in credit outside banks recent months. Less revenues from sale of land, and paipiic
of unfinished building projects may explain the steep increase in debt (25% yly)
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Headline inflation down 0.2 pp to 2.5%he core flat at 0.8%
LYFEFdA2y Aa y20 [/ KAYlIQa LINBR2YAYlIyd OKI f f

China CPI China Core CPI
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A Total annual CRVas decelerated to 2.5% in Aug, expected up to 2.8%. Prices fell 0.1% m/m, down from 0.5% in July

A The core CRKk energy, food) was rose 0.1% m/m in Aug, and the annual rate was flat at 0.8% y/y. The 3m/3m rate is at 1.0%
A Food pricesare up 6.1% yly, with pork prices again in the lead, up 22%

A Gasoline/fuel pricesare up 20% (still down from 24% y/y in July)

A Both core & headline inflatioris still low Monetary policywill not respond to actual inflation data if inflation is not really high or line, real
economy and the credit market is more important. Now authorities try to kickstart the economy again after the lockdowns

19
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R
X YR 61 3ST LINAROS LINEaadzNB a 7% bgdbike éxtwkak. But thelat

Fed funds future A Main messages from the regional survey
45 45 » On average, economic activity was unchanged from the last report.
' ' 5 districts report that activity contracted modestly, and 2 districts
404 _:Jun_23 397 said growth had stalled, and the remaining 5 reported modest
' ~Jan 23 3.88 growth _ _
35 = » High inflation had made a dent in household demand; essentials are
' being prioritised
30- L3.0 » Demand for housing weakened noticeahligome sales fell in all
districts
2.5+ = » Mixed activity in the manufacturing sectqstill issues with regards
e <Fed funds 2.33 to labour shortages and supply chain problems
2.0 -2.0 » The labour market was still very tight but nearly all districts noted
modest improvements in labour availability (which not has been
1.5 V‘ -1.5 signalled by surveyg)and wage pressures were easing some
places, but there were reports of migkar rises to offset higher
10- 110 costs of living (a wage/price spiral?)
» Overall inflation moderated in 9 districts, but the level is still high.
0.5 - -0.5 Substantial increases for the price of food, rent and utilities were
I observed
00 Aor  May  Jun Ju Awg 0 A Taken face value, the Beige book confirms that growth has
y 99 9 halted, but not that the economy is a recession now
SB1 Markets/Macrobond A Even so, the interest rate market is now pricing in an over
USA Fed funds rate (OIS) 90% likelihood for a'375 bps hike in September
FOMC  Effective Fed funds rate A The Fed clearly stated at Jackson Hole that it has its eyes
meetings 0,00;51,01,52,02,53,03,54,0 solely on inflation, and that the labour market is completely
I— . .
N 2.33 - 0.00 out of balance
Sept21 I 3.04 0.7 , _ _
Nov 2 == 355  0.11 » Biggerthan-normal rate hikes are to be expected, and rates will
Dec 14 DEESSSEEmmmmmms 383 0.13 remain higher for longer. The market is expecting a 4%& rate next
Feb 1 DEEESSSSSSS——— 393 0.11 summer.
March 22 IEEEEEEEEEEENE—. 3.95 0.09 » Still, in the end, the data will decide
May 3  IESSSSSSSSSSSSSSSE 393 0.08

MW Last Change last week
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Atlanta Fed: Wage inflation is (probably) not slowing
¢KS YSRAIY ¢13S A& dzLJ cdox: &keéX cdmr o Y |

USA Wage indicators USA Atlanta Fed median wage
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Ardtlrydlr CSRQ&a YSR63%growtiNih AupuSipch MddhLigyNIurSaculated m/m was just slightly above zero, following
a small decline in June. The 3m/3m rate is still at 7.1%3Theverage annual waggrowth at 6.7% is the highest ever, and the current
wage inflation is 3.3 pp higher than the past 10 average, a wage acceleration we have never seen before (all data from 1983)

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

A All other wage indicatord NB NBLRZ NIAY3I Frhad ¢F+3IS INRBGGKE yR it I NBE NBLRNI
still accelerating, other are slowing marginally but all are growing2.8% ¥ 1 a0 SNJ U0 Kl y U K&whichiwdl makenitn € S| N
impossible to reach the 2% price target over time
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So why is wage inflation soaring like never before?
Because vacancies are higher than anytime before, it seems like. How to bring wage inflation

USA Wage inflation vs vacancies USA Wages - Actual vs NFIB survey
8 -‘Vacancy rate, % Median wage growth 45 0 i - 4.0
- 4. % t 9
Calc. before 2000, pp dev. from 10y avg | 4.0 h?grrfgf\:vg];es Changq iy % - 3.5
7 and last month | o 45 - 9 m fwd L 30
) _;j_ - 25
7 Median wage - 2.5 ] -

Atlanta Fed L 20 35 2.0
5- dev.vs. 10.y avg L 15 - - 1.5
—> M‘ - 1.0 - 1.0
4 - HM/\-\\ AJM-T k05 - 05
- - II' - 0.0 0'0
3- \A ‘(I’J \ [\id ,’r! 05 --05
,f‘ ¥ ﬂﬁ 1 --1.0 --1.0
2 --1.5 15

--2.0 5 - Median wage '
1] L 25 devvs 10 y avg --2.0
L --2.5

Recessions shaded -3.0 Compensation: Avg. of actual & plans '
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A hdzNJ Wt KA based bikthe GadzNdy &t@ signals a further increase in wage inflation the coming quarters even if vacances have peakadcy hate
leads changes in wage inflation quite consistently by 3 quarters. However, we would not be surprised if the current eatydughi wage inflation turns out
to be the peak

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

A Wage inflationhas already accelerated by almost 3.3 pp_vs the 1Q y average (Atlanta Fed median) and cannot possibly generate a Rliopriateioiver
tme.¢ KAa Aa CSRQa YIAY KSIRIOKSY y2u UKS Odz2NNBbyu KAIK dorse AYyFtlFruAZy

AS5SYIFYR F2NJ fF02dzNJ KIFa (2 0SS NBRdzOSR aKIFNLX & Ay 2 NRS Mhudaoidab® REGEBSIGN A
» Check under which circumstances wage inflation slows on the charts above (hint: find the shaded areas, follow the bine wagevkll 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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ECB with biggest hike in histoysaying there is more to come
The ECB hiked the signal rate by 75 bpbecause inflation is far too high»

EURIBOR 3m FRA
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A The 75 bps hikevas expected by the majority of economists some
days before the meeting, and almost fully priced into the market, the
3 m EURIBOR rate rose by just 2 bps but longer dated FRA rose mo
The repo rate (which is close to the money market rate) was then
lifted to 0.75%, while the deposit rate was lifted to 1.25%

A The bank statethat inflation is far too highand likely to stay above
target for an extended period, and that the bank stands ready to
adjust all of its instruments within their mandate to bring inflation
down. Howeverthe TLTRO programm@ncouraging bank lending)
was not discussed at this meeting, antightening of the QTwas
not at the tableg but the discussion will soon start

A The bankevised down its GDP growth projections for next year
significantly to 0.9% from 2.1% in the June report. GDP growth for
2022 was revisedp by 0.3 pp to 3.1%, while 2024 projections are
down 0.2 pp to 1.9%in sum a 1.3% downward revision

A At the same time, the bank ditbt give any forward guidancelt
said it will be data dependent and follow a meetibgmeeting
approach (central banks always do that anyway, even with a forward
guidance). When asked what the bank sees at the terminal rate,
president Lagarde answered that they will hike until they see inflatior
returning to the target, which iprobably more than two hikes,
including this one, but probably less than five

A Short term market ratesose just slightly after the announcement
(and further at Friday), while longer dated EURIBOR FRAS remaine:
virtually unchanged as the growth outlook rapidly deteriorates. From
mid June, the assumed peak for EURIBOR rates have fallen to less
than 2.45% from 2.65%. Stitbllowing a 20 bps lift in the D22
EURIBOR 3 m FRA, another 100s-hikes are discounted before the
end 0f2022. Too aggressive, we thiflhe EUR fell as Lagarde spoke,
but rebounded agaimfterward 23
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Unit labour costs are accelerating but still on a 2% trajectory

EMU Unit labour cost & core CPI

140 - - _ - 140 A Unit labour cost(labour cost per unit produced = wage
2002 =100 Unit labour co cost/production volume, growth in UCL= wage growth
1351 / 135 productivity growth) has jumped up during the pandemic as
130 - 130 productivity fell because employment was not cut (as in the US)
A On the other hand, in the 3 years before the pandegémnd
125+ 125 through the pandemic so fayULC has accelerated to 2% from
120 - 120 1%. The 1% growth in unit cost corresponded to the long term
Core CPI (H|CP) growth in core rate of inflation at 1%and a 2% ULC inflation will
115 1 - 115 over timeyield a 2% CPI inflation
110 - 110 A More Q2labourcostdata fromthe EMUout this week
105 - // - 105
V.
100 - o - 100
/
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Unit labour costs not the problem in the EMU, nor in Norway
However, cost are no risirglighltyabove a 2% pace

Unit Labour cost Unit Labour cost
1254 0 0 IR 117.5 - 2015 = 100 - 117.5
e USATIS |
<3% 123 | | <“USA 115
UK 121 115.0
120 - c
1251 it
i (o)
| _%Norway 115 <UK 111
115 2% 115 110.0 - o - :
= - |
<EMU 112 | 107.5 - / _<Norway 108
- L : “EMU 107
110 110 2%u10c6)
1% 107 105.0 - 2%
105 - - 105
102.5 - / -102.5
100 - L 100 100.0 - 7/ -100.0
7.5 v e e Sr 975
95 ST 9% Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
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SB1 Markets/Macrobond SB1 Markets/Macrobond
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Swedish house prices keep falling, accordingwenskMaklarstatistik
The realtors reported a 1.2% m/m decline in apartment prices Aug, and prices are down 9%

Sweden House prices Sweden House prices

13095019 = 100 } 130 4'Change m/m -4

seas. adj.
125 4 -125 3 1 -3

120 - - 120 2+ Hox Valuegard 2
115 - /'/ - 115 14 \/\‘/\/*../\/\ - 1
110 - - 110 0 \‘ ' 0

:-.‘

105_Flats, Maklarsta 105 -1
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A Prices fell in all big cities, and by 3% m/m in Stockholm (apartments,-bioigles were down 2% in the country as a
whole and-4% in Stockholm)
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Headline CPI lower than expected, but inflation still broad and well above tar
Headline CPI was up 6.5% y/y, down from 6.8% in July. The core further up to 4.7% yly

Norwav CPI core A CPIATHEex. energy and taxes)se 0.2% m/mg.g, and the annual rate climbed by
504 y L g ¢ 0.2 pp to 4.7% pp, we expected 4.6%. Consensus was at 4.8%, NoBa expectec
4'5 | Change % yly A Food pricesose 0.3%, we expected unch., following the 7.6% surge in July. We
4'0 | 4.0 not expect further (seas. adj) price increases the coming months, but the annua
3'5 | | 3'5 will remain lofty the coming yeaAt one stage, prices will be cut
30- Infl. targ 30 » Transportation and airline ticket pricesose sharply, and several other sectors also
’ ’ contributed
gg T W= | I ;g » Prices orimported goodsrose 0.2% m/m, and are up 4.6% ydpmestically produced
1 N e goods & services were also up 0.2% m/m and are up 4.7% yly
1.51 r15 » 10 sectorgeported growth above 2% yly, and just 2 are below (and one at 2%). All
1.0 1 ~1.0 trimmed/median measures tell the same stotgflation has broadened
051 0.5 A Total inflation fell by 0.3 ppto 6.5%, which is still a very high level historically. W
0.9 1'Change m/m, 6m avg (line) " 09 expected 7.2%. If not for electricity subsidies, inflation would have been 9%, a
] C normal rate these days. Electricity prices rose 14% in August, we expected far 1
0.6 g Gasoline prices fell by 12%, close to our forecast
0.37 AN AMEMININA MWV’V\W/’ c A The outlook
0.0: i : 0.0 » Most of the lift in electricity prices are behind us, due to the generous government
-0.3 4 Seas. adj by SB1M --0.3 SUbSIquS _ . . . .
13 14 15 16 17 18 19 20 21 22 » Gasoline priceare on the way down and will contribute to a decline in headline CPI
N Inflati . » Ifso,average 2022 inflatiom A f £ 6S a2YS pop:rI YR | 62
orway Intiation — o core inflation may average 3.5%, which is no more than 0.3 pp db@&e F Q& a
ota [
A So what?
| » Core inflationis highertharb 2 . FQ® 4G X odzi y2d RNI YI (A
hits real income (and 2022 wage inflation will not be revised much upwards), and wil
M4 dampen demand
M3 » ForNorges Bankvage inflation is the dominant risk vs inflation over time. The headlin
-2 inflation in 2022 may end up more than 2 pp above the 3.3% which was the basis fo
-1 wage negotiations last spring. What the inflation forecast will be inF:tbefore the
I the wage negotiations is still in the blue but the risk is that wage inflation will end up «
» the high side, if just to compensate for 2+ pp loss in 2022
|, » A 50 bps hike next week is probably a done deal, and the bank will reach the 2.25%

o 1 12 13 12 15 16 17 18 19 20 o1 22 the assumed to be reached in Dec, in the June MPR. However, the next 2 x 50 the r
is now discounting, is probably too aggressive
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All measures of inflation suggest a broadening, to a 4% level
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Domestic costs: Weak productivity growth is lifting unit labour costs
Wage inflation has not accelerated (we thought it would)

Norway CPI| vs wages (TBU)
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Norway CPI vs labour costs
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A Unit Labour Cost is up more than 3% y/y, but underlying growth well below 3%
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GDP fell by 0.3% in June, expected up 0.2% (consensus & NoBa). The GDP level is 1.4% be

Norway Mainland GDP
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A Mainland GDRyrowth has slowed faster than we and most other, Norges
Bank included, have expected. The history (level in June) was revised do
by 0.2%. Thus, just 0.3% growth from last Sept!

»

Even so, employment has increased substantially, by some 1.7% (to July fr&t)Sep
and the unemployment rate has fallen (albeit not by much recent months). Hours
worked (quarterly National accounts) are up almost 5%! Thus, the flattening of GDP i
somewhat surprising.

A Whyhas GDP stagnated?

»

»

»

Production:Public sector has activity has fallen by 2.1% since last September
least partly due to downscaling og Covid related activitee9.5 pp drag on
Mainland GDP. Ex. this drag, GDP is up 0.8% since last Sept, close to a norn
growth rate. In June Government GDP fell further, and GDP ex government ¢
0.2%, in line with expectations. Services, and in June also manufacturing
production, are up by 2% since last autumn. Within service, trade is contractil
in line with the decline in consumption of goods

A On a technical note, value added adjusted for changes in subsidies & taxes is up |
1.1% since last Sept

Demand:Household demand in Norway has fallen sharply due to less deman
for goods, a 8.8% drop, and much larger than the increase in spending on
services. In July, both components fell. Oil investments, mainland business
investments and housing are all down since last Sept (and revised down). Ne
trade has contributed on the downside too, both goods and services (but just
more travel abroad). A much larger increase in inventories has contributed
heavily on the upside, we assume at least partly due to more oil investment
under work in manufacturing industries

So what?

There are some excuses, and labour market data do not confirm any worriso
weakening of the economy, rather the opposite. Still, growth is slowing, and v
do not expect any recovery near term due to the decline in real income and
higher interestratesh dzZNJ R2 A a K @GASg @Pad uKS C
expectations is strengthened
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Norway is slowing, like the rest of the world
The Norwegian business cycle is very closely correlated to the global cycle. Now, both are slc

Norway vs World GDP Norway GDP: Qil or Global growth?
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A Global GDP vs Norwegian GD®banking crisis (19881992) and the oil sector recession (20:12017) are the only
important exceptions

A The oil prices from time to time contributing both at the upside and the downside, and a model based on global GDP
and the oll price explains everything you need to know about the Norwegian Mainland (ex oil production) GDP

» Now, a positive contribution is assumed, as a response to the lift in the oil price vs. the level in 2020 and 2021
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House prices surprised on the upside in August, up 0.6%
Prospect of higher rates is not biting yet. However, supply of homes for sale turned up

Norway House Prices Norway House prices vs Norges Bank's f'casts
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A House pricesverefar strongerthan we, most economists, and NoBa expected in August (we assn38d). July data was revised marginaplyto -0.1%from
-0.2%. Prices rose in all cities in August, the most in Stavanger and Kristiansand where prices fall sharply in Jols sk Ipyi0.4%

A Theno. of transactionshas come down to a normal level, following the early pandemic surge néaveapprovalsfor sale rose sharply in Augu$he
inventoryN2 &S (2 dZdpQ Ay ! dz3 TNEY MIH AY2IWdzZ eX YR A& y2¢ 0 GKS KAIKSS

A In the June MPRJorges Banlexpected that prices start declining in July, @odtinuedownwards until Q2 next year, in susy 2v4%f the current plan is not
sufficient, rates will probably continue upwards until they bite. The reason: The main transmission mechanisms betwestmatesrand the real economy is
]'Ehrough the housing market, and the impact on household disposable incbineeAugust price hike underpitise market expectation of another 50 bp hike
rom NoBa in Sept.

A In Sweden prices have fallen sharply recent months, especially in Stockholm. Preliminary data sigrias aecline inJuly, in sum 9% over the past 5 mont
32



Highlights

The world around us

The Norwegian economy

Market charts & comments

SpareBank

MARKETS

[
1

33



K]
SpareBank €

The global PMI crossed the 8e in August
The global index fell by 1.5 p4®.3 0.2 p below our estimate. The trend is clearly down

Global PMI vs growth Global PMI vs growth
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A The composite PMIs fell sharpy in the US, and declined in Japan, the UK, and in the EMU as well, while China and o
EMs in average reported just a small setback

A The US index is now at the bottom of the leagaie44.6 down 3.1 p, lower than the preliminary estimate at&®hile the
parallel ISM index is at 56.1 (out composite est.)
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An unusual steep decline in rich countries, by 2.1 p to 46.9, the US to 44.6
China and Emerging Markets x China kept up far better, and both remain well above 50

Global PMI Composite PMI
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A Both manufacturing & services contributed to the decline in the global aggregate in August
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Only 5 countries reported a higher composite PMI, 22 countries/region a dec

10 countries below the 50 line (including EMU, UK, US, Japan); the majority is still above
Composite PMI
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A The rich countriegDeveloped Markets, DM) PMIs have fallen to the bottom of the list
» One exception: Thialian PMI was up 1.8 p due to strength in the service sector

A ThelSM surveyis far better than{ 3t Qa ! ¢ KSIZNIASE WwO2YLIRaAGSQ 3IFAYSR n dB.1pit@44.p dhism =
discrepancy is more than strangend is entirely due to the diverging service sector indices (ISM covers mostly larger ceshpani

A (Norwaydoes not compete here, we just have a manufacturing PMI. The August index would have yieéldald@e5n the composite race)
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Global PMF Inflation

Price increases are slowing, according to the PMIs
All price indices remain at very high levels, though
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OECD Inflation vs PMI prices
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Global PMI

Services PMI down 1.9 p to 49.2, into contraction territory
US up almost to the top of the list, or down to the bottom. Rather confusing

PMI services
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Services PMI

Deviation from 50 & change last month

Dev vs Change
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If the ISM is correct, however, the service sector as a whole may be faring better
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Future activity aspects in the service sector turned up
China reports growth above normal in serviceand the future igretty bright

World Services PMI China Services PMI (S&P)
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Almost all sectors reported slower growth IAugust,2/3 are below the 50 line

8 sectors up, 21 down. 20 sectors are below thdid@, just 11 are still above
Global PMI Commodity sectors
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Global PMI Finished goods
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Many service sectorsre contracting
Beware real estate: has fallen sharply recent months. We think we know why

Global PMI Consumer services
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Global PMI Commercial Services
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