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Highlights

The world around us
The Norwegian economy

Market charts & comments

The headlines are linked to the relevant section in the report
The elements on the «Last Week» page (p 6) that are covered with more analysis in thar IM ed ?fEBank
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Lastweek Themain takes

A Trade& other conflict US and China will resume the trade talks (at a lower Jgthe first formal meeting since the tariffs
were actuallyimposed. If talks are successful, tfwe presidents could meet in November. The-Tikey tension did not
disappear; the US said the tariffs would remain even if the US pastor is released

» The Turkish liraecovered almost half of the recent loss, beféwesingsome of it on Friday. The authorities are still struggling to
find the right policy answergs the economy (thadt N3 | OOSLJil 6t S (2 GKSYX0 ¢KS olFyf{a
reduced by limiting currency swaps. But interest rates are not hélsethe authorities prefer to use fiscal policy measures instea
The problem, besides the debacle vs the imprisoned US pastor, is that the economy is overheating, funded by too much cre
double digit inflation, and a huge current account deficit at

A ChinaJulyfigureswere on the soft side but the overall picture is still stable growth. Manufacturing production and
investments are still growing quite steadiRetail sales are decelerating fast, demand must be weakening (and auto sales
falling). Credit growth is slowing sharply t@dtijough July was abom(pectatlons) from shadow bankiriguring the
weekend the authorities announcedeasures to increase bank lending infrastructure and companies struggling with the
impact of the trade war. Even if credit growth has slowed, house prices rose sharply in July

A Some mixed signals from th#S housing market; housing starfsll short of expectations in July after slipping in June. A si
2F¥ oSlilySaaK hy 0KS 2U0KSNJ KIFIYRZ LISNN¥YAUaAa NBYFAYSR U
like some months agdretail salesre still growingManufacturing productionis expandingat a moderate pace but
manufacturing surveyare diverging as the NFedsurvey tickedup in Augand PhilFed plunged (but remained above an
average level). Small businesses have never been more optimistic (but are unable to fill record high vacancies)

A EMU Q2GDP growthwas revised up by 0.028 pp, which was enougiotmd up the growth figurérom 0.3% q/q to 0.4% q/q
(and1.5% annualised). Thus, the economy expanded at the same pace in QQlas3armany surprised on the upside

A Swedish housrices surprisingly fell in July but the labour market is tightening

A NorwegianMainland trade deficitis widening, as imports are trending sharply up while exports are quite flat. No new si
from Norges. | Yy dufudt meeting, as expected. All set for the September hike
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China:A slow slowdown

Retail sales slowing, manuf. & investments a tad weaReerall picture still stable growth

China Growth indicators
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In total, July figures were on the soft side

A

Manufacturing production grew 0.5% m/m in July, up 0.1 pp
from June. Growth has remained quite stable, although declinil
somewhat recent months. The official annual rate came in at
6.0% in July, in line with expectations, while our less volatile
estimate yields 6.1% yly

Retail salesyolumes rose 0.4% in July (a&lg. Sales growth is
slowing down fast, our estimate on the annual rate was 8.7%,
down from some 10% in 2017. Volume growth has dropped fro
9% in 2017 to 6.5% in July

Investmentgrowth is was marginally lower in July (0.4% m/m),
stabilising the past yea@ur estimate on the annual rate was
unchanged at 5.5%, sliding slowly down recent years and the
investment ratio in % of GDP has declined significantly. Real
investments growth most likely stabilising at just 2%

» Housing starts surged in July and is trending straight up. Tl
level is high and the upside is probably limitekbng term
downside

» State controlled investments are slowing (doviln4% yly in
July), private investments growing at some 10%

Credit growthcame in above expectations in July but the trend
sharply downward. Money market rates have fallen substantiall
will the authorities cut the signal rate sooiring theweekend
the authorities announced measures to increase bank lending
infrastructure and companies struggling with the impact of the
trade war

Surveyshave been slightly weaker recently but are still strong
and do not signal an any slowdown
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China: Growth irretail sales Is slowing fast
Sales volume rose 6.5% y/y in July, down from 9% last year, nominal growth at 8.8%

China Retail sales, volume China Retail sales, volume
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A The official value growth rate fell to 8.8% in July, down 0.2 pp from June and 0.3 pp weaker than expected. Ou
volatile value growth estimate (based on official seasonally monthly value figures fell to 8.7%

A Our volume estimate was up 0.4% m/m, underlying growth (3m/3m) has fallen to 4.8%, the lowest on record (c
back to 2005). The annual rate slowed to 6.5%, down from 6.8% incAmEe9% in H1 2017!

A Retail sales volume growth has slowed steadily since 2010 and faster recently, household demand is slowing
5 » The declinein investment growth has not been compensated by higher consumption grozaihs/2018 SpareBanko
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China: Realnvestment growth has stabilised at a low level
Growth has slowed in nom. & real terngsgood news! The invest/GDP ratio has droppec

China Investments - nominal & real EM Investments
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A We apply a mix of the GDifeflator, CPland PPI indicesist to illustrateinvestment in real terms, we say 2% volume
growth. Real investment growth has flattened the past year, down from 15% in 2015!

A 1n 2017, nominal GDP growth picked up sharply, while nominal investment gstoviied. Thus, the investment/GDF
rate fellrapidlyand itis still declining, we assume to below 40% by the end of 2018 (estimate indicated on the cl
» ¢ K I goddaews; implyingthat the Chinese economy is changinack. Therisk for an abruptlownturn in investmentss lower
» Now we are more worried about high investments in Turkey, partly Indonesia. However, these countries will not rock thee wol
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China: Housing starts surging, other construction not
Housing starts are increasing rapidly (as are sales), other construction more or less fl

Construction starts Housing sales & starts
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A Residential starts rose to the highest level in 5 years inahdyis on a steeppward trend that started in early 2016;
growth now at some 20% yly

» Housingstarts areup some 50% from the 2015 local trough, and they are almost back to the 2011 ATH
Homesalesare on the rise too, still runninigigher thanstarts (albeit lower in July). Inventories have been declining

Other construction starts arg% y/ybut the trend is more or less flat, the level is the same as 5 ago!
20/08/2018 pdreBank
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China: Banks still lend, shadow credit slowing sharply
Growth in total credit is slowing too, 11.7% in July, down from dv8%ears ago

ACKSNE KIFa 0SSy aSOSNIft WgAif RQ OeéOf S &nowyie arekctearhO N
into a tightening period
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