September 21, 2022
Winter blues beckon
 Household misery compounded as entrenched inflation hurt jobs
 Rapid policy rate rises and recession result in continued financial market volatility
 Clouded outlook – potential for resilient growth but risk of stagflation from energy crisis
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Global Macro Forecast

Executive Summary
Global backdrop: Winter blues beckon
The narrow path towards a soft landing for the world
economy is now all but overgrown. More persistent
higher inflation amplifies the risk of wage-price
spirals, but by raising policy rates further we judge
that central banks will ultimately avoid such
entrenched inflation, despite the European energy
crisis raising the spectre of stagflation. Admittedly,
growth has so far shown resilience, but the flipside
is that even more monetary policy tightening is
necessary to safeguard price stability. We forecast
recessions in several economies, leading to job
losses for households and flagging sales for
businesses, adding to the pain already caused by
lingering inflation and cost increases. The downturn
in the global economy will also trigger markets to
revalue risky assets. Towards 2024, however, we
expect the economy to get slowly back on its feet,
with growth normalising and inflation receding.
UK: New PM, new approach
With the election of Liz Truss, the UK now has its
fourth Prime Minister in just over six years, and a
general election is likely in the spring of 2024. Before
then, the country faces a considerable number of
economic challenges, most immediately the cost-ofliving crisis and the need to bring inflation down. The
first steps have already been made, capping energy
prices and cutting taxes, which will maintain
consumer spending and we are forecasting will
mean the UK narrowly averts a recession. But there
remain challenges with consumer confidence at
record lows and borrowing once again rising.
Sweden: Harder times but no deep recession
High inflation and rapidly rising interest rates have
hampered household consumption, housing
construction and corporate investments, and we
expect economic activity to slow down over the
coming year. However, fiscal support to households,
and a labour market that remains relatively robust,
will temper the economic downturn. Meanwhile, we
expect the Riksbank to raise its key policy rate
sharply to 2.75 percent at the beginning of next year
in an attempt to reverse the rapidly rising inflation,
and we believe that interest rate cuts are likely to
occur in as early as 2024.

Norway: Norges Bank is showing no mercy
The labour market is running red hot, core inflation
has spiralled well above target, and wage- and price
expectations have sharply increased. In an effort to
curb the escalating pressure, Norges Bank is likely
to take a heavy hand, and we expect the key policy
rate to reach 2.75 percent by the end of this year,
before rising further to 3.25 percent during the first
half of next year. Bringing down inflation is currently
Norges Bank’s top priority, and this will have
consequences. The economic outlook has
deteriorated markedly, unemployment is expected to
increase throughout the entire forecasting horizon
(2022-24), and the housing market is likely to take a
harder hit than previously assumed.
Finland: Mild downturn and high inflation
Despite the ongoing global macroeconomic
turbulence, the Finnish economy has held up well so
far in 2022, although there are signs that the
economy is now starting to cool, and we expect it to
regress further this year. Furthermore, we forecast
activity will remain sluggish next year as high
inflation dampens private consumption. We expect
GDP growth to decline by 0.2 percent in 2023,
coupled with weak domestic demand. Although we
believe inflation will moderate next year, it will likely
remain elevated. We expect a modest increase in
unemployment in 2023 and expect the outlook for
the Finnish economy to improve in 2024, when we
expect GDP growth to rebound to 1.0 percent.
Denmark: Winter is coming and so is recession
The dark clouds that were looming on the horizon
before summer are now forming into a winter storm.
The combination of tighter financial conditions,
higher inflation, weaker global growth and an
escalating energy crisis indicates a more severe and
prolonged recession than we had previously
anticipated. We now expect demand to remain
subdued in 2023, inflation to stay higher for longer
and unemployment to rise, which will exert further
downward pressure on an already weakening
housing market.
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Global backdrop

Winter blues beckon
The narrow path towards a soft landing for the world economy is now all but overgrown. More
persistent higher inflation amplifies the risk of wage-price spirals, but by raising policy rates further
we judge that central banks will ultimately avoid such entrenched inflation, despite the European
energy crisis raising the spectre of stagflation. Admittedly, growth has so far shown resilience, but
the flipside is that even more monetary policy tightening is necessary to safeguard price stability.
We forecast recessions in several economies, leading to job losses for households and flagging
sales for businesses, adding to the pain already caused by lingering inflation and cost increases.
The downturn in the global economy will also trigger markets to revalue risky assets. Towards
2024, however, we expect the economy to get slowly back on its feet, with growth normalising and
inflation receding.
Persistent growth and decent buffers
The global economy is cooling, and headwinds have
arguably worsened since our Global Macro Forecast
in May:






The economic fallout from Russia’s war in
Ukraine has intensified, with the increasing risk
of a natural gas supply crisis and the possibility
of electricity shortages over the coming winter.
The blow to households’ purchasing power is
aggravated by even higher inflation, which is
increasingly also being driven by non-energy
goods and services.
Debt servicing costs are rising faster, fuelled by
accelerated policy rate hikes, after hawkish
pivots by a growing number of central banks
trying to tame inflation.

However, considering these forces, economic
activity has held up fairly well so far. Consumer
spending has remained strong, businesses are
hiring and GDP growth in the third quarter looks set
to turn out positive. This resilience is underpinned by
decent buffers in the household sectors of several

advanced economies, notably the US. Excess
savings accumulated during the pandemic now
support households in tackling increased uncertainty
and rising living costs (see theme article Excess
savings to the rescue?). And while leading indicators
like PMIs and other sentiment surveys undoubtedly
show the slowdown has taken hold, current
economic conditions are overall stronger than
normal – driven especially by the labour market.
The labour market is still tightening
The strength of the labour market is reflected in
persistent labour shortages, continuing job creation
and unemployment falling to all-time lows in many
countries. Policymakers are obviously concerned
that tight labour markets might fuel inflation in a way
that becomes difficult to control. Wage increases are
picking up, although so far to varying degrees
depending on wage bargaining systems – for
example flexible US wages are rising quite quickly.
In the eurozone, widely expected pay increases
have so far not quite materialised, which on the one
hand could ease some concerns about inflation, but
on the other hand could mean less support to
households hit hard by higher costs.
Inflation on the cusp of becoming entrenched
Inflation has not only risen further since our forecast
report in May, but it has also broadened, driven by
more forces than appreciated at the start of the year.
Much points to an increasing risk of inflation
becoming entrenched, with the scene set for wageprice spirals in several advanced economies – with
the US being an example where a spiral may already
have started (see theme article What stops a new
high-inflation regime?). There are nevertheless
some indications that inflation could soon reach a
turning point. For starters, brought on by the global
growth slowdown, some commodity prices have
fallen recently, particularly crude oil. In combination
with signs that supply chain disruptions are easing,
HANDELSBANKEN | GLOBAL MACRO FORECAST
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this has raised some hopes of impending
disinflation. The deteriorating economic outlook,
particularly in the eurozone, could eventually also
dampen inflation to some extent through lower
domestic demand. All told, however, we think such
drivers are outweighed by a string of others, and we
raise our inflation forecasts.

Energy crisis adds to stagflation woes
Looking ahead, we no longer forecast what could be
described as a “soft landing” for the economy. We
now expect recessions – declining GDP – in many of
the economies we cover. Europe is facing an energy
supply crisis, brought on not least by the partial
disruption – and now outright termination – of natural
gas deliveries from Russia, and this will hurt GDP
growth significantly. There are both the first round
effects of higher costs and lost access to this key
production input, and the second round effects of
disrupted supply chains. While our forecast does not
assume a worst-case scenario (see box about the
natural gas shock in Europe) forecast assumptions
box) for the coming energy intensive winter, we
believe the behaviour of both households and
businesses is already internalising the current
energy saving schemes, the risk of future blackouts
and tough rationing, as well as the uncertainty
around this “known unknown”. This will lead to lower
consumption coupled with precautionary saving, and
lower fixed investments, respectively.

partly offsetting the adverse growth effect. However,
we assume that fiscal policy will not go beyond this
into strongly expansionary territory, as that would be
counterproductive, stoking inflation further at a time
when central banks are already struggling to rein in
price pressures. The energy crisis is another
negative supply shock to the world economy, adding
to the stagflationary concerns already created by
similar shocks during the pandemic and the initial
Russian invasion of Ukraine. In this environment of
already high risks of entrenched inflation, central
banks cannot disregard the energy crisis shock as
they might have done in a more stable environment.
Instead, we forecast that the crisis will cause central
banks to raise policy rates even more, exacerbating
the growth downturn.
Policy rates being hiked at a faster pace
Recurrent upside surprises to inflation, its driving
forces and related risks are making central banks act
more hawkishly and their determination to crush
inflation now appears unwavering. Adding to central
banks’ hardened resolve is the so far limited impact
of monetary policy tightening on the real economy,
which in our view suggests that economies are
somewhat less interest rate sensitive than we and
many others have previously judged. One could
contend that it is too early to evaluate the impact in
some economies – e.g. in the eurozone and
Sweden, where central banks have barely begun
raising the policy rate. However, because overall
financial conditions started to tighten much earlier, in
the expectation of coming policy rate rises, some
impact should have been felt by now. Instead, the
economies’ resilience adds to the need for central
banks to withdraw stimulus swiftly. We also see
more strategic shifts in central bank policy that could
lead to a higher policy rate path. The ECB has
recently distanced itself from using forward
guidance, instead stating it will put greater emphasis
on realised inflation and set rates on a “meeting-bymeeting basis”.1

Fiscal policy will work to shield the most vulnerable
households and businesses to some extent, thereby

1

See our Global Macro Twist “The ECB adopts a meeting-bymeeting approach”, August 31, 2022.
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The natural gas shock in Europe
With Russian natural gas supply to Europe now
effectively shut off, the challenge will be how
eurozone members facilitate a decrease in energy
consumption. Gas storage levels are close to startof-winter thresholds but will only last for a couple of
months. With falling real incomes and weakening
global demand, we expect households and firms to
significantly cut back on energy consumption. We
forecast a contraction in economic activity, but without a deep crisis and light – but not inconsequential
– degrees of rationing occurring in some countries.

The G7 price cap on Russian oil was followed by
a Russian squeeze on gas supplies. On
September 2 this year, the Group of Seven (G7)
announced its latest measure against Russia. The
G7 has imposed a price cap on purchases of
Russian oil and gas, which is likely to take effect on
December 5. Gazprom quickly responded by
announcing that the Nord Stream 1 gas pipeline to
Europe would now be closed indefinitely.
Natural gas supply in Europe was already a
problem. Energy supply has become a pawn in the
geopolitical conflict with Russia, affecting the
broader European economy. In 2021, Russia
supplied 40 percent of the EU’s natural gas and 27
percent of its oil. In the eurozone, Germany and
Austria stand out as particularly reliant on Russian
natural gas. Germany has quickly managed to
reduce the proportion of Russian supply since its
invasion of Ukraine, from around 55 percent in
February to around 35 percent in May 2022.
However, it still faces the significant challenge of
replacing the remainder with alternative sources.
Gas storage can only do so much. Gas storages
represent an important buffer for the gas market.
With full capacity, Germany could, in principle, cover

about a quarter of its annual gas demand. At the
beginning of September, storage levels stood at
85 percent. And the EU has also hit its own target to
of at least 80 percent. A concern, however, is that
even with gas storage at 95 percent capacity, there
would only be enough for 2.5 months of demand
when Russia switches off flows completely.
Market integration means volatility in the
electricity market has financial stability risks.
The shortage of natural gas and the high energy
prices have wider consequences for the electricity
generation and distribution segments of the industry.
Lately, the magnitude of the price volatility means
that liquidity has become a challenge. In many
countries, electricity prices have risen well above the
market price for natural gas, signalling future
electricity shortages. A pressing problem is the
hedging practice in the energy-trading segment, and
the associated collateral requirements. Many of the
short positions, often for electricity sold months or
years in advance, have become close to untenable,
requiring increasingly more collateral regardless of
whether these positions become profitable once the
physical electricity is sold. This, in turn, increases the
risk of margin calls. In some cases, this means
companies end up with a liquidity problem as they
struggle to increase their short-term borrowing
facilities quickly enough to finance the margin calls.
The magnitude of the liquidity measures announced
in both Finland and Sweden as a result indicate that
authorities perceive that there could be a risk that
electricity producers will face a liquidity crisis.
The EU moves but only slowly. An EU
Commission proposal has laid out the broad strokes
for a revenue cap on low-cost energy producers, and
emphasized the need for reform in the electricity
sector, but stayed away from a price cap on imported
natural gas. Negotiations among member states will
be intense and a deal still looks some distance away.
The zero-Russian gas policy increases the
likelihood of a deeper recession. Even if the Nord
Stream pipeline is turned on in the near future,
households and firms are likely to internalize the
expectation that cuts will continue, making the actual
deliveries of Russian natural gas somewhat less
important. If the coming winter is mild, the EU stands
a better chance of avoiding a damaging fallout from
the energy crisis, than if the winter is cold.
Read more in our macro comment “Stability risks in
the energy sector and a looming recession”,
September 7, 2022, and macro twist “EU struggling
to save the eurozone from recession”, September
15, 2022.
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How high will central banks raise policy rates in this
tightening cycle? Due to higher underlying inflation
pressure, we now judge that central banks’ monetary
policy will shift from taking a less simulative stance
than before, all the way to an outright contractionary
policy towards the end of the year. This implies lifting
rates above the neutral rate – the interest rate that
stabilises inflation at target while the economy
operates at potential – of their respective
economies. Also, on top of the heightened need for
tightening, we believe that the strong recovery from
the pandemic crisis has somewhat increased the
neutral rate itself. All told, we now expect a faster
policy rate ramp-up, and higher peak levels in 2023,
than we did in our May forecast report.

Recession – but no severe crisis
A tightening of financial conditions driven by
monetary policy, inflation-induced further lowering of
real incomes, the depletion of current household
buffers and the above-mentioned negative growth
effects from the energy crisis all align to cause not
only weak, but even negative, GDP growth in 2023.
In the eurozone, the recession will likely already start
later this year since it is the epicentre of the energy
crisis, while the US has larger household buffers,
delaying the forecasted recession to next year.

Recession, but no severe crisis

A further concern is the slowdown in China, which
has worsened significantly since our May forecast
report. The property sector is in a deep downturn,
resulting in less investment, lower house sales,
falling house prices, and in some instances has
raised the risk of financial instability. As authorities

have so far seemed unwilling to push through
stimulus packages to boost credit growth and activity
like those in previous years, China is unlikely to
achieve its stated GDP growth target of 5.5 percent
this year. In addition, continued virus outbreaks have
led in many instances to outright crippling
containment measures through the authorities’ zeroCOVID strategy, as became clear in the two-month
shutdown of Shanghai earlier this year. And China’s
continued strong external surplus is but the flipside
of exceptionally weak domestic demand. Moreover,
it is unclear how the rest of the world can continue to
absorb China’s large export sector, which implies
exports can only drive GDP growth for so long.
Therefore, we see annual growth in China reaching
just 3.6 percent this year, and downside risks to this
estimate remain.

More broadly, while the global economy faces these
multiple headwinds and the prospect of a hard
landing, there are factors suggesting we are not at
the brink of an outright crisis. Admittedly, private
sector indebtedness has increased, but overall not
on the scale seen leading up to the Great Financial
Crisis in 2008-09. And with the more widespread use
of macroprudential policies, economies should be
better equipped to deal with contractionary financial
conditions in the wake of central bank tightening.
All told, there is little to be optimistic about at present,
but starting from the current conditions that many
economies so far appear relatively resilient (albeit to
a lesser extent the eurozone) and with labour
markets expected to fare comparably better than
GDP in 2023, we forecast the economy to get slowly
back on its feet in 2024. By then, growth is
normalising and inflation receding. However,
inflation lingers at a somewhat higher level normal,
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so growth stimulus in terms of central bank policy
rate cuts is expected to be moderate. We have
revised down our forecast for global GDP for the full
forecast period (2022–24). Notably, from 3.0 to 2.3
percent for 2023 based on a downgrade to our
already low advanced economies’ forecast from 1.8
to 0.8 percent.
More pain: rising unemployment and lingering
inflation
Even with our upward revised central bank policy
rate forecasts, we expect central banks will struggle
to control inflation. With inflation now so broad and
deep-rooted, bringing it back to targets will take time.
This implies that households’ will still be smarting
from lost purchasing power and businesses will still
be struggling to contain costs when the recession
hits. Job losses and falling sales will then compound
the pain for households and businesses,
respectively. But the alternative – that central banks
do not try to curb inflation – is considered by many
an even worse option that would hurt growth and
jobs more in the long run.

Reignited rate rise expectations a rude
awakening for markets
Despite this past year’s rise, we forecast market
interest rates still have some way to go. This stands
in contrast to the decline witnessed over the
summer, so why are bond yields now picking up
again? Analysis suggests that the summer plunge
was driven by investors demanding less
compensation for both growth and inflation risks, i.e.
falling term premia. That in turn, went hand in hand
with falls in commodity prices and signs of easing
supply disruptions, suggesting that the stagflationary
impulse from Russia’s war was abating – something
that would have decreased inflation uncertainty and

helped central banks to overcome inflation more
easily, with less risk of adverse side effects.

Fast forwarding to the present rising yields, does the
turnaround imply that market interest rates agree
with our economic outlook? Yes, they are starting to.
First, the nascent term premium rise fits with the
renewed evidence that energy prices have not
decoupled from the geopolitics of the Ukraine war,
and equally important our view that the risk of high
inflation becoming entrenched remains elevated/is
rising. Second, the reignited rise in expected future
short rates fits with our forecast for central banks to
raise policy rates vigorously in the near term. Note,
however, that from the influential Federal Reserve
we expect even more hikes than markets currently
anticipate. All told, we see market interest rates –
even longer bond yields – rising further, both as a
result of rising short rates as policy rate hikes
materialise, and as a result of a higher term premium
as the economy deteriorates significantly when
approaching the recessions we forecast.

Revaluation of risky assets
coming – dollar strength
remains

For risky assets, like equities, the onset of
recessions brings two conflicting forces: on the one
hand, support from the prospect of cheaper
financing, through a lower risk-free interest rate as
central banks loosen policy; but on the other hand,
the drag from a recession risk premium, often the
dominating force. Added to this are the severe
inflation risks, which mean central banks are unlikely
HANDELSBANKEN | GLOBAL MACRO FORECAST
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to stop tightening policy at the first sight of recession,
if they are not certain that inflation is under control.
Therefore we expect some revaluation of risky
assets to come, with volatility in the stock market
returning ahead.
An environment with rapid rises particularly in US
interest rates and risk aversion among market
participants, is one in which the dollar thrives. It is
already worth more than the euro, and we expect
that to remain the case at least for the coming year.
Risks tilted to the downside as depth of energy
crisis a known unknown
Our forecast is subject to both upside and downside
risks, and uncertainty continues to be elevated, as
we have experienced during the pandemic crisis and
Russia’s war in Ukraine. In these difficult-to-forecast
times, we judge the distribution of risks to growth to
be skewed to the downside, particularly for 2023.
Our forecast aims for the expected value – the mean
of all possible outcomes – rather than the point
estimate of the single most probable scenario.
Noteworthy risks include:
 A more severe energy-supply crisis in Europe,
with blackouts and widespread production
shutdowns, caused by e.g. insufficient storages
of natural gas or too small energy consumption
decreases, especially if the winter is cold.
 Recessions turning into a deep economic bust.
 High-inflation regime takes hold, resulting in
stagflation, see theme article.
 An escalation or de-escalation of the war,
affecting sanctions and countermeasures.
Includes Russia sparking conflict in other areas
of Eastern Europe, and possible cyberattacks
and hybrid warfare. A successful ceasefire could
be accompanied by loosening of the sanctions
against Russia.
 Deterioration of Sino-US relations over Taiwan,
causing serious disruption to the supply of key
electronic goods, such as semiconductors.
Relations between China and the US has
deteriorated already, not least due to Chinese
military drills around Taiwan, which effectively
caused a temporary economic blockade.
 Inflation fading more easily than forecast, e.g.
related to better-than-expected labour supply
developments, helping central banks to engineer
a soft landing.
 China bouncing back strongly after the current
slump. If authorities deem the downturn too
politically sensitive and pivot back to an
economic model with higher paper GDP growth
at whatever the cost in terms of stability risks.
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US

Increasing cost pressure and tighter monetary policy are burdening economic activity, prompting
us to revise our GDP forecast for the next few years. An overheated labour market and persistent high
inflation will lead to a rapid tightening of monetary policy, with the Fed hiking the funds rate to just over
4.0 percent in early 2023. The tight monetary policy will put a damper on inflation, but at the expense of
the labour market weakening.
Mild recession next year
High inflation and rising interest rates have begun to
burden the economy. GDP fell in the first two
quarters of 2022, driven partly by declining
investments. However, household consumption has
so far proved resilient. US consumers as a whole
have healthy finances due to the strong labour
market, rising wages, and a large savings buffer after
the pandemic (see theme article Excess savings to
the rescue?). Looking forward, however, we expect
household consumption to slow down, owing to
rising interest rates and high inflation. Company
investments and the housing market are also set to
cool in the face of higher interest rates and a
gloomier outlook.

All in all, we believe the US economy will slow down
significantly, even though we expect households’
considerable savings buffer to mitigate the economic
downturn. We have reduced our GDP growth
forecast for this year to 1.8 percent, while for 2023,
growth is set to slow to only 0.2 percent. In 2024,
GDP growth will rise to 1.3 percent, which is still
lower than the trend growth level.

Overheated labour market and high inflation
The US labour market continues to tighten.
Employment has increased at a steady pace so far
this year, and is now back at its pre-pandemic level,
while unemployment is back to its 50-year low. The
combination of low supply and high demand for
labour means that pressure for wage increases has
grown. Although inflation slowed down somewhat
during the summer, it is still close to its highest level
in 40 years. Continuing high demand and supplyside disruptions suggest that the decrease in the
inflation rate will be gradual.

The Fed is aiming to cool off the economy to such
an extent that the labour market is weakened. We
expect the Fed to hike the funds rate to just over 4.0
percent in early 2023, which will significantly slow
down demand and limit further price increases. In
2023, we believe the US labour market will cool off,
while the inflation rate drops back. The Fed will
therefore cut the funds rate in late 2023, and we
expect it to approach neutral levels by the end of the
forecast period.
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Eurozone

Recession will not stop the ECB (hikes)
The risk of energy shortages has led to skyrocketing electricity prices, while the inflationary shock
has broadened into core inflation and inflation expectations. The negative impact on household
incomes will ultimately push the region into recession by the end of this year. The ECB has made
a significant pivot towards a more hawkish policy mindset, and we expect it to frontload rate hikes
for the rest of the year.
Significant events since May
Since our last GMF in May, the economic outlook
has deteriorated. Russia has effectively ceased its
supply of natural gas to Europe, leaving some
countries in a less-than-ideal energy supply situation
in the run up to winter. Inflationary pressures have
increased, not only because gas- and electricity
prices have skyrocketed, but because the
inflationary shock has broadened into core
categories of inflation, and thus inflation
expectations continue to trend upwards to (and
sometimes above) the inflation target. Meanwhile,
the ECB has raised rates by 1.25 percentage points
so far since July. In addition, a shift in
communication (from forward guidance to a
meeting-by-meeting basis) points to more
frontloaded hikes going forward. The combination of
price shocks and aggressive tightening by the ECB
means that household consumption is likely to fall
substantially during the year. In some countries,
electricity bills have doubled (if not tripled) and
consumer confidence indicators are at an all-time
low. High frequency indicators also indicate the
possibility of a recession in the latter half of the year
as new orders continue to drop and companies
respond by cutting back on production and hiring.

Governments have implemented various measures in
an attempt to shield consumers from the energy
shock, albeit within limited fiscal elbow room. In light
of the ECB’s new-found hawkishness and the return
of fiscal rules and targets in 2024, any recovery from
a recession will be tepid.
A recession is coming
We expect the eurozone to enter a recession by the
end of the year. Given the substantial shock
stemming from the energy crisis, most components
of domestic demand look set to fall, especially
household consumption. The historically high saving
rate can only do so much as a significant proportion
is concentrated among wealthier households and, as
we note in the theme article on household savings,
the eurozone appears to have a less robust
consumption buffer than the US. We expect wage
growth to rise during our forecast period, but believe
that a wage-price spiral is unlikely. Wage growth
has, so far, remained below expectations and
underlying labour market measures (e.g. hours
worked) seem weaker than headline unemployment.
The ECB’s pivot towards a more hawkish policy tilt
also means that a recession will not stop it from
raising the deposit rate to 2 percent by the end of this
year, which would entail a 75bp hike in October and
a further 50bp hike in December this year.
Lower growth and rising unemployment ahead
We forecast a GDP growth rate of 3.1 percent in
2022, of which 2 percentage points represents a
statistical carryover from the final quarter of last year.
We expect GDP growth of -0.5 percent in 2023,
rising to 1.5 percent in 2024.
We forecast inflation of 8.2 percent in 2022 and 5
percent in 2023, before see a decline to 2.1 percent
in 2024. Headline unemployment measures
continue to paint a flattering picture of labour market
strength. However, we expect unemployment to rise
slightly to 6.9 percent this year, but then to increase
steadily, reaching 7.4 and 7.5 percent in 2023 and
2024, respectively
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Theme article

Excess savings to the rescue?
Households in both the US and the eurozone accumulated vast amounts of savings during the
pandemic, driven largely by highly liquid financial assets, such as deposits. However, in response
to the ongoing inflationary shock, households are saving less than usual, although in aggregate
have not started to dissave yet. In the US, households’ financial buffers are larger and more liquid
than in the eurozone. This will buoy spending for longer, thus delaying a US recession and
underpinning elevated inflation to a greater extent. In turn, this will prompt tougher central bank
tightening by the Fed than the ECB.
Consumption at odds with sentiment
The sharp acceleration in consumer price inflation,
exceeding nominal wage growth rates, remains a
key concern among households. Consumer
sentiment is currently at a record low in both the US
and the eurozone. While this may be the canary in
the coal mine, suggesting household spending is set
for a steep decline ahead, we note that, at present,
overall household spending has held up remarkably
well. Note that the latest downwards trend in
consumer sentiment took hold as far back as last
autumn, before it was amplified by the Russian
invasion of Ukraine earlier this year. True, spending
in the eurozone has not yet fully recovered, but is still
at odds with the depressed sentiment. In the US,
however, spending is currently significantly higher
than before the pandemic. Note that in both cases,
spending is measured in constant prices (i.e.
inflation-adjusted). This alone shows that household
sector has had ‘buffers’ at its disposal to fend off the
worst drag from the current drop in purchasing
power.

Saving rate has dropped sharply
One remarkable feature of the pandemic was the
abrupt rise in households’ savings. Again, this was
not brought on by precautionary savings related to
fears around households’ future financial situation, in
our view. Rather, it was caused by a lack of
purchasing opportunities during periods of strict
containment measures, combined with disposable
incomes being well protected, or even boosted,
which was the case in the US. Thus, in response to
societal reopening, saving rates have again dropped
sharply across the board. In some instances, like the
US, the saving rate is currently lower than it was
before the pandemic. That does not imply, however,
that the US household sector has now drained all of
its reserves. It simply suggests that, at present,
spending is a bit higher relative to disposable income
than it was before the pandemic.
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How large are the remaining reserves?
This begs some questions: How large are the
accumulated reserves, and to what extent have they
been drained at this point? Looking firstly at the US,
we use a fairly simple calculation to estimate the
amount of excess savings accumulated during the
pandemic.2 Here, excess savings are constructed
from the difference between (1) disposable income
relative to its pre-pandemic trend, and (2) the
difference between personal outlays and its similar
pre-pandemic trend. The idea is that the combination
of changes in labour-market income, government
transfers, as well as the ability to consume goods
and services (which was heavily constrained during
the pandemic), caused an unprecedented increase
in savings during 2020-21.
The next chart shows real disposable income and
personal outlays, relative to their respective prepandemic trends. Using these deviations from trend,
we have then calculated the total flows of real excess
savings, as shown in the following chart.

As shown, excess savings was the name of the
game from March 2020 to December 2021, driven
by a combination of the increase in disposable
income and a lack of purchasing opportunities
especially during 2020 (i.e., personal outlay was
hampered by restrictions during the pandemic).
Furthermore, these flows accumulated during this
period and thus we find that the total amount of
excess savings stood at around USD 2-2.25 trillion
by the end of 2021. This amounts to 13-14 percent
of annual disposable incomes (all figures measured
in constant 2012 dollars). At face value, if nominal
wages continue to increase by about 5 percent
annually (cf. the Employment Cost Index) and the
CPI runs at 8.5 percent, real disposable incomes will
decrease by 3.5 percent a year. At this pace, excess
savings will be drained in about three-four years’
time, assuming of course that all excess savings are
fully liquid. We will get back to this topic shortly.

2
Barnes, M., Edelberg, W., Estep, S., Macklin, M.: Bolstered
balance sheets: Assessing household finances since 2019.
Brookings report, March 22, 2022.
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In the eurozone, excess savings can be explained
by a drop in personal outlay relative to the prepandemic trend, which has still not recovered,
whereas real disposable income has fallen
systematically below its pre-pandemic trend. As a
share of disposable income, excess savings in the
eurozone are about half the amount seen in the US.
And will – given current wage and inflation rates, be
drained in one-two years’ time.

Not all excess savings are fully liquid
With regards to households’ buffers against various
shocks such as elevated inflation, we are particularly
interested in the most liquid components of the
accumulated households savings, i.e. those that
could “easily” be transformed into purchases.
Namely, deposits.
Recall that savings can be defined simply as the sum
of net acquisitions of non-financial assets (typically
residential investments), and net lending (acquisition
of financial assets minus borrowing). Thus, by not
consuming all of its current income – i.e. a positive
saving rate – households can acquire financial
assets such as bank deposits and stocks, pay off
debts, or acquire real assets such as investments in
the residential sector.
In the following chart we show a simple (and partial)
breakdown of the changes to the saving rates in the
US and the eurozone, emphasising the contribution
from deposits. Whereas deposits picked up
significantly on both sides of the Atlantic Ocean
during the pandemic, deposits in the US (checkable,
time and savings deposits) contributed more
substantially to the excess savings than in the
eurozone. This must be viewed in the context of the
US stimulus payments to the household sector,
through direct payments, extended supplementary
payments and the augmentation of the child tax
credit, all lifting the disposable incomes of many
households.3 In the eurozone, however, income
support has been more targeted (for instance, shortterm work schemes).4

But there is another topic that needs to be
addressed; namely, that not all excess savings are
fully liquid. In the following section we take a closer
look at the composition of the excess savings that
were accumulated during the pandemic.

3
See Castro, A., Cavallo, M., and Zarutskie, R.: Understanding
Bank Deposit Growth during the COVID-19 Pandemic. FEDS
Notes, June 3, 2022.

4
Dossche, M., Krustev, G., Zlatanos, S.: COVID-19 and the
increase in household savings: an update. ECB Economic
Bulletin, Issue 5/2021
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extent. In turn, this will prompt tougher central
bank tightening by the Fed than by the ECB.

In summary, US excess savings have increased
relative to the eurozone, and the contribution from
liquid financial assets such as deposits, has also
been significantly larger. Thus, the US household
sector – in aggregate – still appears to have more
substantial financial buffers to cope with the ongoing
inflation shock.
Compositions matter
One final topic that remains to be explored is the
distribution of excess savings. Regarding the US,
several studies estimate that lower-income
households now hold a larger share of recent excess
savings than historical trends would suggest.
However, the data still indicates that the highest
income quintile holds a disproportionate share (see
Barnes, M., Edelberg, W., Estep, S., Macklin, M.,
2022). In the eurozone, studies find that
accumulated savings during the pandemic have
been concentrated among older and higher income
households. These groups were less exposed to
losses in labour income. Moreover, older and higherincome households are thought to have lower
marginal propensities to consume. Thus, even
though excess savings were accumulated during the
pandemic, the unequal distribution may still dampen
aggregate eurozone consumption possibilities (see
Dossche, M., Krustev, G., Zlatanos, 2021). While
consumer sentiment in the eurozone has dropped
across the board, the pessimism is greatest among
the lower income groups, as seen in the chart below.
US households better off
Wrapping it up, while both US and eurozone
households still have buffers to fall back on, US
households’ buffers are larger and more liquid
than in the eurozone. This will buoy spending
for longer, thus delaying a US recession and
underpinning elevated inflation to a greater
HANDELSBANKEN | GLOBAL MACRO FORECAST
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Theme article

What stops a new high-inflation regime?
What if declining commodity prices and mending supply chains are not enough to usher in the longawaited disinflation? After a multi-decade slumber, high, sticky and broad-based inflation has been a
wake-up call for households and businesses, and inflation is now the focus of their attention. Inflation
expectations have also risen, and both households and businesses are trying to compensate for it. This
in turn is shaping an inflation environment that is approaching a tipping point, beyond which wage-price
spirals would hinder disinflation. In our view, central banks have the tools and willpower to stop this
high-inflation regime from materialising, but we still expect inflation to be stubbornly high in 2023.
Indicators roll over – back to ‘lowflation’?5
In the midst of the ongoing flurry of upside surprises
to the still rising inflation around the globe, conflicting
signals are coming from some important leading
indicators. Many commodity prices are falling, after
peaking in the early months of Russia’s war in
Ukraine, and supply chains appear to be on the
mend after the severe disruptions during the
pandemic years. Both factors should ease cost
pressures in the business sector and together with a
possible peak in US inflation, this has sparked
speculation that the high period of inflation will soon
end. We disagree, and our view is that inflation will
remain elevated during 2023.

a role in the inflation surge, alongside supply side
factors, inflation expectations and energy prices.6
Labour market conditions are an important demand
gauge and they are generally tight in advanced
economies. In fact, labour markets are still tightening
further in most economies, with job openings more
than plentiful and unemployment low and even
falling in many cases. Another sign of high demand
is that GDP had more than recouped the pandemic
crisis shortfall by the start of 2022, and even from
these elevated levels has been quite resilient to the
cost-of-living shock from surging inflation and rising
interest rates. This high demand suggests that
inflation will remain high in the near term, because it
is a driver that tends to affect prices with a lag.
The multitude of drivers could be one explanation
behind the unique broadness in current inflation. The
price of almost every consumer product is of the rise,
most at a pace faster than the inflation target.

Multiple inflation drivers, some will last
Behind the wave of inflation lies a multitude of
drivers, and so even if pressure from commodities
and supply-chain disruption is waning, overall
inflation pressure will remain elevated. Recent
research shows that aggregate demand has played

5

This analysis focuses on medium-term risks, and does not
discuss much-debated long-run structural inflation forces.

But standard-model drivers alone may not be the
answer. Firstly, there have been previous episodes
6

See e.g. Federal Reserve Bank of San Francisco Economic
Letter 2022-15.
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when many factors pointed to higher inflation and yet
only comparatively moderate pickups emerged.
Secondly, despite using large, tried-and-tested sets
of leading indicators, forecasters – including
ourselves – have underestimated inflation again and
again during 2021–22.



So how come inflation has risen so fast this time?
How could businesses pass on cost pressures to
their clients by raising selling prices in a chain of
pass-through all the way to consumer prices, when
this has scarcely been the case in recent decades?
And what does it mean for inflation ahead?
Toward the tipping point, and beyond?
In a recent in-depth analysis, the Bank for
International Settlements, BIS, argued that an
economy could reach a tipping point beyond which it
leaves a low-inflation regime and switches into a
high-inflation one. Looking under the hood of
inflation, the BIS see signs that the low-inflation
regimes are being tested right now.
A stylised regime shift
Large and persistent relative price changes, e.g. oil
and food commodity prices swings, challenge the
self-equilibrating feature of the low-inflation regime.
Inflation becomes more broad-based and more
synchronised, and as an increasing number of
agents are affected by this, it eventually becomes a
focus of attention. The transition toward a highinflation regime becomes self-reinforcing. Behaviour
changes and firms and workers make efforts to
compensate for their respective losses. A wageprice spiral takes hold, and the regime switch is
complete.7
Switch to high-inflation regime is closer…
Using what we know about the regular drivers of
inflation and factors behind the transition from a lowto a high-inflation regime, how does one track the
tipping point risk? The answer is to apply a broad
approach, looking at both aggregate and
disaggregate technical analysis. Currently, the
upside risk signals appear to outweigh the downside
risk ones, and a regime switch is closer – in
agreement with the BIS’s conclusion – but it is of
course hard to say how close.

their peaks would represent some welcome
relief, if sustained.
The degree of commonality among price
changes has risen, as indicated by the
broadness of inflation and underscored by BIS’s
analysis on price change similarity and
spillovers.

Worrisome expectations
mechanisms set in motion



Longer-term inflation expectations – one
measure of the credibility of central banks’
inflation targeting regimes – have risen to levels
not seen in the recent ‘lowflation’ decade, in
some cases to new highs of the entire inflation
targeting era. And while it may seem reassuring
that these higher levels are in rather close
proximity to the 2 percent target (suggesting
anchored expectations and hence credibility),
more worrisome mechanisms have been set in
motion. First, uncertainty and risk surrounding
the longer-term expectations have risen
significantly, and distributions are more skewed
to the upside. This implies a risk of a continued
rise in longer-term expectations and even the
possibility of un-anchoring.8 Second, mediumterm expectations have risen to unusually high
levels, considering that the 2–3 year horizon is
one in which monetary policy should be able to
steer inflation lower. Bringing down these
expectations is now a key battleground for
central banks; defeat here risks loss of credibility
and widespread un-anchoring.

Factors threatening the low-inflation regime:
 Overall inflation and underlying inflation are
soaring.
 Salient prices have been persistently high, a
factor with a particularly strong influence on
inflation expectations. Fuel prices having passed
7

See chapter 2 in the BIS’s annual report 2022, No respite.

16

8
Philip Lane of the ECB recently expressed worries about this,
see our Global Macro Twist from August 31.
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the mend, with disruptions gauges
worsening at the same rate as before.







Wages are responding to the price
pressures, with wage growth now picking up, as
workers have pricing power in the tight labour
market, which is also plagued by structural
labour shortages. Adding to the signal from
realised wage growth, there are examples of
higher demands in centralised negotiations and
anecdotes of strikes over pay.
Prices have more than responded to cost
pressures, with businesses managing to
restore, or even increase, profit margins. On the
macro level, this pricing power means that the
profit share of economies stands at high levels.
Aggregate demand in the economy is high.

…but wage-price spirals are so far absent
Our analysis concludes that inflation may stay
elevated for an extended period of time. But truly
sustained inflation would ultimately need to involve
full-fledged wage-price spirals in the economy. While
the threats listed above show that important
conditions appear to be in place, spirals have not yet
become reality, perhaps with the exception of in the
US. So what will ultimately prevent a switch to a
high-inflation regime?
Factors working against high-inflation regime:
 Central banks are swiftly removing stimulus,
and are expected to tighten into outright
restrictive policy stances. This means real
aggregate demand growth is cooling, and as we
forecast, will eventually even turn negative in
many economies. In doing so, central banks
have shown a determination to act, which should
also prevent expectations from de-anchoring,
thereby lowering future inflation pressures.
 And taking us back to the start of this analysis:
Commodity prices are declining… partly.
Plus, global supply chains appear to be on
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Rapid rate rises rein in regime switch risk
Following the dramatic change of scenery, from
pandemic crisis to exceptional recovery and
rocketing inflation, central banks missed the chance
to nip the inflation risk in the bud. Instead, they
ended up “behind the curve” and being forced into
tightening policy at an unprecedented pace, trying to
catch up with inflation and regain full credibility. Our
view is that the hard-won experiences of conquering
the high-inflation regimes in the 1970s-80s and the
lessons learned during the establishment of inflation
targeting in the 1990s, together with the necessary
toolkits, will ultimately lead to central banks’ victory
over this inflation threat. But compared to our
previous Global Macro Forecast reports, we no
longer think inflation can be curbed with moderate
policy rate rises. The inflation persistence and the so
far resilient demand in the economy have made us
revise up our policy rate forecasts substantially, and
we now expect all of the central banks that we cover
to raise rates above the long-term neutral policy rate
level of their respective economies.
As this theme article shows, there are still upside
risks to the inflation outlook and hence to our new,
higher policy rate forecasts. This may seem farfetched given that the market in some instances has
scaled back the amount of monetary policy
tightening priced in, and there are of course
downside risks to our forecast too.
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United Kingdom

New PM, new approach
With the election of Liz Truss, the UK now has its fourth Prime Minister in just over six years, and
a general election is likely in the spring of 2024. Before then, the country faces a considerable
number of economic challenges, most immediately the cost-of-living crisis and the need to bring
inflation down. The first steps have already been made, capping energy prices and cutting taxes,
which will maintain consumer spending and we are forecasting will mean the UK narrowly averts a
recession. But there remain challenges with consumer confidence at record lows and borrowing
once again rising.
Political change again
The new Prime Minister, Liz Truss, voted Remain in
the Brexit referendum, but made her name as trade
minister, where she enthusiastically sought postBrexit free trade agreements around the world.
Importantly, Truss firmly believes that encouraging
growth is a priority and therefore she is willing to
borrow, and may yet reduce spending, in order to cut
taxes.

October of this year before the new Prime Minister
announced a price cap on the unit cost of energy,
which means that the average domestic user should
not pay more than GBP 2,500 a year. The per unit of
energy nature of this price cap means that there is
still an incentive to conserve energy. It also has to
be noted that many businesses are already facing
far higher bills, given that the energy price cap only
ever applied to domestic users.

However, even with a stimulus package estimated to
be at least GBP 100bn, our forecast is that the UK
economy will only just skirt a recession in the latter
half of the year, with growth at zero for the first half
of 2023, and with only subdued growth after that.

This price cap will certainly help households with the
cost-of-living crisis, but the new PM also plans to put
in place further stimulus in the form of tax cuts, with
taxation having risen to levels not seen since the
immediate post World War II era. PM Truss has
pledged to reverse the recently introduced 1.25
percent increase in National Insurance and forego
the planed hike of corporation tax from 19 to 25
percent. As a result of the former, we have increased
our consumer spending forecast, while the latter will
help drive forward business investment.

Consumers – feeling ever more battered
UK consumer confidence continues to languish, with
the GfK consumer confidence survey most recently
recording a figure of -44, the lowest since records
began in 1974. The most immediate cause has been
energy costs. The price cap for the average
domestic
energy
user
was
just
under
GBP 1,300 a year in March 2022, but has since risen
to GBP 2,500 and was set to rise to GBP 3,500 in

The question remains whether this consumer
caution will mean that the saving rate will be
maintained around its present 6.8 percent or fall
towards its cyclical low of 3.5 percent, allowing at
least the wealthier half of the populace who put aside
savings to weather the cost-of-living crisis? So far,
Bank of England data is inconclusive, with slowly
rising credit card borrowing and savings deposits,
but in each case in line with what might be expected.
Our forecast is that because the energy price cap
and tax cuts are focused on allowing present
spending levels to be maintained, as opposed to
delivering a boost to people’s disposable incomes,
ongoing consumer spending will be supported,
moreover we are also forecasting that GBP 30bn
that would have been saved will be spent as
consumer confidence recovers from its all-time low.
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Government finances
In March, the government budget deficit had been
forecast by the OBR to fall from GBP 99.1bn in 202223 to GBP 50.2bn in the following year. However,
with the energy price cap and tax cuts now being
considered by the new Prime Minister, all funded by
additional borrowing, these numbers will be revised
upwards by at least GBP 100bn in the upcoming
fiscal event, now set for the end of September.
Overall, UK debt stands at GBP 2,388bn, or 95.3
percent of GDP. While this is high, it is far from the
highest in the developed world. Critically, one of the
many priorities set out by Liz Truss during the
leadership campaign was to place the GBP 310419bn in pandemic-related debt onto a long-term
sustainable path, a task made all the more critical by
the additional new energy-support related debt.
Interest rates – the peak is in view

The Bank of England has had a difficult year, with
inflation moving ever further above its two percent
target level. The result has been that interest rates
have seen a steady series of rises, moving from 0.1
percent in December 2021 to 1.75 percent at the
start of September. We now expect two further 50bp
rises in a delayed September meeting and again in
November, and a 25bp rise in December, leaving the
policy rate at 3 percent by year-end. While markets
are forecasting that interest rates will rise to 4
percent or more, our view is that the Bank of England
will pause rate rises at 3 percent for the following
reasons.

there has not been a general wage price spiral – with
real wages falling by 3 percent – and while there are
some high-profile strikes by public sector trade
unions, industrial action remains rare. The economy
is also set to slow down, and while we expect it
ultimately to skirt a recession, it is a long way from
overheating.
Lastly, the Bank has stated that it is going to continue
with its programme of passive quantitative tightening
(QT) and accelerating this with up to GBP 10bn
active sales of its stock of assets each quarter. While
we believe this QT will be disinflationary, the precise
timing and impact remains uncertain.
Overall, while we see inflation falling, we would also
emphasise that inflation tends to be an iterative
process, with companies adjusting prices and then
readjusting them in response to others adjustments,
a process which typically takes 9-12 months. This
process is already underway and even if energy
prices were to cease rising, present price levels
cannot simply be absorbed into margins, and so
businesses are continuing to adjust input costs and
prices. Our forecast is therefore that core inflation
will fall during the remainder of this year and into
2023 and 2024, but that meeting the Bank of
England’s 2.0 percent target will prove challenging.
Sterling needs some polish
While there is a feeling that Sterling has been
battered of late, with the GBP/EUR rate down from
1.21 at the end of 2020 to 1.14 in Sept 2022, much
of this can be attributed to interest rate differentials,
with the US Federal Reserve raising interest rates
faster than the Bank of England. However, set
against a wider range of currencies, Sterling’s
effective exchange rate is down by a not quite so
dramatic 7 percent from its high in January of this
year, and by only 12 percent when compared to its
pre-Brexit referendum rate. Further drops in the
Sterling effective exchange rate are of course
possible, but progressively less likely, in our view.
Our forecast is for GBP/EUR to move towards 1.16
by the end of 2022 and 1.18 by the end of 2023.

We forecast that the energy price cap will result in
inflation already peaking in Q3 2022. Moreover,
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Sweden

Harder times but no deep recession
High inflation and rapidly rising interest rates have hampered household consumption, housing
construction and corporate investments, and we expect economic activity to slow down o ver the
coming year. However, fiscal support to households, and a labour market that remains relatively
robust, will temper the economic downturn. Meanwhile, we expect the Riksbank to raise its key
policy rate sharply to 2.75 percent at the beginning of next year in an attempt to reverse the
rapidly rising inflation, and we believe that interest rate cuts are likely to occur in as early as 2024.
Solid economy but headwinds picking up
Despite high inflation and rising interest rates, the
Swedish economy continued to perform strongly
during the first half of the year. GDP growth has been
solid, driven by unexpectedly high investments and
a continued recovery in household consumption.
The labour market also remains robust, with recordhigh employment levels and falling unemployment.
In addition, the demand for labour remains high, with
companies reporting a shortage of labour and plans
to continue recruiting in the next few months.

That said, dark clouds loom on the horizon.
Households are facing high inflation, rising interest
rates and falling house prices. The erosion of
purchasing power has contributed to household
confidence falling to its lowest levels ever, according
to the National Institute of Economic Research’s
barometer. Nevertheless, during the first half of the
year, consumption remained buoyant, as
households cut down on savings. However, during
the summer, consumption began to decline and the
combination of real income continuing to fall and
fewer opportunities to reduce savings further
suggests that consumption will remain weak during
the autumn. Companies have also started to indicate
a less optimistic outlook, and construction
companies expect housing construction to be

severely subdued next year in the wake of higher
interest rates, a deterioration in economic activity,
higher construction costs and falling house prices.
Clear slowdown next year
We expect a slowdown in economic activity over the
coming year. Firstly, we forecast that the fall in
household purchasing power caused by high
inflation and tighter monetary policy will lead to more
subdued consumption. However, fiscal support to
households and a robust labour market will temper
the downturn to some extent. At current prices
(SEK), consumption should continue to increase at
a healthy rate. Secondly, the demand for Swedish
exports will be affected by weaker global growth, and
thirdly, investments will be subdued in the wake of
higher interest rates and a weaker economic climate.
We expect housing investments to drop significantly,
as interest rate hikes have had the dual effect of
driving up costs and contributing to a 15 percent fall
in house prices from the peak earlier this year. In
order to mitigate the effects on the housing market,
we expect a relaxation of the amortization
requirements.

Fourthly, domestic demand will be further subdued,
as the weaker economy gradually slows down jobs
growth and causes a slight rise in unemployment
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next year. Overall, we expect GDP to fall by 0.1
percent next year before rising by 1.6 percent in
2024, which is slightly below the growth trend. We
do not expect the recovery to start until the end of
2024, once inflation has fallen back and household
purchasing power starts to improve.
Fiscal policy supporting households
Sweden’s low public debt means that the
government has considerable scope to alleviate the
effects of the economic slowdown. However,
adopting a fiscal policy that is too expansionary
could backfire, as it could drive inflation up further,
which could in turn force the Riksbank to increase
rates even more. This has contributed to a relatively
restrained approach to election campaign promises.
The exception to this is that all parliamentary parties
want to compensate households and companies for
the record-high energy prices. The high energy
prices have increased government revenue in the
form of higher VAT revenues, bottleneck fees and
higher profits for state-owned energy companies.
We expect a large part of these abnormally high
revenues to be redirected to households and
companies, which will alleviate the effects of the
economic slowdown and, depending on how this
reallocation is achieved, may also force inflation
down. In addition to this payback, we believe that a
neutral fiscal policy will be adopted (neither
tightening or expansionary) next year, with
unfinanced reforms of around SEK 40bn. Overall, we
therefore expect public debt to fall back further next
year to around 30 percent of GDP.

Wage growth to move up a gear
Despite a positive economic climate and rocketing
inflation, the rate of wage growth has thus far been
moderate, as the modest central bargaining
agreements have continued to set the tone, even if
the wage drift has risen slightly in recent times.
However, the round of collective bargaining

agreements this winter will take place in a more
challenging environment. A strong labour market,
high inflation and higher salaries in Germany
indicate that pay rises will be higher going forward.
At the same time, the economic climate is
deteriorating, which may have a restraining effect on
this round of wage negotiations. The state
compensation for high electricity prices may also
keep salary demands in check. We expect to see a
front-loaded agreement, implying total wages will
increase by just over 4 percent in 2023. Wage
growth will later return to around 3.5 percent in 2024.
Inflation to fall back next year
Inflation is at its highest for 30 years and we expect it
to rise further during the autumn following unusually
high cost pressure and rising energy prices. However,
several factors indicate that inflation will fall back next
year. The weaker economic climate will lead to
subdued international price levels; many commodity
prices have already fallen back. Subdued domestic
demand and relatively modest wage growth will also
keep inflationary pressure in check. We also expect a
stronger krona in the weeks to come to alleviate
inflationary pressure. Overall, we forecast that
inflation will gradually decrease next year, but for the
year as a whole, inflation will remain high, at 6.1
percent. We do not expect inflation to return to the
target of 2 percent until around 2024.

Riksbank to raise rate to 2.75 percent
High and persistent inflation looks set to force the
Riksbank to rapidly tighten its monetary policy. We
expect the Riksbank to raise its key rate by 50bp in
November. Thereafter, we expect to see a gentler rate
of increase, as inflation starts to fall back and the
economy begins to cool down. However, we believe
that there will be a final hike of 25bp in April to 2.75
percent.
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Norway

Norges Bank is showing no mercy
The labour market is running red hot, core inflation has spiralled well above target, and wage - and
price expectations have sharply increased. In an effort to curb the escalating pressure, Norges
Bank is likely to take a heavy hand, and we expect the key policy rate to reach 2.75 percent by the
end of this year, before rising further to 3.25 percent during the first half of next year. Bringing
down inflation is currently Norges Bank’s top priority, and this will have consequences. The
economic outlook has deteriorated markedly, unemployment is expected to increase throughout
the entire forecasting horizon (2022-24), and the housing market is likely to take a harder hit than
previously assumed.
Red-hot labour market
Following societal reopening, mainland GDP has
picked up sharply and is currently higher than before
the pandemic. However, momentum has slowed
during the spring and summer, although
employment growth remains solid so far.
Notwithstanding a sharp increase in the labour force
participation rate to well above its demographic
trend, unemployment has continued to decline. At
1.6 percent in August, the registered unemployment
rate is currently tangential to its historical lows.
Meanwhile, the number of job vacancies has
continued to increase, hitting new highs. In short, the
labour market is extremely tight. Given both elevated
participation and vacancy rates, we believe the
tightness is attributable to continued solid demand,
whereas the supply side has little more to give.

similar trend, and wage- and price expectations have
picked up sharply. This is precisely what Norges
Bank has warned against. Nominal wage
expectations among the social partners are currently
at their highest since 2008, and, back then, trend
productivity was also more than twice as strong as it
is now. All told, underlying cost pressures are
mounting to levels that imply significant risk of the
high inflation becoming entrenched.

Core inflation continues to climb
The electricity subsidy scheme is keeping a lid on
households’ actual electricity expenses. But on the
other hand, core inflation continues to soar, rising far
faster than expected by Norges Bank. This is driven
by a steep acceleration in prices for both imported
and domestically produced goods and services.
Other measures of underlying inflation present a
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Norges Bank is showing no mercy
Norges Bank recently stated that “a markedly higher
policy rate is needed to ease the pressures in the
Norwegian economy and to bring inflation down
towards the target”. Even though the pace of rate
hikes has picked up, the key policy rate is currently
no higher than what is deemed neutral. However,
against the backdrop of broad capacity pressures
and spiralling core inflation with wage- and inflation
expectations on the increase, there is no doubt that
the key policy rate will need to rise substantially. The
following chart depicts a modified Taylor Rule that
takes into account the neutral key policy rate over
time, capacity utilisation, both realised and expected
inflation, as well as policy inertia. This provides fairly
decent mapping of Norges Bank’s actual policy rate
decisions from 2008-22. With this in mind, we now
believe that the key policy rate will increase further
to 2.75 percent by the end of 2022, before reaching
a peak at 3.25 percent during the first half of next
year.

Housing market set to take a hit
The Norwegian economy will have to struggle
through a prolonged period of weakened demand, in
order to bring core inflation closer to target again.
According to the contacts in Norges Bank’s Regional
Network, the economy is now heading for a (light)
recession, but this will to some extent be offset by
sharply rising petroleum investments in 2023-24.
Nevertheless, there is little doubt that the household
sector will take a bigger hit from the aggressive
tightening that we now expect from Norges Bank.
We forecast that the unemployment rate will begin to
rise later this autumn, after which it should increase
steadily throughout our forecast period. Higher
unemployment and markedly higher mortgage rates,
in particular, will have a dampening effect on the
housing market. Even though the supply side will
remain sluggish due to the low level of housing starts

during the pandemic, the sharp tightening of
demand-side conditions will be the dominant factor.
We believe that nominal housing prices will decline
by about 3 percent in 2023, and by 2 percent in 2024
(measured as annual averages). We also do not rule
out the possibility that the household sector may turn
even more cautious.

EUR/NOK to hover around 10.10
The value of the NOK versus the EUR correlates to
changes in oil prices and interest rates, thus
rocketing gas prices have put downward pressure on
the EUR/NOK. High energy prices lead to increased
demand for tax payments (NOK) to the Norwegian
State. While Norges Bank’s daily foreign currency
purchase for transfers into the Government Pension
Fund Global counters the higher demand, these
flows should balance themselves out in the medium
term. In addition, volatility in energy prices could
dampen risk sentiment, which often results in
headwinds for the NOK. We forecast that the
EUR/NOK will hover around the 10.10 level for the
next three- to six months.
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Finland

Mild downturn and high inflation
Despite the ongoing global macroeconomic turbulence, the Finnish economy has held up well so
far in 2022, although there are signs that the economy is now starting to cool, and we expect it to
regress further this year. Furthermore, we forecast activity will remain sluggish next year as high
inflation dampens private consumption. We expect GDP growth to decline by 0.2 percen t in 2023,
coupled with weak domestic demand. Although we believe inflation will moderate next year, it will
likely remain elevated. We expect a modest increase in unemployment in 2023 and expect the
outlook for the Finnish economy to improve in 2024, when we expect GDP growth to rebound to
1.0 percent.
Dark clouds looming
The Finnish economy has navigated the ongoing
macro turbulence quite well so far, with GDP growing
1.0 percent in Q2 versus Q1. Household
consumption and investments have been the main
drivers here. However, the economic outlook has
darkened over the course of the year. Consumer and
business confidence have weakened markedly, for
instance. We expect economic growth to regress
towards the end of the year. Economic activity will be
weak in 2023, with high inflation eroding households’
purchasing power, dampening private consumption.
The sluggish construction activity will weigh on all
investments, while poor external demand will slow
down Finnish exports. The main risk to our forecast
is inflation remaining higher than expected owing to
energy supply challenges.
Employment growth has been strong this year.
However, in recent months, the situation has
deteriorated and the unemployment rate has
increased. We expect unemployment rate to
gradually increase in 2023 to 7.0 percent.

Sluggish domestic demand in 2023
The war in Ukraine, high inflation, and rapidly rising
interest rates have caused consumer confidence in

Finland to plunge. Despite the weak confidence,
however, private consumption has thus far been
bolstered by a recovery in services demand, which
we expect will be the key driver of gradually growing
private consumption in 2023. Owing primarily to
weak construction activity, we expect investments to
decline in 2023. However, higher defence spending
should help bolster public investments. The
contribution from net exports will be negative next
year, we believe, due to weak external demand. The
downscaling of inventories by companies will also
have a negative impact. Nonetheless, by 2024, we
forecast that domestic demand will be stronger and
expect GDP growth of 1.0 percent.
Highest inflation in almost 40 years
This year inflation has risen to highs not seen for
almost 40 years. Although higher energy and food
prices are exacerbating the situation, inflationary
pressures have become more broad-based overall.
We forecast that inflation will reach 6.7 percent in
2022. Lower fuel prices and the base effect will
provide some relief next year. We forecast that
inflation will drop back to 3.8 percent in 2023 and
further to 2.2 percent in 2024.
Government response to energy crisis
In its 2023 budget proposal, the government
introduced measures targeted at helping households
mitigate the impact of high electricity prices. These
measures are temporary and pertain mainly to the
winter months. The government has also proposed
a EUR 10bn loan and guarantee scheme for the
energy sector, so that energy companies can
navigate through the current stormy environment.
The central government deficit will increase in 2023,
mainly as health and social services reform
expenditure by local governments is transferred to
the budget of the central government. During the
forecast period 2022‒2024 we expect public
finances to remain in deficit with the debt ratio
registering at 71.4 percent of GDP in 2024.

HANDELSBANKEN | GLOBAL MACRO FORECAST

25

Denmark

Winter is coming and so is recession
The dark clouds that were looming on the horizon before summer are now forming into a winter
storm. The combination of tighter financial conditions, higher inflation, weaker global growth and
an escalating energy crisis indicates a more severe and prolonged recession than we had
previously anticipated. We now expect demand to remain subdued in 2023, inflation to stay higher
for longer and unemployment to rise, which will exert further downward pressure on an already
weakening housing market.
Recession seems inevitable
In our forecast in May, we cautioned that dark clouds
were gathering and forecast a mild recession. Since
then, a plethora of downside risks have materialised.
With the labour market still relatively strong,
household and company balance sheets sound
overall and fiscal policy expected to be somewhat
supportive, there are certainly still some positive
elements in place. However, the economy now faces
a more marked tightening of financial conditions,
higher inflation, weaker global demand and a severe
energy crisis over the winter. In our view, the
question is no longer if we will see a recession, but
how deep it will be and how long it will last.

Following a deeper-than-expected contraction in the
first quarter of 2022, GDP rebounded relatively
strongly in the second quarter. However, this
rebound was driven by a record rise in inventories,
which (if unrevised) will weigh on GDP growth in the
third quarter. Meanwhile, the cost-of-living crisis is
biting; consumer confidence is at a record low and
real wages are falling more steeply than they have
in decades. Also, the labour market, which
performed strongly prior to the summer vacation, is
now showing signs of weakening. Employment
expectations are beginning to worsen and reports of
a lack of labour, albeit still elevated, are now easing

in construction and, to some degree, manufacturing.
Furthermore, the energy crisis is intensifying,
keeping inflation high. Thus, we now expect inflation
to peak in December at close to 10 percent, and we
raise our inflation forecast for 2022 to 7.8 percent.
While overall inflation should begin to slow during
2023, as base effects from the high energy prices
peter out, underlying price pressures will, in our view,
remain elevated for longer. Overall inflation for 2023
is now expected to be close to 6 percent before
falling to 2.3 percent in 2024. The outlook is also
negatively affected by a more marked tightening of
monetary policy as we have lifted our interest rate
forecast for the ECB, and we expect Nationalbanken
to follow suit. The combined effect of rising mortgage
yields and deteriorating household purchasing power,
is now clearly visible in the housing market, resulting
in a higher supply of homes for sale, a significant drop
in activity, and lower prices. Given our revised outlook
for tighter financing conditions, soaring inflation and
rising unemployment, we now expect an even deeper
decline in home prices of approximately 15-20
percent over the coming years, with the possibility of
a more significant drop in the most expensive areas.
This more depressed environment will also take its toll
on housing investment. In general, we expect fixed
investments to stay muted until uncertainties
surrounding the global economy are less pronounced.
Weaker growth in our main export markets is also
expected to slow exports. On the positive side,
overall, Danish (goods) exports are relatively less
cyclical and Danish companies are amongst the most
energy efficient in the world. However, although this
will support competitiveness, it will not prevent a
contraction in foreign trade.
All in all, we now expect the economy to contract over
the next few quarters, and we have cut our GDP
forecasts for this year and the next significantly. We
still expect the economy to begin growing again in the
second half of 2023, but now forecast an economic
contraction of -0.7 percent for the year as a whole. As
inflation slows and purchasing power is restored we
expect the economy to pick up more speed in 2024,
with GDP growth of 1.1 percent.
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Key ratios
GDP
Sweden*
Denmark
Finland
Norway. mainland economy*
Eurozone
United Kingdom
United States*
China

2021
4.8 (4.7)
4.9 (4.7)
3.0 (3.5)
4.2 (4.1)
5.2 (5.4)
7.4 (7.4)
5.7 (5.7)
8.1 (8.1)

Annual average
2022
3.0 (2.4)
2.3 (3.8)
2.3 (1.8)
2.9 (3.6)
3.1 (2.4)
3.7 (3.2)
1.8 (3.0)
3.7 (5.1)

2023
-0.1 (1.0)
-0.7 (0.5)
-0.2 (1.3)
0.7 (1.9)
-0.5 (0.9)
0.4 (1.2)
0.2 (1.6)
5.2 (5.3)

2024
1.6 (1.7)
1.1 (1.0)
1.0 (1.5)
1.3 (1.0)
1.5 (1.5)
1.3 (1.8)
1.3 (1.6)
5.1 (5.1)

2021
2.2 (2.2)
2.4 (2.4)
1.9 (1.9)
2.2 (2.2)
3.5 (3.5)
1.7 (1.7)
2.6 (2.6)
2.6 (2.5)
3.3 (3.3)

Annual average
2022
8.3 (6.5)
7.6 (6.2)
7.8 (6.2)
6.7 (5.3)
5.5 (4.0)
3.7 (2.8)
8.2 (6.5)
8.3 (9.0)
4.8 (4.7)

2023
8.8 (4.8)
6.1 (3.6)
5.8 (3.6)
3.8 (2.7)
3.7 (1.9)
3.5 (2.6)
5.0 (2.6)
7.4 (7.4)
3.4 (2.8)

2024
2.0 (3.0)
1.9 (2.2)
2.3 (2.3)
2.2 (2.0)
2.0 (1.9)
2.5 (2.2)
2.1 (2.0)
4.8 (3.8)
2.4 (2.2)

2021
8.8 (8.8)
5.2 (5.2)
7.6 (7.6)
3.1 (3.1)
7.7 (7.7)
4.5 (4.5)
5.4 (5.4)

Annual average
2022
7.4 (7.4)
4.4 (4.4)
6.7 (6.6)
1.8 (1.9)
6.8 (6.9)
4.5 (4.5)
3.6 (3.5)

2023
7.4 (7.5)
5.4 (4.9)
7.0 (6.4)
2.1 (1.8)
7.4 (7.3)
5.3 (5.3)
4.1 (3.8)

2024
7.9 (7.7)
5.9 (5.3)
6.9 (6.3)
2.3 (2.1)
7.5 (8.0)
4.9 (4.9)
4.9 (4.2)

*Calendar adjusted

Inflation
Sweden. CPI
Sweden. CPIF
Denmark
Finland
Norway. CPI
Norway. CPIATE
Eurozone
United Kingdom
United States. PCE Core

Unemployment
Sweden
Denmark
Finland
Norway*
Eurozone
United Kingdom
United States

Source: Handelsbanken
*Registered unemployment NAV
In brackets: Handelsbanken Global Macro Forecast May 18, 2022.
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Exchange rate forecast
EUR/SEK
USD/SEK
GBP/SEK
NOK/SEK
DKK/SEK
CHF/SEK
JPY/SEK
CNY/SEK
EUR/USD
USD/JPY
EUR/GBP
GBP/USD
EUR/CHF
USD/CNY
EUR/DKK
SEK/DKK
USD/DKK
GBP/DKK
CHF/DKK
JPY/DKK
EUR/NOK
SEK/NOK
USD/NOK
GBP/NOK
CHF/NOK
JPY/NOK

2021
10.23 (10.23)
9.03 (9.03)
12.18 (12.18)
1.02 (1.02)
1.37 (1.37)
9.49 (9.49)
8.13 (8.13)
1.42 (1.42)
2021
1.13 (1.13)
111.05 (111.05)
0.840 (0.840)
1.35 (1.35)
1.08 (1.08)
6.35 (6.35)
2021
7.44 (7.44)
0.73 (0.73)
6.57 (6.57)
8.86 (8.86)
6.90 (6.90)
5.92 (5.92)
2021
9.99 (9.99)
0.98 (0.98)
8.82 (8.82)
11.90 (11.90)
9.27 (9.27)
7.94 (7.94)

End of year
2022p
2023p
10.85 (10.10)
10.50 (9.80)
11.07 (9.44)
10.50 (8.83)
12.62 (11.61)
12.35 (11.67)
1.07 (1.00)
1.06 (0.98)
1.46 (1.35)
1.41 (1.31)
11.19 (9.71)
10.82 (9.33)
7.91 (7.61)
7.72 (7.12)
1.60 (1.47)
1.57 (1.38)
2022p
2023p
0.98 (1.07)
1.00 (1.11)
140.00 (124.00)
136.00 (124.00)
0.860 (0.870)
0.850 (0.840)
1.14 (1.23)
1.18 (1.32)
0.97 (1.04)
0.97 (1.05)
6.90 (6.40)
6.70 (6.40)
2022p
2023p
7.44 (7.46)
7.45 (7.46)
0.69 (0.74)
0.71 (0.76)
7.59 (6.97)
7.45 (6.72)
8.65 (8.57)
8.76 (8.88)
7.67 (7.17)
7.68 (7.10)
5.42 (5.62)
5.48 (5.42)
2022p
2023p
10.10 (10.10)
9.90 (9.95)
0.93 (1.00)
0.94 (1.02)
10.31 (9.44)
9.90 (8.96)
11.74 (11.61)
11.65 (11.85)
10.41 (9.71)
10.21 (9.48)
7.36 (7.61)
7.28 (7.23)

2024p
10.30 (9.80)
10.00 (8.60)
12.12 (11.67)
1.05 (1.01)
1.38 (1.31)
10.62 (9.33)
7.35 (6.93)
1.52 (1.33)
2024p
1.03 (1.14)
136.00 (124.00)
0.850 (0.840)
1.21 (1.36)
0.97 (1.05)
6.60 (6.45)
2024p
7.46 (7.46)
0.72 (0.76)
7.24 (6.54)
8.78 (8.88)
7.69 (7.10)
5.33 (5.28)
2024p
9.80 (9.75)
0.95 (0.99)
9.51 (8.55)
11.53 (11.61)
10.10 (9.29)
7.00 (6.90)

Source: Handelsbanken
In brackets: Handelsbanken Global Macro Forecast May 18, 2022.
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