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Highlights

• The news has mostly been good in recent months 
when it comes to inflation, employment and the 
near-term growth outlook in most major economies

• However, we have yet to see the full effect of the 
monetary and fiscal tightening that has already 
happened, and inflation is still not sufficiently under 
control

• We expect prolonged slowdown and moderately 
higher unemployment, with the risk of a deeper 
recession still present

• This is also true in the Nordic countries, even 
though the outcome so far has surprised positively 
in Denmark and Sweden
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The Big Picture is focusing on the outlook for the global economy.  
Read more about the prospects for Nordic economies in our Nordic outlook publication. 

Important disclosures and certifications are contained from page 35 of this report.

Follow us on Twitter to get the latest macroeconomic and financial
market updates @Danske_Research
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Global
Most parts of the global economy have done better 
than expected so far this year, and we have largely 
been spared from higher unemployment and sharp 
contractions. However, we have also not seen sharp 
declines in core inflation, and we still expect that 
more economic pain will be necessary in order to get 
inflation re-anchored around 2%. The main scenario 
remains one of a very gradual cooling that will bring 
core inflation down over several years, but the risk of 
a worse outcome remains high.

Denmark
Employment, GDP and private consumption are doing 
better than expected, but much of the economy is 
in a slump. Consumption and the housing market 
are being supported by the decline in energy prices, 
but a more broad-based fall in inflation is needed. 
Pharmaceuticals are surging ahead, but other 
industrial sectors are feeling some headwinds. 
Denmark’s current account surplus continues to grow 
and there is no reason to expect the rate spread to the 
eurozone will be reduced.

Norway
Growth in the Norwegian economy has dropped off, 
but activity levels remain high. Unemployment is 
rising slightly but still low. Inflation has been higher 
than expected and wage growth will be around 5.3% 
this year The NOK-depreciation will act on inflation 
and means that we now expect Norges Bank to raise 
its policy rate in August as well as June, with the risk 
tilted to the upside. We believe that the weak NOK 
increases the risk of a hard landing, as it could force 
Norges Bank to raise rates further than the underlying 
growth and inflation picture would warrant.

Euro area
Despite a more positive outlook, a strong recovery is 
not yet in sight, as monetary headwinds persist and 
fiscal support is fading. Challenging times lie ahead 
especially for Germany’s economy, because manu-
facturing outlook is weak. Securing a leading position 
in the green transition race remains a key goal, but 
growing political divisions in the EU pose a challenge. 
Existing inflation risks will keep ECB in tightening 
mode in our view. Following further rate hikes in the 
coming months, we expect the deposit rate to peak 
at 4.00% in Q3 23. We expect rate cuts only in the 
summer 2024.

Sweden
The Swedish economy has exceeded expectations, 
and we no longer anticipate a recession this year. As 
a result, we have significantly revised the outlook for 
2023 and now predict a period of modest yet positive 
growth. Despite high inflation, we believe the peak has 
passed and expect the 2% target to be reached earlier 
than in the Eurozone, particularly due to the comparati-
vely lower wage agreement. We project the policy rate 
to peak at 4% in September, followed by rate cuts in 
April and every quarter of the following year, leading to 
a policy rate of 3% by the end of 2024.

Finland
Finland’s economic growth will stagnate in 2023. Infla-
tion remains high and rising interest rates are holding 
back the economy with lagged effects. Flow of export 
orders remains sluggish in the short term. Economic 
growth should pick up in 2024 as a result of private 
consumption supported by falling inflation, lower inte-
rest rates and the reinvigoration of export demand. The 
labour market looks stable and wages are rising faster 
than in recent years. Housing prices will fall and housing 
construction will slow down in 2023, but the unleas-
hing of pent-up demand and the fall in interest rates will 
stimulate the housing market in 2024. The new govern-
ment will gradually start to tighten fiscal policy. 

Too soon to celebrate
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Little pain, but also little gain
• Most parts of the global and Nordic economies have 

done better than expected, and we have largely 
been spared from higher unemployment and sharp 
contractions.

• However, we have also not seen sharp declines in core 
inflation, and we still expect that more economic pain 
will be necessary in order to get inflation re-anchored 
around 2%.

• The main scenario remains one of a very gradual 
cooling that will bring core inflation down over several 
years, but the risk of worse outcomes also remains 
high.

 GLOBAL     

There is much to feel good about when evaluating the economy 
right now. Unemployment remains very low across Europe and 
the US. Inflation has declined sharply and many people are 
again experiencing real income growth. Many businesses are 
reporting higher incomes and a brightening outlook in the ser-
vice sector, although the picture is more negative in the smaller 
manufacturing and construction sectors. The situation is about 
as good as could be hoped for, following the sharp decline in 
spending power and the sharp increase in interest rates that 
has taken place over the last year and a half. 

However, it is too soon to celebrate. We do not have a soft 
landing because the economy has not landed yet. The decline 
in inflation so far is overwhelmingly driven by lower prices on 
energy and other commodities, while core inflation remains 
clearly too high both in our Nordic home countries and across 
most of the Western world. We still expect that it will require 
somewhat higher unemployment and general cooling of the 
economy to permanently return inflation to 2%, and we expect 
that to happen.

That is not to say that nothing has happened. The decline 
in commodity prices is, in our view, largely a result of global 
monetary policy tightening which has weakened demand for 
industrial goods, also reflected in softer economic signals in 
China after strong reopening-driven growth earlier this year. 
In Europe, gas and electricity prices have played an especially 
important role following Russia’s invasion of Ukraine. They are 
now much lower than last year not only because of the econo-
mic slowdown but also simply because of the weather, which 
is something that is likely to cause more and more volatility in 
the years ahead.
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Note: Shaded areas denote recession
Sources: Macrobond Financial

Turns for the worse can come very quickly

United States, Unemployment rate
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US
The US economy’s first half of the 
year has been stronger than expec-
ted, but with the outlook for private 
consumption weakening and labour 
markets starting to cool, we still look 
for a modest GDP contraction later 
in the year.

China
After a strong post-covid re-
bound in Q1, Chinese growth has 
weakened in Q2. We look for a 
muddling through recovery rest 
of the year supported by new 
stimulus, pent-up demand in ser-
vice consumption and a gradual 
improvement in housing.

Euro area
Modestly positive near-term outlook, 
but strong recovery not in sight, as 
monetary headwinds persist and 
fiscal support is fading. Despite the 
continuing fall in inflation, elevated 
wage cost pressures will keep ECB 
in tightening mode.

Our forecast as outlined in this Nordic Outlook is that we 
will see such further economic cooling this year and next, as 
past tightening of monetary and fiscal policy takes more full 
effect on consumption and investment, and as policy in most 
countries we follow outside the US is tightened further. We 
expect it to be a rather soft landing, where a lot of the decline 
in core inflation will reflect declines in input costs that have 
already happened but not yet been passed on to consumers. 
Any landing has the risk of becoming hard even though that 
is not the intention, and that is certainly also true of this one. 
The size of the interest rate increases so far has few histo-
rical precedents, and estimates of their full effect are extra 
uncertain because we are so far from the norm. The current 
inflation and deflation episode is not really similar in type and 
scope to anything the global economy has experienced in the 
last 70 years, and that makes it extra difficult for central banks 
to know when they have tightened enough. As history shows, 
sharp downturns can be very sudden.

One way that can happen is if the monetary tightening triggers 
some form of financial crisis beyond the intended reduction in 
balance sheets and loan availability. More than two months 
have passed without news of bank failures, and those failures 
we saw in the spring were related to specific issues in those 
banks. Authorities have done much to prevent a general 

We do not have a soft landing because 
the economy has not landed yet.
Las Olsen, Chief Economist at Danske Bank

weakening of confidence in the financial system. Still, renewed 
financial difficulties is one of the risks to watch. 

A large increase in interest rates is, all else equal, clearly ne-
gative for real estate prices. We have indeed seen significant 
declines in prices of owner-occupied homes, especially if the 
high inflation in other areas is taken into account. Still, we have 
recently seen signs of at least temporary reprieve in many 
countries including the hard-hit Swedish market, and we have 
generally increased our expectations. On the other hand, it 
remains uncertain how negative the increase in interest rates 
will turn out to be for commercial real estate markets that 
have yet to find their footing in the new environment.
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Divergent euro area outlook
• The near-term outlook has improved especially for the 

service sector but we do not expect strong growth. 
Monetary headwinds persist, and, both cyclical and 
structural issues weigh especially on manufacturing.

• Our forecasts show core inflation still above ECB’s 
target by the end of 2024, with the green transition 
and higher than expected wage growth still presenting 
upside risks.

• Upside inflation risks will keep the ECB in tightening 
mode in our view. We expect the deposit rate to peak 
at 4.00% in Q3 23 and look for rate cuts not before the 
summer 2024.

• Fiscal rules will be reintroduced in some form at the 
beginning of 2024, which will make the fiscal stance 
tighter, but it also remains a key goal for Europe to 
secure a leading position in the green transition.

 EURO AREA     

The euro area economy weathered the energy crisis and inflati-
on shock of 2022 better than feared. Energy prices have fallen 
more quickly than expected supporting consumer demand 
and leading indicators have turned the corner, suggesting the 
worst of the economic downturn lies behind us for now. Chi-
nese pent-up demand will likely give a modest boost to activity 
in the near-term. However, despite the more upbeat near-term 
outlook, we see few reasons that point to a strong euro area re-
covery any time soon. Service industries have a bright outlook, 
but manufacturing and to some extent construction struggle 
with low demand and high interest rates.

The euro area economy has yet to feel the full impact of the 
ECB’s monetary tightening. Higher mortgage rates have started 
to cool housing market activity and leave downside risks for bu-
siness investments. The fiscal tailwind that supported the econ-
omy last year will increasingly fade in 2023/24, as sustainable 
public finances get renewed focus with the reinstatement of 
EU budget rules in 2024. A consensus on the EU fiscal rules is 
still missing and especially Germany remains sceptic about the 
proposal of countries striking individual deals on their public fi-
nances with the Commission. It looks increasingly likely that the 

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, Eurostat, ECB

GDP Growth

Inflation

Unemployment

Policy rate*

3.5%

8.4%

6.7%

2.00%

2022

0.5% (0.4%)

5.3% (6.3%)

6.7% (6.9%)

4.00% (4.00%)

Forecast
2023

1.0% (0.6%)

2.8% (3.5%)

6.6% (7.0%)

3.25% (2.75%)

2024
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old 3% deficit and 60% debt target would reapply, but with some 
leeway in the interpretation of the rules. A strict application could 
trigger a slump in public investments at a time when demands 
from the green transition, digitalisation, energy and defence are 
piling up. The EU faces a dilemma on how to bring down debt 
levels that soared during Covid and the war in Ukraine, while also 
giving member states enough freedom to invest in slowing and 
mitigating climate change and repairing crisis-hit economies. 

Labour markets remain on a strong footing. Business surveys 
suggest a majority of firms remain in hiring mode, but constru-
ction employment is cooling. With the economy growing below 
potential in 2023, we still look for a temporary rise in unem-
ployment, but high open vacancies provide a cushion. Despite 
the moderation in natural gas and electricity prices, too high 
core inflation will remain a worry for ECB for some time yet. In 
light of faster rising wages and still existing corporate pricing 
power, we expect this process of cost-push inflation to extend 
into 2024, keeping price pressures elevated for longer. Our 
forecasts show core inflation still above ECB’s target by the 
end of 2024, with the green transition and higher than expec-
ted wage growth still presenting upside risks.

Despite the financial market jitters and significant fall in inflation 
during spring 2023, elevated inflation risks will keep ECB in 
tightening mode in our view. Following further rate hikes in the 
coming months, we expect the deposit rate to peak at 4.00% in 
Q3 23. We expect rate cuts only in the summer 2024, mostly in 
order to keep an unchanged monetary policy stance, considering 
declining inflation and inflation expectations. Our forecast fore-
sees the deposit rate at 3.25% by the end of 2024. Overall, the 
monetary policy outlook remains uncertain. Tight labour market 
and sticky inflation could require the ECB to extend high rates 
further into late 2024. On the other hand, positive surprises in 
inflation or risks to financial stability could require a more lenient 
monetary policy stance. A rapid tightening of the financial condi-
tions and a banking sector crisis constitute the most prominent 
downside risks to the macro outlook, while pandemic-related sa-
vings buffers and accelerated investment spending on defence 
and the green transition pose upside potentials.

The outlook for Germany’s economy, which is still in an adjust-
ment phase after Covid-19 pandemic and closure of gas imports 
from Russia, is challenging. German GDP has shrunk two 
quarters in a row. More austere fiscal policy spells headwinds, 
and structural issues such as ‘slowbalisation’ and a shrinking 
workforce set the scene for a muted growth outlook. Germany 
imports more LNG, but the closure of nuclear power and slow 
progress in green transition implies higher energy prices than 
before. Investments in infrastructure, digitalisation and the green 
transition could provide a silver lining going forward, but Germany 
is unlikely to return as the euro area’s economic powerhouse 
anytime soon.

 EURO AREA     

The euro area economy has yet to feel 
the full impact of the ECB’s monetary 
tightening. Monetary policy works with 
long lags.
Pasi Kuoppamäki, Chief Economist Finland

Sources: Macrobond Financial, Eurostat, Danske Bank

Sources: Macrobond Financial, Eurostat, Danske Bank

Sources: Macrobond Financial, German Federal Statistical Office, Danske Bank

Improved euro area outlook still looks sluggish

Headline inf lation falling, but core stays above 2% in 
2024

German manufacturing outlook has weakened 
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The US economy’s first half 2023 has been markedly stronger 
than expected. While warm winter likely played a role, private 
consumption not least in the services sector has been the 
backbone of growth.

We identify two main reasons for the upside surprise. First, 
compared to the sharp tightening through most of last year, 
financial conditions eased from late 2022 and into 2023. 
This reflects several factors including the debt ceiling driven 
drain of the US Treasury General Account, which provided a 
temporary lift to liquidity, as well as lower oil prices easing the 
decline in real disposable income. 

Second, excess savings accumulated over the pandemic have 
likely continued to provide a buffer for consumption. As the 
sharpest increases in wages have been concentrated on lo-
wer-paying sectors, consumption has been supported across 
different income groups, and not just the wealthiest. 

However, we remain skeptical that the benign growth environ-
ment will persist far into H2. As the US Treasury refills its cash 
balances following the debt ceiling raise, scarcer liquidity will li-

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, U.S. Bureau of Economic Analysis, 
U.S. Bureau of Labor Statistics, Fed

GDP Growth

Inflation

Unemployment

Fed Funds*

2.1%

8.0%

3.6%

4.50%

2022

1.1% (0.8%)

4.1% (4.2%)

3.7% (3.7%)

5.25% (5.25%)

Forecast
2023

0.5% (0.3%)

2.2% (2.0%)

4.3% (4.2%)

4.25% (4.25%)

2024

Weakening growth ahead
• Early 2023 has been clearly stronger than feared for 

the US economy. While private consumption has been 
the main driver of growth, the plunge in real disposable 
incomes suggests consumption will eventually correct 
lower. 

• Labour markets have begun gradually cooling and 
underlying inflation is moderating as policy tightening 
takes effect. We think the Fed is done hiking, but do not 
expect rate cuts before Q1 2024.

• As yields are likely close to or even past their peak, 
investments will support growth towards 2024. We 
still pencil in a shallow recession later in the year, but 
lift our GDP forecasts to 1.1% in 2023 (from 0.8%) 
and 0.5% (from 0.3%). 

• We expect inflation to remain sticky, yet continue 
moderating towards the latter half of the year. We 
expect headline inflation to average 4.1% in 2023 & 
2.2% in 2024, with core inflation remaining higher for 
longer at 4.7% in 2023 & 2.5% in 2024. 
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Sources: Macrobond Financial, U. S. Bureau of Economic Analysis

Sources: Macrobond Financial, The Federal Reserve’s Distributional Financial Accounts, 
U. S. Bureau of Labour Statistics.

 Private consumption has not yet adjusted to the decline 
in real disposable income

Real value of households’ accumulated wealth has 
declined back to pre-covid trend
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kely contribute to tightening financial conditions going forward. 
We also expect the Fed to continue QT well into 2024, which 
will passively tighten monetary policy. Longer-term monetary 
indicators remain deep in recessionary territory. 

Fiscal policy is set to tighten over the coming years. The 
spending cuts included in the debt ceiling agreement have 
a negative, yet minor impact on the growth outlook. Relative 
to Congressional Budget Office’s baseline assumptions, the 
deficit reduction is estimated to be 0.26% of GDP for 2024 
(which sets total deficit at 5.5% of GDP) and 0.40% of GDP 
for 2025. 

Private consumption volume has so far been little affected by 
the decline in real disposable income, but as excess savings 
run out, we expect a modest correction lower. Easing wage 
growth combined with sticky core inflation suggests pur-
chasing power will recover only modestly this year. 

Looking at cumulative deviation in nominal households’ sa-
vings relative to pre-pandemic trend suggests that there is still 
around USD1.4 trillion of excess savings remaining. However, 
adjusting households’ total accumulated wealth for inflation 
shows, that the ‘excess wealth’ created by the pandemic 
stimulus measures has already been wiped out. Savings from 
the pandemic-period consist of more liquid assets, and as 
such are more readily available to support consumption, but 
we still expect the spending support to moderate towards the 
end of the year.

Investment volumes especially on the residential sector decli-
ned sharply last year. While we do not foresee the Fed cutting 
rates before Q1 2024, we think the hiking cycle is now over. 
As such, some leading housing indicators have already star-
ted to recover, and investments could become an increasingly 
important growth driver towards 2024. 

Core inflation remains far too fast, not least reflecting tight 
labour markets. Wages & salaries rose 4.7% q/q AR in Q1, 
which is still above levels consistent with 2% inflation. That 
said, recovering labour force participation and moderating 
demand will help with balancing the labour market. Unemploy-
ment rate rose to 3.7% in May as slack is slowly starting to 
build, and we expect a further rise above 4% towards 2024. 

Underlying inflation in service sectors has finally begun to 
moderate. Manufacturing PMI price indices signal that goods 
inflation will also remain very modest going forward. All to-
gether, we expect core inflation to remain elevated at 4.7% in 
2023 but moderate to 2.5% in 2024. With energy contribu-
tion remaining low, and food price inflation easing, headline 
inflation is set to slow more sharply, we look for 4.1% in 2023 
& 2.2% in 2024. 

Risks to the outlook remain tilted to the downside for growth 
and upside for inflation. The risk of inflation stabilizing at a 
too elevated level still persists despite the recent positive de-
velopments. While we revise our growth forecasts higher after 
stronger-than-expected H1, the development also prolongs 
solving the underlying inflation problem, risking a downturn 
further out in the future. Finally, re-emerging financial stabi-
lity concerns would pose an additional downside risk to our 
forecasts.

 US

Macrobond Financial, U. S. Bureau of Labour Statistics, Danske Bank

Both labour markets and underlying inf lation have 
started to gradually cool
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New uncertainties 
While China’s re-opening rebound in Q1 was stronger than 
expected, the recent economic data have slowed more than 
projected. In effect, we have lowered our forecast back below 
6% for this year. Especially manufacturing and the housing 
market lost pace in April and May while the service sector has 
continued to grow at a more robust pace reflecting pent-up 
demand from the zero-covid lockdown years. 

The bumpy road of the recovery leaves a high degree of un-
certainty about the outlook. However, our baseline scenario is 
for policy makers to aim for growth around 4½-5% rest of the 
year and that stimulus will be calibrated to hit this goal. The 
strong service sector activity is providing decent job growth 
and more support to wage growth, leaving a decent picture for 
household income gains. Hence we expect private consumpti-
on to continue to underpin a moderate recovery. The manu-
facturing sector is challenged by a weak external environment 
but moderate growth in investments and consumption is 
expected to underpin manufacturing growth at or slightly abo-
ve potential growth. The construction sector is still struggling 
but we have witnessed a lift in home sales compared to the 

 CHINA

Paranthesis are the old projections (From April 2023)
*End of period (1-year Medium Lending Facility)
Source: Danske Bank, Macrobond Financial

GDP Growth

Inflation

Unemployment

Policy Rate*

3.0%

2.0%

5.5%

2.75%

2022

5.8% (6.2%)

1.2% (2.5%)

5.2% (5.3%)

2.55% (3.00%)

Forecast
2023

4.8% (5.0%)

2.0% (2.5%)

5.1% (5.1%)

2.45% (3.50%)

2024

Muddling through
• After a strong start to 2023, economic data 

disappointed in Q2 and we have lowered our GDP 
forecast for this year to 5.8% from 6.2%. For the 
rest of 2023 our scenario implies muddling through 
with annualized quarterly growth around 4½-5% 
underpinned by moderate stimulus. In 2024 our 
forecast is reduced to 4.8% from 5.0%.

 
• The main engines of growth are set to be private 

service consumption and a gradual recovery in 
construction and private manufacturing investments. 
We expect export growth to remain weak as global 
goods demand stays soft.

 
• While a leading role in many green technologies benefit 

China, a long list of medium term economic challenges 
are present, which creates uncertainty about China’s 
outlook. However, we still look for economic growth to 
be able to reach around 4½% over the next 5-10 years 
due to a strong focus on investments in education and 
technology and continued support to the private sector.

 
• Geopolitical tensions are set to continue with intense 

rivalry between US and China. However, we still see a 
low probability of war on Taiwan in the next 2-3 years 
as the costs of a war would be enormous for all involved 
parties. In the long term the risk is real, though. Look 
out for Taiwan election in early 2024.
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very low levels last year, and we should see this gradually feed 
through to a rise in housing starts. 

In the medium term, there is little doubt that China’s potential 
growth rate has come down as China faces challenges on 
many fronts: high debt level in key sectors, falling labour sup-
ply, Western technology restrictions, geopolitical uncertainty 
and a difficult transition to consumption driven growth. Our 
baseline scenario is that China will be able to grow around 4% 

on average over the next 5-10 years. While clearly lower than 
in the past, it will still make Chinese economy significantly big-
ger and in our view lead to a rise in the middle class by 3-400 
million people over the next decade.  

Charm of fensive to private sector and foreign 
companies 
Since the Communist Party Congress in October last year, 
China’s leaders have been on a charm offensive to the private 
sector stressing that private companies play a key role in 
China’s development and signaling that a level playing field 
between state and private sector companies must be achi-
eved. Similarly Chinese leaders have been courting foreign 
companies that suffered during the zero-covid policies and 
who face increased geopolitical uncertainties. Chinese leaders 
have reaffirmed China remains open for business while at the 
same time working on increased self-reliance in key technolo-
gical areas and focus on strengthening the domestic markets. 
But renewed focus on de-risking supply chains by foreign 
business and concern about the risks around Taiwan provide 
clear headwinds for foreign investments in China. 

US and EU highlight “de-risking, not decoupling”
Western countries increasingly aim for a united front against 
China in areas such as technology restrictions within advan-
ced microchips, trade and foreign infrastructure investments. 
At the same time G7 nations at the recent G7 summit balan-
ced this with a message that the goal is de-risking, but not 
decoupling from China. Nevertheless, China sees the Western 
strategy as one of containment and suppression of China’s 
development and tensions between China and G7 nations 
remain elevated and we expect this continue for the foreseea-
ble future. On the geopolitical front, elections in Taiwan in early 
2024 and the US Presidential election in November 2024 will 
be key events. We don’t expect a war on Taiwan over the next 
2-3 years as the cost for all countries would be enormous, see 
Research China: The risk of a Taiwan war and what it implies 
– part 1, 11 August 2022. But we see a non-negligible risk, it 
could come on a 10-15 years horizon.

The bumpy road of the recovery leaves 
a high degree of uncertainty about the 
outlook.
Allan von Mehren, Chief Analyst at Danske Bank

 CHINA

Sources: Macrobond Financial, NBS, Danske Bank

Sources: Macrobond Financial, Markit, Danske Bank
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In the medium term, there is little doubt 
that China’s potential growth rate has 
come down as China faces challenges 
on many fronts. 
Allan von Mehren, Chief Analyst at Danske Bank

https://research.danskebank.com/research/#/Research/article/7223d551-b5be-4999-b642-5e5ca7c2e9dd/EN
https://research.danskebank.com/research/#/Research/article/7223d551-b5be-4999-b642-5e5ca7c2e9dd/EN
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A mild slowdown so far

Denmark
Employment, GDP and private consumption are doing better than 
expected, but much of the economy is in a slump. Consumption and 
the housing market are being supported by the decline in energy 
prices, but a more broad-based fall in inflation is needed. Pharma-
ceuticals are surging ahead, but other industrial sectors are feeling 
some headwinds. Denmark’s current account surplus continues to 
grow and there is no reason to expect the rate spread to the eurozo-
ne will be reduced.

Sweden
The economy has performed much better than expected during 
winter and spring, and we have revised up the forecast for GDP this 
year. Consumer spending and the housing market are weak (alt-
hough not as weak as feared), but the export-driven business sector 
and the labour market are strong. Inflation is heading down but is 
still too high, and the Riskbank will increase interest rates further, 
also out of concern about the weak SEK.

Finland
The economy is stagnating this 
year but we expect growth to 
pick up in 2024, supported by 
higher demand at home and 
abroad. Unemployment remains 
low and that is also the outlook 
going forward. House prices are 
under pressure this year, but 
should recover somewhat once 
interest rates start to decline 
again. We expect the new 
government to take measures 
aimed at balancing public finan-
ces, however it is not certain 
that it will succeed and the debt 
ratio might still climb higher.

Norway
Growth in the Norwegian economy 
has dropped off, but activity levels 
remain high. Unemployment is 
rising slightly but still low. Inflation 
has been higher than expected 
and wage growth will be around 
5.3% this year The NOK-deprecia-
tion will act on inflation and means 
that we now expect Norges Bank 
to raise its policy rate in August 
as well as June, with the risk tilted 
to the upside. We believe that the 
weak NOK increases the risk of 
a hard landing, as it could force 
Norges Bank to raise rates further 
than the underlying growth and 
inflation picture would warrant.
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Denmark’s economy, like many others, has surprised to the 
upside in that GDP and employment have performed better 
than expected while inflation has fallen. However, we still need 
to see the broad-based decline in inflation that will confirm the 
economy has truly landed after overheating. Until that hap-
pens, we continue to perceive a significant risk of a genuine 
crisis. We have by no means experienced the full impact of 
the monetary policy tightening seen in 2022 and 2023 in 
Denmark and abroad, and the effect of this could well prove to 
be more pronounced than hoped.

That being said, our main scenario is for a rather mild weak 
spell in the coming quarters that will produce a modest decline 
in the number of people in work and a slight increase in unem-
ployment. Overall demand will continue to be pulled lower, not 
least by investment on the back of the increase in interest 
rates, the decline in house prices and the global slowdown 
in manufacturing. Danish GDP has been borne higher on the 
shoulders of the pharmaceutical industry – without that, we 
would likely have seen GDP decline in both Q4 22 and Q1 23. 

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, Statistics Denmark, Nationalbanken

GDP Growth

Inflation

Unemployment

Policy rate*

3.8%

7.7%

2.6%

1.75%

2022

1.5% (0.5%)

4.1% (5.1%)

2.9% (3.1%)

3.60% (3.60%)

Forecast
2023

1.0% (1.3%)

3.2% (3.6%)

3.4% (3.6%)

2.85% (2.35%)

2024

Stagnation outside the pharma industry
• Employment, GDP and private consumption are doing 

better than expected, but much of the economy is in a 
slump with no imminent end in sight.

• Consumption and the housing market are being 
supported by the decline in energy prices, but a more 
broad-based fall in inflation is needed.

• Pharmaceuticals are surging ahead, but other 
industrial sectors are suffering because of the global 
slowdown in manufacturing.

• Denmark’s current account surplus continues to grow 
and there is no reason to expect the rate spread to the 
eurozone will be reduced.
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Our forecast assumes the stellar level of growth here will not 
continue at the same pace.

Consumption ticking higher as real incomes are restored
Consumption fell sharply in 2022 as the erosion of purchasing 
power, rising interest rates and a dramatic decline in consumer 
confidence made consumers ultra cautious. Retailers in parti-
cular felt the decline, which was driven by both the downturn 
in purchasing power and a normalisation of consumption 
patterns after the pandemic, when a large share of services 
consumption was rerouted into the consumption of goods.

However, the fall in consumption has undergone a modest re-
versal since the start of the year – most noticeably among the 
service industries, though retail sales and car sales have also 
grown of late. Less uncertainty on energy prices going forward, 
a labour market that continues to display resilience and real 
wage growth have begun to support consumption. Moreover, a 
significant shift in car sales towards more expensive vehicles – 
not least electric cars – has meant car sales now make a positi-
ve contribution to consumption despite relatively limited sales 
in terms of units sold. While we expect consumption to grow 
over our forecast period, that growth will be rather modest. 
Consumers are set to experience increasing headwinds from 
higher interest rates, which are affecting a growing number of 
homeowners, and while we continue to expect only a marginal 
slowdown in the labour market, that will nevertheless tend to 
increase consumer caution.

Danish households have generally been good at bolstering 
their personal finances – not only during the Covid-19 pande-
mic, but over a number of years. Hence, many families have 
considerable resources to fall back on when economic uncer-
tainty increases. This is in sharp contrast to when the financial 
crisis struck following a period of significant overconsumption 
and a tendency to live beyond one’s means in many house-
holds. The current situation provides a much better foundation 
for consumption to grow once the economic clouds have lifted.

Inf lation falling like a stone, but underlying price 
pressures remain intact
Inflation has fallen even faster than it rose last year and also 
faster than expected – not least due to a very pronounced 
decline in energy prices, with electricity prices in particular 
pulling inflation sharply lower. The temporary suspension of the 
electricity tax meant that electricity in May was cheaper than 
in any other month since 2009. Fuel prices have also fallen in 
tandem with oil prices, especially as the euro and hence the 
krone has strengthened considerably against the dollar this 

Source: Statistics Denmark, Macrobond Financial

Source: Danske Bank, Statistics Denmark and Macrobond Financial  

Source: Statistics Denmark, Macrobond Financial, Danske Bank

A partial weakness

Consumption appears to have bottomed out in late 2022
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We still need to see the broad-based 
decline in inflation that will confirm 
the economy has truly landed after 
overheating.
Las Olsen, Chief Economist at Danske Bank
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year. Food prices, too, have undergone a shift and are no longer 
rising strongly. These factors have prompted us to revise our 
inflation forecast substantially lower.

While total inflation is lower than expected, there is little to 
indicate that core inflation is set to trend down, though lower 
energy bills of course help. Meanwhile, the proportion of retai-
lers expecting to hike prices has fallen greatly, which also sits 
well with a decline in demand. On the other hand, companies 
have experienced increasing labour costs as wage growth has 
picked up, and indeed the tight labour market is a key reason 
why we expect core inflation to remain high next year.

Prospect of fewer jobs but at higher pay
The number of people in work has increased by close to 
50,000 over the past year, which is a surprisingly high number, 
in our view, considering production growth has been rather 
limited outside of the pharmaceutical industry. The explana-
tion is presumably a significant unfilled demand for labour at 
many workplaces and perhaps also a decline in real wages of 
more than 5% making the hiring of additional employees more 
attractive. The intake of workers has very much come from 
abroad, though also from a higher participation rate. The influx 
into the labour market has in fact been so high that registered 
unemployment has risen by more than 10,000 in one year, 
even though employment has, as mentioned, also risen.
Our forecast assumes the unfilled demand for labour gra-
dually gets covered and so employment falls a little, though 
when this will happen is difficult to pinpoint. The number of job 
vacancies is still greater than normal, which tends to indicate 
employment is set to remain high. On the other hand, experi-
ence shows that shifts in the labour market cycle, for example 
triggered by interest rate hikes, can be sudden and powerful 
in the relatively flexible Danish labour market, so the level of 
uncertainty is substantial.

Wage growth has been modest despite low unemployment 
and high inflation, with private sector wage growth at 3.1% 
y/y in Q1 23, according to figures from DA (Confederation of 
Danish Employers). However, this looks set to change conside-
rably here in Q2 as the new collective agreements kick in. We 
expect wages to have risen by roughly 9% within 18 months 
from now.

Global recession in industry now felt by many 
exporters
Danish exports have performed remarkably well in recent 
years, especially goods exports, which have increased by 23% 

Source: Statistics Denmark, Macrobond Financial: 

Source: Statistics Denmark, Macrobond Financial

Source: Statistics Denmark, Macrobond Financial and own calculations 
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Last year’s marked decline in real wages 
has now been swapped for growth, 
and despite sharply rising interest 
rate expenses that is sufficient to drive 
consumption slightly higher.
Louise Aggerstrøm Hansen, Chief Analyst at Danske Bank
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since the outbreak of the pandemic, thus far outstripping peer 
economies. Much of that success was due to pharmaceuti-
cals, and many other exporters have now begun to feel the 
slowdown in global industry. This is particularly true of those 
sectors sensitive to the business cycle, such as the machine-
ry, metal and furniture industries, where a lack of demand is 
also being increasingly reported. As order books thin, many 
will experience tougher times, though the mix of industries 
makes the overall Danish export sector relatively robust to any 
setbacks in Danish export markets.

After something of a rollercoaster ride, service exports have 
normalised recently. Freight rates have retreated to more nor-
mal levels and tourism is largely back to pre-pandemic levels. 
The number of overnight stays by international guests has fully 
recovered. Hence, the huge surpluses on the services balance 
are now history, though the total current account surplus for 
the first four months of the year was nonetheless 14.8% of 
GDP. Even ignoring shipping and pharmaceuticals, Denmark 
has a very large structural foreign trade surplus and Danish 
net foreign wealth continuously generates large net investment 
income. All of these factors contribute to keeping the current 
account surplus at a very high level, just as the reopening of 
the Thyra gas field will also lift the surplus markedly next year.

Housing market still in surprisingly good shape 
In the housing market, rising interest rates have had a noticea-
ble impact on prices, which have fallen almost 8.5% since their 
peak. However, we have also seen clear signs of improvement 
in the housing market in recent months, where activity has 
picked up after plummeting in 2022. Likewise, the significant 
price falls that also characterised last year have been replaced 
by flat or very slightly positive growth across both house and 
apartment prices.

The data suggests homebuyers continue to have robust 
finances and the capacity to buy property at higher interest 
rate levels, while the general level of inflation and the prospect 
of considerable nominal income growth – not least driven by 
higher wage growth – are tending to pull house prices up.

Nevertheless, progress in the housing market will be far from 
stable over the next year, in our view. Interest rates have risen 
sharply, with especially short rates looking set to increase 
more than expected, while long rates have not yet declined. 
Interest rate effects typically feed through to prices with a de-
lay, and with short rates in particular surprising to the upside, 
we expect to see further price falls ahead. A weakening of the 

Source: Macrobond Financial, Danske Bank
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ECB Danmarks NationalbankWhile total inflation is lower than 
expected, there is little to indicate that 
core inflation is set to trend down, 
though lower energy bills of course help.
Bjørn Tangaa Sillemann, Chief Analyst

labour market in the second half of 2023 would also tend to 
increase restraint in the housing market.

We expect to see prices decline further in the more expen-
sive areas in particular. This is both because prices here are 
typically more interest rate-sensitive and also because this 
was where prices rose most during the pandemic. In addition, 
property tax reforms are expected to have particularly negative 
consequences for apartments in expensive areas. 

Government surplus goes from big to bigger
Figures for the government’s budget surplus in recent years 
have again been revised higher to now equate to 4.1% of GDP 
in both 2019 and 2021, 3.5% of GDP in 2022, while even 
in 2020, when Covid-19 was at its height, there was a solid 
surplus of 0.4% of GDP. Given these figures, the Ministry of 
Finance has made only a modest adjustment to its structural 
calculations so that expenses can now increase, or income 
decrease, by 0.4% of GDP relative to the original calculations. 
The government has not planned to take advantage of this 
opportunity to ease fiscal policy in 2024 because it does not 
wish to further fan inflation.

DKK in calmer waters
The European Central Bank (ECB) has hiked interest rates by 4 
percentage points in just under a year, while Danmarks Natio-
nalbank has only increased its benchmark rate by 3.7 percen-
tage points over the same period. Strengthening pressures 
on the Danish krone (DKK) eased after the latest widening of 
the rate spread in February, and we expect the Danish central 
bank will match the ECB’s rate changes in the coming year. 
That said, the still very large Danish current account surplus re-
presents a risk that the rate spread may need to be increased 
further to avoid an unduly strong DKK.
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The Swedish economy has performed much more strongly 
than expected during the late winter and spring months, and 
we no longer expect it to drop into recession this year. We 
have therefore revised the outlook for 2023 up considerably 
and now anticipate a period of weak but positive growth.
The economy is increasingly running on two tracks, with the 
drag from consumers and the housing market offset by a 
strong business sector and labour market. Our previous expe-
ctation was that GDP would drop sharply in the fourth quarter 
of 2022 and first quarter of 2023 under the weight of falling 
real wages, high energy prices and rapidly rising interest rates. 
This did not happen. Although household consumption and 
housing investment have continued to decline, this has been 
outweighed by strength in the business sector and the labour 
market.

There is no doubt that households are still in a precarious 
position. The Riksbank has not finished raising interest rates, 
the outlook for energy prices is unclear, and real wages will 
continue to fall, albeit more slowly than before. It seems 
reasonable to expect all this to continue to pull down spending 

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, Statistics Sweden, Riksbanken

GDP Growth

Inflation

Unemployment

Policy rate*

2.9%

8.4%

7.5%

2.50%

2022

0.5% (-1.0%)

8.4% (9.6%)

7.5% (8.0%)

4.00% (4.25%)

Forecast
2023

1.9% (1.7%)

1.9% (2.3%)

7.8% (7.9%)

3.00% (3.25%)

2024

Sweden will avoid recession
• Two-track economy but unexpectedly strong overall

• Numerous indicators pointing to rapid drop-off in 
inflation

• Riksbank will still raise rates out of concern about high 
inflation and weak SEK

• Housing prices have stabilised despite unfavourable 
climate
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Source: SCB, Danske Banks beräkning

Source: SCB, The National Institute of Economic Research (NIER)

Source: SCB

Strong business sector compensating for weak 
household consumption and housing sector

Retail sales and consumer confidence indicating 
consumption has bottomed out

Investments outside the housing sector continue to grow

Swedish Real GDP growth in absolute terms
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 SWEDEN

The Swedish economy is doing much 
better than we expected, thanks to 
a strong business sector and labour 
market.
Michael Grahn, Chief Economist Sweden

for another quarter or so. While the savings rate has picked 
up a little recently, households seem to have been dipping into 
their liquid financial assets instead. But it is not all doom and 
gloom. Consumer confidence has bottomed out and seems 
to be picking up. A strong labour market is also supporting 
incomes. Our view is that household consumption should start 
to recover in the second half of the year.

Developments in the business sector contrast starkly with the 
bleak consumer outlook. Gross fixed capital formation exclu-
ding housing has continued to rise. One key factor here is that 
Swedish exports grew strongly after the pandemic and the 
outbreak of war in Ukraine and are continuing to do so, and bu-
siness investment is of course closely correlated with export 
growth. The weaker SEK has undoubtedly played a key role in 
boosting the competitiveness of Swedish goods and services, 
and this in turn is increasing the need to invest in machine-
ry, equipment, research and so on. Alongside export-driven 
investment, growing activity in infrastructure is compensating 
for weaker housing investment, with the result that constructi-
on as a whole is proving stable.

Over the past four quarters, net exports have recovered stron-
gly and are approaching the peak levels of 2020 and 2021. 
Although this is truly impressive, it conceals two very distinct 
trends. Strong demand for imported services has resulted in 
a substantial services deficit over the past year, masking an 
almost explosive increase in the goods surplus. Net exports of 
goods are close to the record-high levels of 2004-2006, while 
net exports of services are back down in the same negative 
territory as during that period.

Given the strength of both goods exports and business invest-
ment, it is hard to argue that things are going badly for Swe-
den, although the economy has clear weak points in consumer 
spending and the housing market.

The labour market is also shown immense resilience. Employ-
ment is rising, job openings are high, and unemployment has 
been trending down. According to data from the Swedish Pu-
blic Employment Service, the jobless rate is at its lowest since 
2009. Part of the reason why unemployment has continued to 
fall despite weaker demand is probably the labour shortages 
previously reported by many firms. The National Institute of 
Economic Research recently produced an indicator in this area 
which shows that firms are retaining more staff than expecta-
tions for future demand would justify. It is primarily constructi-
on and retail that previously warned of downsizing, and they 
are continuing to do so, but to a lesser extent than before. 
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Source: SCB

Source: SCB

Continued labour shortage leading to lower unemployment

Mortgage rates set to increase in near future
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 SWEDEN

Housing prices now look likely to fall less 
far than previously feared
Therese Persson, Macro Analyst

Across the business sector as a whole, there still seems to be 
relatively healthy demand for labour. We retain our previous 
view that unemployment will probably rise somewhat from 
current levels, but we do not anticipate any sudden increase 
and are forecasting an average rate of 7.9% for next year.

Like the economy as a whole, the housing market has surpri-
sed to the upside in recent months. The bulk of the fall in hou-
sing prices came in spring 2022, before the Riksbank began 
to raise interest rates, with prices then stabilising somewhat 
during the autumn and rising again so far this year. The ups-
wing has been driven by apartment prices, while house prices 
are slightly down. It should be noted, however, that house 
prices climbed much further than apartment prices during the 
pandemic, so it is only natural for there to be a larger corre-
ction in house prices. High energy prices are also a factor. 

House prices are still 10% higher than before the pandemic, 
and apartment prices 4% higher. We previously predicted that 
housing prices would drop 25% from their peak, but we have 
now revised this to an overall decline of 15% in seasonally 
adjusted terms, which provides for a further slight fall in prices 
in the coming months. The risks we have pointed out previous-
ly are still present, but the labour market has been much more 
resilient, and households have become less pessimistic since 
the beginning of the year, so things will probably not turn out 
quite as bad as we initially feared.

Although there are still some concerns (energy prices, the 
exchange rate), it is becoming ever clearer that inflation is on 
the wane, and there is a growing body of evidence to support 
our view. The factors that sent global and domestic goods 
prices into orbit have long been on the retreat. We are thinking 
here mainly of transport costs such as container freight rates, 
which soared following the Covid-related disruption of global 
supply chains, but key inputs for manufacturing and food 
production were also hit, leading to rapidly escalating price 
pressures. Most commodities showed a similar tendency. All 
of this is now rapidly receding, however, and will gradually pull 
down goods inflation, which is already falling. At the factory 
gate, there are clear signals that inflation has already drop-
ped off considerably. The domestic supply price index (ITPI), 
which measures producer prices for consumer goods and 
covers both domestic and foreign goods in the same manner 
as the CPI, has dropped more than 5 percentage points since 
peaking in November at 18.2% y/y. One contributing factor 
seems to be food prices, which are being favoured by falling 
prices for fertiliser and agricultural goods. The National Insti-
tute of Economic Research’s monthly confidence surveys also 
show that price expectations in the consumer goods industry 
have dropped back to levels consistent with the Riksbank’s 
inflation target.
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The KIX index vs Riksbank forecast
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 SWEDEN

Services inflation has yet to turn around in the same way, but 
there seems to be a particularly good chance of a favourable 
path in Sweden given relatively low pay settlements and rent 
increases. That said, it is clear that the Riksbank’s rate hikes 
are not just reducing purchasing power and reining in infla-
tionary pressures, but also leading to generally higher cost 
pressures for premises – not just housing but also shops, 
hotels, restaurants and so on – which businesses will have to 
try to offset with price increases. While the service price index 
shows a big rise in commercial rents last year, the rate of 
increase now seems to be slowing.

All in all, we see a good chance of inflation dropping back at a 
rate consistent with the Riksbank’s forecast. Our own forecast 
for core inflation (CPIF ex energy) is slightly below the Riks-
bank’s equivalent.

Although in all probability inflation has peaked and will now 
head down rapidly, we do not expect the Riksbank to chan-
ge its mind about further rate increases at its meetings in 
June and September. The main reason, of course, is that the 
prevailing rate of inflation is still well above target. The bank 
will want to be sure that it is not relaxing monetary policy too 
early and so running the risk of inflation flaring up again. Ano-
ther factor is what moves are made by other central banks, 
especially perhaps the ECB given that the euro area accounts 
for more than 60% of Sweden’s foreign trade. The Riksbank 
cannot stray too far from the ECB’s monetary policy without 
this having implications for the SEK. Several members of the 
Riksbank’s executive board have recently expressed concern 
about an ever weaker SEK, as this is seen – rightly or wrongly 
– as inflationary. We reckon that the exchange rate is currently 
well down the list of inflation drivers, however, as its role in 
inflation is being exaggerated, although naturally a factor. Of 
course, monetary policy is not just about changing the policy 
rate. We also expect it to be tightened by the Riksbank step-
ping up sales of its government bond holdings.

Not until inflation approaches the 2% target, which will not be 
until early next year, will the Riksbank begin to lower the policy 
rate again. We are projecting that it will cut the policy rate by 
25bp per quarter in 2024, taking it to 3.0% at the end of the 
year.

If monetary policy can be considered to have been extremely 
active over the past year, the opposite can probably be said 
about fiscal policy. Other than the two power price subsidi-
es for households and firms, fiscal policy has been almost 
non-existent. While we appreciate that the government does 
not want to counteract efforts to bring down inflation via mo-
netary policy, fiscal policy should not completely take a back 
seat as is currently the case. Looking ahead, there ought to 
be plenty of scope for fiscal stimulus in the autumn budget for 
2024, especially with central government finances continuing 
to trump expectations and Maastricht debt well below the 
debt anchor of 35% of GDP.

Source: SCB, Danske Bank, Riksbanken

We expect inf lation to drop faster than the Riksbank  
does
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The Riksbank must stay close to ECB policy rate

Riksbank and ECB policy rate forecasts
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SEK already much weaker than the Riksbank had 
anticipated
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Growth in the Norwegian economy has now dropped off, but 
activity levels remain high. Unemployment is rising slightly but 
still low. There remain considerable variations between sec-
tors, with strong and growing optimism in oil services, normal 
growth in the service sector, zero growth in mainland manu-
facturing and growing pessimism in retail and construction.
Inflation was much higher than expected in May, driven by 
food, transport, health care and rents. The main pay settle-
ment in the private sector provides for wage growth of 5.2% 
this year, while settlements in the public sector have come in 
slightly higher. Uncertainty around local settlements is greater 
than normal given the aforementioned relatively large varia-
tions, but wage growth this year will in any case be slightly 
higher than the 5% we assumed in our April forecast. 

The NOK has depreciated by 3-4 % since then and is now 
more than 10 % weaker than a year ago, which has a num-
ber of implications for the economic outlook. First, it will act 
on inflation, because more than a third of the goods in the 
consumer price index are imported. To some extent, therefore, 
a weaker currency will work against the expected drop in infla-

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, Statistics Norway, 
Norwegian Labour and Welfare Organization (NAV), Norges Bank

GDP Growth

Inflation

Unemployment

Policy rate*

3.8%

5.8%

1.8%

2.75%

2022

1.1% (1.0%)

5.3% (4.8%)

1.9% (2.1%)

3.75% (3.25%)

Forecast
2023

1.4% (1.5%)

2.5% (2.5%)

2.3% (2.4%)

2.75% (2.75%)

2024

Growth slowing but activity high
• Growth is slowing, but activity and price pressures 

remain strong 

• We still expect inflation to fall and unemployment to 
rise

• Households have been using savings to prop up 
spending – and so growth – but this will soon come to 
an end

• NOK is likely to remain relatively weak over the 
summer

• Policy rate will probably peak at 3.75% in August, but 
upside risk has increased due to high inflation
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Growth is stabilising

Weaker NOK rises the risk of inf lation prolonging

The pressure is easing
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tion and increase the risk of inflation remaining high for longer. 
This means that we have revised up our interest rate forecast 
and now expect Norges Bank to raise its policy rate in August 
as well as June. 

For households, this means that the increase in their pay 
packets will largely be gobbled up by inflation, and purchasing 
power will be further eroded by the central bank raising rates a 
total of four times in 2023. The weaker NOK could also push 
up costs for importing industries, which will have varying de-
grees of success in passing them on to customers, meaning 
that earnings may come under pressure.

On the other hand, a weaker currency is great news for export-
ers and may help offset the negative effects of what is shaping 
up to be a global manufacturing recession. In some exporting 
industries, the currency effect could actually outweigh the 
volume effect, leading to increased profitability. In a situation 
where there is immense pressure on parts of the labour mar-
ket, this could result in stronger growth in both employment 
and wages.

Overall, though, we believe that the weak NOK increases the 
risk of a hard landing for the Norwegian economy. The reason 
is that it could force Norges Bank to raise rates further than 
the underlying growth and inflation picture would warrant. As 
mentioned in our April forecast and discussed further below, 
the household sector finds itself in a very vulnerable position. 
Savings have been used to maintain spending, but this buffer 
is running low and income growth is extremely weak.
One ray of light is that both wage and price expectations seem 
to be easing despite the weaker NOK. According to Norges 
Bank’s expectations survey, inflation is expected to slow to 
3.5% next year, and the unions are anticipating wage growth 
of 4.4% in 2024. This goes to show that the credibility of the 
inflation target is not under pressure and buys Norges Bank a 
little more room for manoeuvre.

We have therefore made only minor tweaks to our growth 
forecast from April, although the downside risk has increased. 
We now expect mainland GDP to grow 1.1% this year and 
1.4% next year. This is below a normal level, which means 
that unemployment will continue to rise well into 2024.

Households in more trouble
Much of the reason why growth has been surprisingly strong 
is that Norwegian households have used their savings to prop 
up spending as incomes have dwindled. Strong inflation has 
brought a marked decline in real wages, and rate increases 
have also hit households hard given their high levels of debt. 
Real disposable income fell almost 3% last year, yet consump-
tion climbed almost 7%. The reason, of course, is that house-
holds were able to spend some of the extraordinary savings 
accumulated during the pandemic. 

Growth is slowing, but price pressures 
are still too strong.
Frank Jullum, Chief Economist Norway
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Households under increasing pressure

Household savings are declining

Weaker labour demand

Houshold's real disposable income,
% y/y
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We now expect real wages to be more or less flat this year, 
and Norges Bank to deliver a total of four rate increases 
(March, May, June and August). Based on this, we expect 
real disposable income to fall more than 3%. For households 
to maintain their spending over the rest of the year, and so 
prevent a clear economic slowdown, the savings rate would 
need to come down further. With cash holdings (in real terms) 
already well below the long-term trend, we seriously doubt 
that this is possible. We therefore expect spending to be 
reined in sharply in the coming months and see a clear risk of 
things turning out even worse than we are forecasting.

The danger here is if unemployment begins to rise faster – or 
the housing market deteriorates further – than we are assum-
ing. 

Unemployment on the rise but remains low
Unemployment is now rising moderately, although it is still at 
low levels. So far this year, the number of people registered as 
unemployed has risen by around 5,000, and the unemploy-
ment rate has climbed to 1.8%. Interestingly, the LFS shows 
an increase of around 18,000 in the number of jobless over 
the same period. As ever, we set more store by the registered 
unemployment figures from NAV due to the LFS data being 
survey-based. However, at times when firms are cutting back 
on recruitment without making redundancies, this could be a 
sign of a weaker market. Those who are not entitled to unem-
ployment benefits (such as young people) and do not enter the 
labour market may consider themselves to be jobseekers and 
so count as unemployed in the LFS but will not be captured by 
the NAV data as they do not apply for benefits. And although 
demand for labour is still strong, the number of new job open-
ings has been falling and is back to pre-pandemic levels. 
We therefore still expect there to be 10-15,000 more unem-
ployed at the end of this year than at the end of last year, and 
that unemployment will rise further next year. 

Pay settlements higher than expected
The outcome of this year’s central pay settlements indicates 
wage growth of 5.2-5.3%. As usual, however, the final figure 
depends on how local settlements pan out during the year. 
A tight labour market and strong profitability in parts of the 
business sector point to higher local settlements and so even 
higher wage growth. On the other hand, we believe that the 
labour market is softening, and there are also many industries 
where profitability is already under pressure, which will pull in 
the other direction. We tentatively predict that wage growth 
will end up at 5.3% this year, i.e. that the local settlements will 
turn out roughly as expected.

There is in any case much to suggest that wage growth will be 
slower in 2024. Inflation expectations will probably be much 
lower than this year, which means that real wage growth can be 
achieved with less nominal wage growth. We also expect the 
labour market to be somewhat weaker than this year, and profit-
ability in the business sector to come under growing pressure. 

Norges Bank’s expectations survey shows that the unions are 
anticipating wage growth of 4.4% next year and employers 
4%, and our own prediction is midway between the two.

Inflation remains high and even seems to be accelerating. The 
core rate is approaching 7%, and inflation is set to remain 
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Core inf lation close to peak

Signs of recovery in the NOK

Higher rates going forward

Core inflation, % y/y
Danske Bank's forecast
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higher than we anticipated given wage growth above 5% 
and a much weaker NOK. However, the risk of inflation really 
taking off again is relatively limited, as that would require the 
currency to continue to depreciate and/or the labour market 
to tighten again. We anticipate a substantial decline in global 
commodity-driven inflation and expect this to contribute to 
disinflation in Norway as well in time. We also believe that 
weaker demand could make it harder to pass on cost increas-
es along the value chain, meaning that margins will need to 
take the hit instead. All in all, we forecast that core inflation will 
average 5.6% this year but be around 4% in December. Next 
year, we predict inflation of 3.0%, driven partly by a slightly 
stronger NOK.

NOK will remain weak over the summer
As mentioned above, the NOK has depreciated further since 
our April forecast, due to a combination of lower oil and gas 
prices, turbulent financial markets and smaller (and in some 
cases negative) interest rate differentials to other countries. 
It is difficult to see any of these reversing in the near term as 
central banks continue to put the brakes on growth to bring 
inflation under control. We therefore think it most likely that 
the NOK will remain relatively weak over the summer.
After that, however, we expect inflation to have begun to 
come down and central banks to be signalling that rates have 
peaked. There may then be a greater focus on relative growth, 
which could gradually support the NOK. We also expect more 
focus on the global energy situation. Put simply, we envisage 
a divide between energy importers and energy exporters, and 
Norway as part of the latter club can look forward to its curren-
cy strengthening considerably in the medium term.

Norges Bank will need to raise rates further
As expected, Norges Bank raised its policy rate by 25bp to 
3.25% at its meeting in May and signalled that it will most 
likely go up further in June. However, the bank also wrote: “If 
the krone remains weaker than projected or pressures in the 
economy persist, a higher policy rate than envisaged earli-
er may be needed.” The NOK has since weakened further, 
inflation has been higher than expected, the labour market 
has remained tight, and interest rate expectations in other 
countries have risen. We therefore expect the bank to raise 
the policy rate again in August to a terminal rate of 3.75%. 
However, recent strong inflation figures increase the risk of the 
bank having to conduct an even tighter monetary policy.
We still believe that the effects of the rise in rates over the 
past year are not yet fully reflected in the economy, and that 
both growth and inflation will continue to fall. We also expect 
the NOK to rally slightly over the summer. With wage and 
price inflation having taken hold and requiring tighter monetary 
policy, we do not expect a first rate cut before March next year. 
As discussed above, however, consumption could take a dive 
at some point as households adjust spending to incomes, in 
which case Norges Bank could cut the policy rate as early as 
this year.  

Calls for real wage growth increase the 
risk of wage and price spirals.
Frank Jullum, Chief Economist Norway
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Finland’s economy slipped into mild recession in the second 
half of 2022, but gross domestic product increased by 0.2 per 
cent in the first quarter of 2023 compared to the fourth quarter 
of last year. Inflation weakens the purchasing power of consu-
mers, and rising interest rates hold back both consumers and 
the investments of companies. Labour markets have remained 
stable, which has increased economic resilience. The econ-
omic headwinds weakened in the spring months, as inflation 
decreased due to the falling energy prices. The continued slight 
growth in the euro area and the lifting of COVID-19 restrictions 
in China helped maintain stable foreign trade, although the gra-
dual weakening of the flow of export orders indicates that there 
will be a slight decrease in exports going forward. In the next 
few years, investments in the green transition and particularly 
in wind power will boom and create new business opportuniti-
es, including the hydrogen economy. However, the economy is 
still affected by multiple factors delaying an upturn. Persistent 
inflation continues to force consumers find ways to save costs, 
rising interest rates are holding back the economy with lagged 
effects, housing construction slows down and the flow of 
export orders remains sluggish in the short term. Our forecast 
for Finland’s economy remains more or less unchanged, even 

Paranthesis are the old projections (From April 2023)
*End of period
Source: Danske Bank, Statistics Finland, EKP

GDP Growth

Inflation

Unemployment

Policy rate*

2022

-0.2% (-0.2%)

5.9% (5.5%)

7.0% (7.0%)

4.00% (4.00%)

Forecast
2023

0.8% (0.9%)

2.1% (2.1%)

6.8% (6.8%)

3.25% (2.75%)

2024

Plight of consumers to last over summer
• Finland’s economic growth will stagnate in 2023, but it 

will pick up in 2024 as a result of private consumption 
supported by falling inflation and the reinvigoration of 
export demand.

• Labour markets will remain steady even though some 
sectors will reduce workforce. Many companies are 
still struggling with labour shortages and wages are 
rising faster than in recent years.

• Housing prices will fall and housing construction will 
slow down in 2023, but the fall in interest rates and 
the unleashing of pent-up demand will result in housing 
markets picking up in 2024.

• We expect that the new government will start to take 
fiscal adjustment measures aimed at balancing public 
finances, but there is a risk that the debt ratio will 
nevertheless take an upward turn again.

2.1%

7.1%
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Inf lation falling gradually, earnings rising faster

Consumer confidence recovered modestly in early 2023

Households use savings to maintain living standard 
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though the forecast for the euro area was increased. In this 
respect, Finland’s economy can be said to be post-cyclical. 

The slowdown in inflation, rapid increase in earnings and falling 
interest rates will alleviate consumers’ worries in 2024, when 
private consumption together with reinvigoration of export and 
investments will again turn the economy around. However, 
growth in demand will remain modest, and labour shortage will 
dampen high-growth companies’ possibilities to expand their 
business. Fiscal adjustment measures related to public finan-
ces curb public spending, but further recovery measures will 
not even be necessary due to the strong labour market.

The good employment situation and savings accumulated 
during the COVID-19 crisis have made it possible to maintain 
the standard of living despite high inflation. A growing number 
of households have been forced to resort to their savings and 
find ways to balance their finances. In 2022, the savings ratio 
fell to its lowest level since 1988, and the stock of households’ 
deposits decreased in early 2023. Not all excess savings were 
used, but as interest rates rise, an increasing share of the inco-
me of debt-ridden households goes to interest expenses. Con-
sumers adjust, for example, by postponing purchases of consu-
mer durables. Demand for loan repayment holidays will likely 
increase. However, purchases of consumer durables increased 
in the first quarter, but the level remains weak. Based on the 
consumer confidence survey, the level of purchase intentions 
is low as summer approaches. We expect consumer demand 
to recover in 2024, as real purchasing power will increase and 
pent-up demand will be unleashed.

Finland’s harmonised inflation rate has remained at a level that 
is slightly lower than the average inflation rate in the euro area. 
In the winter, the situation was made easier by the fact that 
consumers are less dependent on natural gas compared to the 
rest of Europe. Underlying inflation has nevertheless increased 
in Finland as well, and it will take a long time for inflation to fall, 
even though the price of energy will gradually fall below the pre-
vious year’s level. The growth of wage and salary earnings will 
accelerate to around 4%, which is likely to maintain inflation 
caused by cost pressures especially in the service sectors. The 
high inflation rate in the euro area combined with the tighter la-
bour market situation will also be problematic to central banks. 
We expect the ECB to gradually increase the deposit facility 
rate to 4%. Our forecast means that the 12-month Euribor rate 

This year, inflation and the rise in 
interest rates will weaken consumer 
demand, but next year, the purchasing 
power of consumers will increase and a 
fall in interest rates will release pent-up 
demand in both consumer durables and 
the housing markets.
Pasi Kuoppamäki, Chief Economist Finland
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Plentiful open vacancies still help to stabilise labour 
market

Housing market remains cool, which grows the pent-up 
demand

Housing construction into a clear decline in late 2023

Open vacancies, seasonally adjusted
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will rise slightly from its current level. The burden imposed by 
rising interest rates on consumers and companies will increase 
with a delayed effect towards the end of the year. A decrease in 
the key interest rates may be possible in 2024, provided that 
inflation falls and there is no large-scale increase in wages. 
Euribor rates may fall already towards the end of 2023 in 
anticipation of monetary policy changes. A decline in interest 
rates would make the situation easier for debtors and it would 
support the housing market.

During the first months of the year, the number of housing 
transactions was roughly a third below last year’s level and, in 
April, the prices of re-sold apartments fell by 6% year-on-year. 
The rise in the interest rate level continues to weigh on the 
market, and consumers’ planned housing purchases are at an 
exceptionally low level, so we are still expecting to see a slight 
decline in prices. The increase in interest rates for housing 
company loans may mean that there are pressures to sell in 
some locations and price reductions are possible regarding 
new construction sites. However, most people with housing 
loans can still manage their loans, and it seems that there is 
no significant increase in the number of enforced sales, so 
any major changes in the price level seem unlikely. Recove-
ring economic growth, the predicted fall in interest rates and 
the unleashing of pent-up demand will stimulate the market 
at a rather rapid pace in 2024. Sluggish demand, increased 
construction costs and the increase in interest rates lead to a 
downward trend in housing construction in 2023. The stock of 
unsold new apartments will increase on a temporary basis, but 
pent-up demand will turn new construction around in 2024.
Export demand took a hit due to the collapse of Russian trade, 
but many companies with export to Russia have found other 
markets. Export to the USA and China has increased. However, 
the volume of export orders has been low in the past months 
and we expect a decline in the export of goods this year. The 
development of service export is looking more positive. Dim 
growth outlook, higher interest rates and the easing of capacity 
constraints are weighing down industrial investments in the 
short term. However, investments in the energy sector and 
national defence support aggregate demand. In the next few 
years, investments in the green transition will increase to 
billions of euros. 

A weak growth outlook, higher interest 
rates and the easing of capacity 
constraints are weighing on industrial 
investments in the short term. There 
will be a clear reduction in housing 
construction. Investments in the 
energy sector will nevertheless support 
aggregate demand and create new 
business opportunities.
Pasi Kuoppamäki, Chief Economist Finland
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New government aims to restrict the growth in public 
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The slowdown of export demand, increased costs, the in-
creasing interest rate burden and the more cautious buying 
behaviour of consumers will weaken business opportunities of 
many companies, which will result in a slight increase in layoffs 
and redundancies. On the other hand, companies have faced 
labour shortages, which encourages them to hold on to their 
skilled employees. There are still plenty of job opportunities, 
even though the number of open vacancies has decreased 
over the past few months. We expect the labour market to 
remain stable throughout the year, despite the fact that a slight 
increase in unemployment still seems likely. 

At the time of writing this report, a new government program-
me has just been finalised and the new government led by 
Petteri Orpo is being formed. The fiscal policy stance will be 
tightened. Financial work incentives will be improved, earned 
income taxation will be lowered and unemployment benefits, 
as well as housing subsidies, weakened. Rules on employ-
ment-based immigration will be slightly tighter. According to 
the Ministry of Finance’s calculations, Finland’s public finances 
should be balanced through expenditure cuts, tax increases or 
structural reforms accelerating growth at the level of EUR 6bn 
in the upcoming parliamentary term. The new government pro-
gramme aims to achieve this. The new government intends to 
cut expenditure by EUR4bn. The rest of the balancing needs is 
to be achieved mainly through higher employment. Despite the 
tightening of fiscal policy, we expect the public sector to conti-
nue to incur debt at a slow rate. Austere fiscal policy is likely to 
slow down economic growth at the beginning but the rise in pu-
blic debt will slow and the fiscal space grow. Structural reforms 
may speed up economic growth in the medium term.
 
Public debt has increased at a rapid rate and it continues to 
grow. In 2023, weakened economic growth, energy subsidies, 
higher interest rates and the increase in the national defence 
budget will increase the public deficit. In addition, the healthca-
re and social welfare reform will increase costs, for example, 
due to the harmonisation of wages, which will have an impact 
on the public deficit. According to the government’s supple-
mentary budget proposal, the net borrowing of the state is 
estimated to amount to approximately EUR 10.4bn in 2023. 
The growth in the interest expenses for the national debt 
increases the deficit by nearly EUR 2bn. The fall in the price of 
electricity will likely reduce the actual expenditure compared to 
the budget. The total deficit for the public sector will increase 
compared to 2022. The public debt to GDP ratio will decrease 
in 2023 due to the growth in nominal GDP, but we expect the 
ratio to rise in 2024, unless economic growth picks up more 
than expected or the new government front-loads fiscal adjust-
ment measures.

The 10-year interest rate for Finland’s national debt has 
remained rather stable at approximately 3% throughout the 
first part of the year, as markets expect the interest rate level 
to fall below the current short-term interest rates. Compared to 
Germany, the difference in interest rates has remained rather 
stable during this year. Credit rating institutions have taken 
a calm approach to the incurrence of debt, but they are still 
waiting for structural reforms, which would narrow the sustai-
nability gap, and for the fiscal adjustment measures related to 
public finances. We expect Finland’s credit ratings to remain 
unchanged in 2023.
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Macro forecasts - Denmark

Source: Danske Bank, Statistics Denmark, Nationalbanken

National Accounts

Private consumption

Government consumption

Gross fixed investment

- Business investment

- Housing investment

- Government investment

Growth contribution from inventories

Exports

- Goods exports

- Service exports

Imports

- Goods imports

- Service imports

GDP

Economic indicators

Current account, DKK bn

- Share of GDP

General government balance, DKK bn

- Share of GDP

General government debt, DKK bn

- Share of GDP

Employment (annual average, thousands)

Gross unemployment (annual average, thousands)

- Share of total work force (DST definition)

House prices, y/y

Private sector wage level, y/y

Consumer prices, y/y

Financial figures

Lending Rate

Certificates of deposit Rate

DKK bn (Current prices)

1162.4

615.4

651.7

391.0

174.0

86.7

1939.4

1045.2

894.2

1642.0

981.4

660.6

2797.9

20/06/2023

3.25%

3.10%

2022

y/y

-2.4%

-3.5%

8.6%

11.9%

7.8%

-2.7%

0.8%

8.6%

5.7%

12.9%

4.2%

-2.2%

14.7%

3.8%

367.2

13.1%

97.4

3.5%

841.7

30.1%

3163.5

75.7

2.6%

-0.1%

3.6%

7.7%

+ 3 months

3.50%

3.35%

2022

y/y

0.6%

-0.7%

-7.2%

-6.2%

-12.5%

-1.1%

-1.6%

5.7%

7.0%

4.3%

0.1%

-2.3%

3.5%

1.5%

393.0

13.5%

65.0

2.2%

800.0

27.4%

3195.8

85.1

2.9%

-7.0%

4.7%

4.1%

+6 months

3.75%

3.60%

Forecast
2023

y/y

1.7%

1.8%

-2.9%

-2.0%

-8.2%

2.5%

0.0%

1.2%

1.9%

0.5%

0.7%

1.0%

0.3%

1.0%

410.1

13.5%

35.0

1.2%

780.0

25.7%

3166.3

99.2

3.4%

-1.5%

5.3%

3.2%

+12 months

3.75%

3.60%

2024
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Macro forecasts - Sweden

Source: Danske Bank, Statistics Sweden, Valueguard, Sveriges Riksbank

National Accounts

Private consumption

Government consumption

Gross fixed investment

Contribution from invetory change

Domestic demand

Exports

Aggregate demand

Imports

Contribution from net exports

GDP

GDP, calendar adjusted

Economic indicators

Trade Balance, SEK bn

- share of GDP

Current Account, SEK bn

- share of GDP

Public budget, SEK bn

- share of GDP

Public debt ratio*

Unemployment rate

Consumer prices, y/y

CPIF, y/y

CPIF excl. Energy, y/y

Hourly Wages, y/y

House prices, y/y

*Maastricht definition

Financial Figures

Leading policy rate

SEK bn (Current prices)

2612.1

1488.2

1621.5

76.9

5798.7

3151.8

8950.4

2987.7

164.1

5962.8

5951.8

20/06/2023

3.50%

2022

y/y

1.9%

0.1%

6.1%

0.5%

3.7%

7.0%

4.8%

9.4%

-0.8%

2.8%

2.9%

161.5

2.7%

211.5

3.6%

40.0

0.7%

31.0%

7.5%

8.4%

7.7%

5.9%

2.5%

-1.2%

+3 months

4.00%

2022

y/y

-2.2%

1.4%

1.4%

-0.9%

-1.2%

3.2%

0.4%

0.4%

1.5%

0.3%

0.5%

250.5

4.2%

300.5

5.0%

-25.0

-0.4%

29.0%

7.5%

8.4%

6.0%

7.3%

4.0%

-8.0%

+6 months

4.00%

Forecast
2023

y/y

1.7%

1.1%

2.3%

0.1%

1.8%

2.8%

2.1%

2.6%

0.2%

1.9%

1.9%

260.9

4.3%

310.9

5.1%

-50.0

-0.8%

29.0%

7.8%

1.9%

2.1%

2.4%

3.3%

1.0%

+12 months

3.75%

2024
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Macro forecasts - Norway

Source: Danske Bank, Statistics Norway, Real estate Norway, Norwegian Labour and Welfare Organization (NAV), Norges Bank

National Accounts

Private consumption

Government consumption

Gross fixed investment

Petroleum activities

Mainland Norway

Dwellings

Enterprises

General government 

Exports

Crude oil and natural gas

Traditional goods

Imports

Traditional goods

GDP

GDP Mainland Norway

Economic indicators

Employment, y/y

Unemployment rate (NAV)

Annual wages, y/y

Core inflation, y/y

Consumer prices, y/y

House prices, y/y

Financial figures

Leading policy rate

NOK bn (Current prices)

1806.4

1037.2

1095.5

176.0

918.7

232.1

448.8

237.8

3100.6

1972.9

626.0

1521.5

991.7

5570.7

3570.9

20/06/2023

3.25%

2022

y/y

6.9%

0.1%

4.3%

-6.5%

6.7%

-1.4%

14.5%

1.2%

5.9%

0.3%

-0.3%

9.2%

2.5%

3.3%

3.8%

3.9%

1.8%

4.3%

3.9%

5.8%

4.9%

+3 months

3.75%

2022

y/y

-2.0%

1.4%

0.5%

5.0%

1.0%

-5.0%

2.5%

1.0%

4.0%

3.5%

4.0%

3.0%

-1.0%

1.0%

1.1%

0.8%

1.9%

5.3%

5.6%

5.3%

-2.0%

+6 months

3.75%

Forecast
2023

y/y

1.2%

1.5%

4.0%

5.0%

1.0%

1.0%

-0.5%

2.5%

2.0%

3.5%

3.0%

2.0%

1.5%

1.5%

1.4%

-0.1%

2.3%

4.2%

3.0%

2.5%

0.0%

+12 months

3.25%

2024
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Macro forecasts - Finland

Source: Danske Bank, Statistics Finland, ECB

National Accounts

GDP

Imports

Exports

Consumption

- Private

- Public

Investments

Economic Indicators

Unemployment rate

Earnings, y/y

Inflation, y/y

Housing prices, y/y

Current account, EUR Bn 

- share of GDP

Public deficit, share of GDP

Public debt, share of GDP

Financial Figures

Leading Policy Rate

EUR bn (Current prices)

266.7

127.1

119.7

203.1

138.3

64.8

65.7

20/06/2023

3.50%

2022

y/y

2.1%

7.5%

1.7%

2.3%

2.1%

2.9%

5.0%

6.8%

2.4%

7.1%

0.6%

-10.3

-3.9%

-0.8%

73.0%

+3 months

4.00%

2022

y/y

-0.2%

-2.0%

-0.5%

0.5%

-0.2%

2.0%

-4.5%

7.0%

4.1%

5.9%

-5.5%

-4.0

-1.4%

-2.7%

72.1%

+6 months

4.00%

Forecast
2023

y/y

0.8%

2.0%

1.5%

0.8%

1.0%

0.5%

2.5%

6.8%

3.7%

2.1%

4.0%

-3.0

-1.0%

-1.9%

72.6%

+ 12 months

3.75%

2024



DANSKE BANK  /  NORDIC OUTLOOK 34 FORECAST TABLES

Macro Forecasts - Euro area

*End of period
Source: Danske Bank, Eurostat, ECB

GDP, q/q

Unemployment rate

HICP, y/y

Core HICP, y/y

ECB deposit rate*
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5.5%
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Q1
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Q2

0.2%
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4.2%
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Q3

0.0%
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4.00%

Q4

0.2%

6.8%
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3.0%

4.00%

2024
Q1

0.3%
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Q2

0.5%

6.7%
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3.50%

Q3

0.6%

6.6%

2.3%

2.7%

3.25%

Q4

Macro Forecasts - United States

*End of period
Source: Danske Bank, U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, Fed

GDP, q/q

Unemployment rate

CPI, y/y

Core CPI, y/y

Fed Funds target rate*
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3.5%
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5.6%

5.00%
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Q1

0.2%
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5.25%
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Q3
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3.0%
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Q4
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Q1
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