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Headwinds for Scandies

overview
Market

Headline inflation is easing but service inflation remains worryingly high
Headline inflation has continued to move lower in most regions driven by weaker energy-, freight rate- and goods price impulses. Meanwhile,
importantly, core inflation remains sticky as evident from the continued rise in service inflation in most countries. These opposing forces pose a
challenge for central banks when balancing the fight against elevated core inflation against a weakening growth backdrop – especially given the
time lag from policy changes to when the impact has fully fed through to the real economy. In line with market expectations, we think the Fed has
delivered its last rate hike for this hiking cycle. However, we think the current 65bp of rate cuts priced for the rest of the year is too aggressive.
Declining headline inflation has eased the pressure on most central banks to deliver further rate hikes. Meanwhile, Norges Bank and Bank of
England increasingly look challenged by the inflation outlook amid resilient growth and - in terms of Norges Bank – a weakening currency. Worries
with respect to the banking sector remains a market theme but in our view this is a natural symptom of the sharp tightening of monetary policy
over the past year.

USD positive, SEK negative and near-term headwinds for NOK
EUR/USD has recently faced renewed headwinds, pushing the cross back below 1.10. The move lower was not least aided by relative rates,
relative growth surprises and the outlook for relative liquidity situations. Likewise, EUR/GBP has recently breached the 0.87 level, the lowest level
since December 2022. Although headwinds have eased slightly, the NOK has suffered from continued large fiscal selling from Norges Bank.
EUR/SEK has moved lower over the last weeks on central bank repricing. The JPY has been the big underperformer over the last month driven by
a combination of higher global yields and a soft Bank of Japan.

We maintain our strategic case for a lower EUR/USD based on relative terms of trade, real rates and relative unit labour costs. Likewise, we see
the prospect of the USD finding further near-term support despite the impending Fed pause. We remain bearish SEK over the medium term on the
back of relative monetary policy, the bleak growth outlook globally and a relatively worse outlook for the Swedish economy compared to peers. We
have a near-term negative stance on NOK given a mismatch in fiscal FX transactions and shaky global risk appetite. However, we still believe in a
more bullish secular case for energy and by extension NOK over the coming 5 years, but highlight the risk that our bullish NOK view could take
longer to play out.

A key assumption is that of a re-tightening of global financial conditions. Risks to this assumption primarily lie in the combination of a sharp drop in
core inflation and a more resilient global economy than what we pencil in.
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EUR/USD

Hedging recommendations

Income: Sell USD via risk reversals.

Expenses: Purchase USD via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future 
results

USD
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USD strength in store

• Inflation looks set to head lower in both the US and the euro area in the coming
quarters although core inflation seems to be more sticky in the euro area. US
economic data on growth, labour and inf lation have generally moderated lately,
but the underlying strength of the US economy seems intact. In the euro area,
short-term macro momentum generally still looks positive but, there have been
some weakening signs as of late. We expect this weakness to become more
pronounced in H2 as the full impact of the last year’s monetary policy
tightening hits the real economy. Overall, we think the US economy will prove
more robust compared to the European counterpart in H2.

• In line with market expectations, we think the Fed has delivered its last rate
hike for this hiking cycle. However, we think the current 3x25bp rate cuts
priced for the rest of the year seem too aggressive. If we are right in this call,
that will add some USD support in H2. For the ECB, we think there are three
25bp rate hikes left, bringing the policy rate up to 4%.

• We maintain the strategic case for a lower EUR/USD based on relative terms
of trade, real rates and relative unit labour costs. Despite the impending Fed
pause, we see the prospect of the USD finding further near-term support as we
expect the Fed to hold rates steady into 2024. Furthermore, we think the
outlook of the US economy looks less gloomy.

• We continue to forecast the cross at 1.03 in 6-12M.

• Among the biggest risks related to our forecast profile are a continuation of the
relative asset demand of euro area assets, which has been a tailwind for the
EUR this year. Furthermore, substantial weakness in US economy also poses a
topside risk for the cross caused by e.g. bank sector uncertainties.
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EUR/GBP

Hedging recommendations

Income: Sell GBP via FX forwards.

Expenses: Buy GBP via risk reversals. Alternatively 
consider hedging via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future 
results

GBP
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Range bound

• The UK economy has held up better than expected, although the cyclical outlook
remains weak. The latest labour market report showed a slightly higher
unemployment rate at 3.9% and the first fall in total payrolled employees since
February 2021. Wage growth remains north of 6% and continues to accelerate
in the public sector. Both headline and core inf lation came in higher than
expected, with service inf lation continuing to show persistence. Overall, we do
not see the outlook for the UK to be substantially different from the Euro Area,
although we expect the recession to reach UK sooner.

• At its latest meeting the Bank of England (BoE) hiked the Bank Rate by 25bp. We
expect the BoE to hike the Bank Rate by a final 25bp in June bringing the policy
rate to 4.75%, which is in line with market pricing. Combined with the, in our
view, slightly dovish pricing on the ECB, we see relative rates as a positive for
the cross.

• The past month, EUR/GBP has moved lower, brief ly breaching below the 0.87
mark. The move lower follows economic conditions and momentum broadly
holding up for the UK economy as well as relative rates lending support to GBP.
Further out, EUR/GBP is, in our view, stuck between opposing forces. On the one
hand, we expect relative rates and near-term broad EUR optimism to act as a
tailwind for the cross. On the other hand, we see the global growth slowdown
and the relative appeal of UK assets acts as a headwind. At present, we do not
see the relative growth outlook or global investment environment to create
significant divergence between EUR and GBP. We thus expect the cross to
remain range bound around 0.87-88.

• The key risk that could see EUR/GBP trade substantially above our projection is
a sharp sell-off in risk where capital inflows fade and liquidity becomes scarce.
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EUR/SEK

Hedging recommendations

Income: Utilise any rebound in SEK to sell SEK via FX 
forwards.

Expenses: Buy SEK via risk reversals.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future 
results

SEK
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We remain negative on the SEK

• Sweden may still best be described as a two-speed economy with weakness
mainly found within households and the real estate sector, whereas
manufacturers and the labour market continue to hold up. However, a very weak
set of private consumption data for March was unfortunately associated with
soft industrial orders and production data, a negative sign in a global slowdown
especially if domestic demand does not provide a cushion and where latent fiscal
muscles cannot be applied in an inf lationary environment. We forecast a 1%
contraction in 2023 as Swedish GDP growth is set to underperform European
peers, a headwind for the SEK.

• Inflation has probably peaked and consecutive price changes seem to lose
momentum. We predict a rather swift drop in inf lation during the second half of
2023. We expect the Riksbank to raise policy rates by 25bp in June and 25bp in
September. The risk to the forecast is tilted to the downside, which is in contrast
to the ECB where we look for 3x25bp.

• Our short-term model for the SEK has had fair value close to 11.20 for the last
few weeks, which is in line with our 1M (mid-May) target. Relative monetary
policy is in the driver’s seat and we deem it slightly supportive for EUR/SEK in a
3-6M perspective. In addition, the bleak growth outlook globally and for Sweden
in particular is adding to SEK headwinds and remains a factor why we expect
EUR/SEK to move higher over the 12M horizon.

• We expect EUR/SEK to move towards 11.50 over the coming year.

• Risks are two-sided and substantial not least related to inf lation and central bank
surprises.



6

NOK
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Headwinds the coming months

• The Norwegian economy continues to do better-than-expected and not least
feared. Leading indicators are clearly pointing towards below-trend-growth in the
coming quarters yet so far the labour market has only shown marginal weakness.
The housing market has also done better-than-expected amid a tight supply side
– albeit we still think house prices have yet to bottom. April core inf lation
surprised to the topside as imported inf lation looks set to remain elevated for
longer. Meanwhile, we do see signs of domestic inf lation peaking with not least
domestic goods inflation having come much lower.

• In April, Norges Bank (NB) hiked the sight deposit rate to 3.25% whilst signalling
that the balance of risk clearly has become skewed to the topside. This suggests
that NB could not only hike policy rates in June but that the hiking cycle could
extend into Q3 with hikes in September and/or August. If NOK does not
strengthen or growth slow down significantly in the coming months we stand
ready to add more tightening into our forecast profile for NB.

• We have a near-term negative stance on NOK given a mismatch in fiscal FX
transactions and shaky global risk appetite amid slowing global growth,
contractionary monetary and credit signals and bank sector concerns. We still
believe in a more positive case for energy and by extension NOK for the coming 5
years but we highlight the risk that our NOK positive view could take longer to
play out.

• We forecast EUR/NOK at 11.70 in 3M and 10.80 in 12M.

• Near-term risks are closely connected to the global investment environment and
changes to the fiscal NOK FX sales amount.

EUR/NOK

Hedging recommendations

Income: Sell NOK via knock-in forwards. 

Expenses: Buy NOK via FX forwards. Consider hedging 
short-term income via risk reversals.

Source: Macrobond, Bloomberg, Danske Bank Note: Past performance is 
not a reliable indicator of current or future results
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EUR/CHF

Hedging recommendations

Income: Sell CHF via risk reversals.

Expenses: Buy CHF via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results

EUR/JPY

Hedging recommendations

Income: Sell JPY via risk reversals.

Expenses: Buy JPY via forwards.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results
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EUR/PLN

Hedging recommendations

Income: Sell PLN via forwards, alternatively via KI-forwards. 

Expenses: Buy PLN via risk reversals.

Source: Macrobond, Bloomberg, Danske Bank
Note: Past performance is not a reliable indicator of current or future results
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Exchange rates vs EURFX 

Forecast

Table
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Disclosure

Market Guide is a general research report, and any recommendations reflect a general opinion. As such, the report does not consider your specific situation as an investor, including, in particular, your 
investment profile. This means that although the bank may have a general recommendation, such recommendation may not be appropriate for you as an investor owing to your particular 
circumstances. 

Market Guide does not constitute an offer or a solicitation to buy or sell securities, foreign currency or financial instruments.

We recommend that you discuss any potential transactions with your investment adviser to ensure that any investment decisions you make are appropriate given your personal circumstances.

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report are presented on page 1.

Analyst certification
Each research analyst responsible for the content of this research report certifies that the views expressed in the research report accurately reflect the research analyst’s personal view about the financial
instruments and issuers covered by the research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst was, is or will be, directly or indirectly,
related to the specific recommendations expressed in the research report.
Regulation
Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Authorised by the Prudential Regulation Authority in the UK. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.
Danske Bank’s research reports are prepared in accordance with the recommendations of Capital Market Denmark.
Conflicts of interest
Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research based on research objectivity and independence. These procedures are
documented in Danske Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the objectivity and independence of
research shall be referred to Research Management and the Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not report to, other business areas
within Danske Bank.
Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other remuneration linked to specific
corporate finance or debt capital transactions.
Financial models and/or methodology used in this research report
Calculations and presentations in this research report are based on standard econometric tools and methodology as well as publicly available statistics for each individual security, issuer and/or country.
Documentation can be obtained from the authors on request.
Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis of relevant assumptions, are stated throughout the text.
Expected updates: monthly

Date of first publication
See the front page of this research report for the date of first publication.
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Disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer

to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options, warrants, rights or other interests with respect to any

such financial instruments) (‘Relevant Financial Instruments’).

This research report has been prepared independently and solely on the basis of publicly available information that Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof. While reasonable care has

been taken to ensure that its contents are not untrue or misleading, no representation or warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, completeness or reasonableness of the information, opinions and

projections contained in this research report and Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of this research report of any such change

nor of any other changes related to the information provided in this research report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom (see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive 2014/65/EU.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior written consent.

Disclaimer related to distribution in the United States
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.

Securities and Exchange Commission. The research report is intended for distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research report in connection with

distribution in the United States solely to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report are not registered or qualified

as research analysts with the New York Stock Exchange or Financial Industry Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial instruments may entail

certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom
In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the

‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of the FCA Conduct of Business Sourcebook (all such persons together

being referred to as ‘Relevant Persons’). In the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area
This document is being distributed to and is directed only at persons in member states of the European Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129)

(‘Qualified Investors’). Any person in the EEA who receives this document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to have represented and agreed that it has not received this

document on behalf of persons in the EEA other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will

rely on the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified Investor should not act or rely on this document or any of its contents.

Report completed: 16 May 2023, 13:50 CET

Report first disseminated: 16 May 2023, 14:00 CET
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