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Set for higher long yields in 2024

The bond market rally continued in the past month, with European yields declining
substantially. The 10Y Bund yields are currently trading 30-40bp below the levels at the
start of the year, and the market is now pencilling in that the ECB will cut policy rates by
150bp next year. Just a few months ago the expectation was for a decline of 65bp.

While we consider the fall in yields to be overdone, we concede that both US and European
data have brought rate cuts closer. Inflation continues to decline in the Eurozone and the
US, with price pressure easing in even the most entrenched elements of the consumer price
indices (such as service prices). Underlying inflation also weakening is important for the
central banks and clearly had an effect on December’s interest rate meetings, where the
debate on more rate hikes seemingly evaporated completely.

Signs of inflationary pressure easing in the developed economies have left their mark on
the rhetoric of those central bankers who until quite recently appeared very much open to
further interest rate hikes. Perhaps the most obvious example in the past month was the
change in tune from Isabel Schnabel, a key member of the ECB’s Governing Council, who
essentially took the prospect of more rate hikes off the table when she said: “When the facts
change, I change my mind’, a marked shift from her recent hawkish tone.

But have the facts really changed sufficiently in just a couple of months to warrant such a
drastic repricing of interest rate expectations in the market? We are sceptical, as the sources
of inflation outlook uncertainty are essentially still in place. Labour markets in both the US
and Europe have proved remarkably robust to the economic weakness we have seen this
year, and US economic data, in particular, remain surprisingly resilient to higher interest
rates. In our recent economic forecast, Nordic Outlook, 5 December 2023, we expect the
global economy to continue to grow below trend in the coming year, as we have not yet
experienced the full impact of monetary tightening. However, we are not expecting a crisis.

Drop in long yields appears to be behind us

As mentioned, our view is that market developments have recently overtaken reality. The
roughly 150bp worth of rate cuts priced for next year would require a considerably grimmer
economic environment than currently appears to be on the cards. While growth signals in
Europe are — admittedly — weak at the moment, we do not envisage a major crisis
materialising. European consumers are increasingly benefiting from rising real incomes
that are a direct result of accelerating (nominal) wage growth and slowing inflation. This
will likely bolster purchasing power in 2024 and support the economy in tandem with high
employment and generally high levels of savings.

We expect the ECB to cut policy rates by 3x25bp next year, kicking off in June —so, around
half of what the market is pricing right now. The ECB’s relatively cautious message at its
December meeting, balancing the risks with the expected resilient economic outlook,
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Forecast table
Overview
Forecast Eurozone
Forecast US
Forecast UK
Forecast Denmark
Forecast Sweden

Forecast Norway

Central bank policy rates

Country Spot +3m +6m +12m
usb 5.50 5.25 5.00 4.50
EUR 4.00 4.00 3.75 3.25
GBP 5.25 5.25 5.00 4.50
DKK 3.60 3.60 3.35 2.85
SEK 4.00 4.00 4.00 3.50
NOK 4.50 4.50 4.25 3.25

10Y government bond yields

Country Spot +3m +6m  +12m
usb 3.90 4.10 4.20 4.20
EUR 2.01 2.15 2.30 288
GBP 364 3.70 3.75 3.80
DKK 2.24 2.30 2.45 2.50
SEK 2.07 2.30 245 2.65
NOK 3.21 3.20 3.25 3.30

Note: EUR = Germany

10Y swap rates

Country Spot +3m +6m +12m
usb S5 3.75 3.85 3.85
EUR 249 2155 2.70 278
GBP 343 3.50 B155 3.60
DKK 2E5 2.67 2.80 2:85
SEK 2.35 2.50 2.60 2.75
NOK 3.27 3.20 3.25 3.30

Source: Danske Bank [all three tables)
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the scene may well be set for greater volatility in bond markets. The term premium on long
bonds would be particularly sensitive to this scenario, in our opinion. We still forecast 10Y P —

Bund yields at 2.35% on a 12M horizon compared with a current level of 2%, while we Source: Macrobond Financial, Danske Bank
expect US 10Y Treasury yields to rise from currently 3.9% to 4.20%. We look for slightly
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g +6M 500 405 3.70 3.75 410 365 355 350~
3.00-
+12M 4.50 3.90 3.60 3.80 3.95 3.55 3.60 -
Spot 3.60 391 3.99 253 224 224 3.05 266 265 AEE-
§ +3M 3.60 3.82 3.86 2.60 2.15 2.30 2.96 2.58 2.67 1.50 -
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2022 2023 2024
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Spot 4.50 4.78 4.89 3.52 3.16 3.21 3.94 3.34 3.27
é +3M 4.50 4.72 468 3.40 3.20 3.20 3.80 3.40 3.20
Z +BM 425 434 424 3.20 3.10 3.25 3.60 3.30 3.25 Forecast: 10Y USD swap rates
+12M 3.25 3.47 3.50 3.00 3.00 3.30 3.40 3.20 3.30
5.50 -% % -5.50
* German government bond yields and euro swap rates ** Based on OIS/SOFR swap rates. 5.00 - -5.00
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Overview

The US central bank (the Fed) has maintained the Fed funds
rate at 5.25-5.50% since July. We envisage no more rate
hikes and recent indicators (inflation/jobs reports, etc.)
plus Fed guidance confirm our view.

Easing inflationary pressures will likely open the door for
rate cuts from early 2024 but risks to this outlook are high.
Markets are pricing rate cuts to the tune of 140bpin 2024.
We expect swap curves to steepen over the coming year
due to (1) higherlong vields and (2) falling short-end rates.

The ECB raised its deposit rate to 4% in September. We
expect no more rate hikes and the development in inflation
plus ECB guidance confirm our view.

The economy emerged from the energy crisisin solid shape
but has lost some momentum in 2023. Labour markets are
hot and inflationary pressures have remained high.

We expect swap curves to steepen over the coming year
due to (1) higher long yields and (2] falling short-end rates.
Markets are pricing policy rate cuts of 150bp for 2024.

The Danish central bank has maintained a policy rate
spread to the ECB of 40bp since early 2023, and we expect
this to continue for now. The CD rate was raised to 3.6% in
September. \We expect the Danish central bank to cut its
policy rates from summer 2024 in tandem with the ECB.

The DKK swap curve has steepened since the summer,
reflecting the development in the US and the rest of Europe.
In Tline with our eurozone outlook, we expect the DKK vield
curve to steepen from here as rate cuts draw closer.

The Bank of England (BoE) has raised key policy rates
markedly over the past year to 5.25%. GDP growth has
slowed recently, and we expect inflation to decline quite
significantly.

In line with our ECB/Fed outlook, we consider market
pricing of rate cuts next year too aggressive, albeit less so
for the BoE. We expect slightly rising long swap rates and a
continued fall in short-end rates over the coming year.

Since kicking off its tightening cycle in early 2022, the
Riksbank has raised its repo rate to 4%. We expect no
further rate hikes from here, although risks are skewed to
the upside.

The Swedish economy performed better than expected in
H1 23. Business activity has remained high, the labour
market is tight, and inflation is still elevated.

We expect slightly rising long yields over the coming year
while the short end will likely reflect the start of rate cuts.

Swap rates (USD, SOFR), %

Forecast (+12M)
.
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In a surprise move, Norges Bank raised its key policy rate
once again in December to 4.5 %, while signalling around a
20 % chance of another rate hike in early 2024.

Norges Bank action next year has become more
uncertain. While we have pushed back the expected first
rate cut from March to June, we now expect five rate cuts
of 25bp each next year (previously four rate cuts).

We expect slightly rising long yields in Norway while the
short end will likely reflect the start of rate cuts in 2024.

Note: Past performance is not a reliable guide to future returns

Source: Danske Bank
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Eurozone forecast

EUR forecast summary

1M changein EUR swap rates

--Forecast-- -- Fcst vs Fwd in bp-- . .
EUR Spot +3m +6m +12m +3m  +6m +12m| 6M Euribor (market pricing), %
Money Market 4.00 -
Deposit 400 400 375 325 3.75 -
Euribor (3M) 392 386 366 320 10 47 82 3.50 -
Euribor (6M) 391 390 365 3.18 31 59 77
Government Bonds 3.25 -
2-year 249 250 235 220 3.00 - -1M
5-year 199 200 =200 2.00 275 -
10-year 201 215 230 =235
2.50 -
Swap Rates
Today
2-year 292 285 270 255 19 26 5 28258
5-year 248 245 245 245 6 14 22 2.00 -
1 ' 1 ' 1 ' 1 ' 1 ' 1 ' 1 ' 1
10-year 249 255 270 275 11 29 36 J D JDJD JDUJD JD J oD
2023 2024 2025 2026 2027 2028 2029 2030
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
3M Euribor rates 2Y EUR swap rates
4.50 -% % - 4.50 4.00 -% % - 4.00
4.00 - - 4.00
350- - 350 S0 = =S
uribor
3.00 - ~. - 3.00 3.00 - - 300
2.50 - S~.- 250
2.00 - - 2.00 2.50 - -2.50
i1.50 = - 1.50
1.00 - - 100 2o = =200
0.50 - - 0.50 150 - 150
0.00 - - 0.00
2-year EUR swap rate
-0.50 - --0.50 1.00 - -1.00
1
2022 2023 2024 2022 2023 2024
- —Forward — Forecast @ 50% region - —Forward — Forecast @ 50% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y EUR swap rates 10Y EUR swap rates
3.50-% % - 3.50 3.75-% %-3.75
3.25- -3.25 3.50 -
3.00 - -3.00 3.25 -
2.75 - -2.75 3.00 -
2.50 - -2.50 2.75 -
2.25- STt ----.._-225 2.50 -
2.00 - -2.00 2.25 -
1.75 - -1.75 2.00 -
1.50 - -1.50 1.75 -
5-year EUR swap rate 10-year EUR swap rate
1.25- -1.25 1.50 - -1.50
1 1 1
2022 2023 2024 2022 2023 2024
- =Forward — Forecast ™ 50% region - =Forward — Forecast ™ 50% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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US forecast

USD forecast summary

--Forecast-- -- Fcst vs Fwd in bp--
USD Spot +3m +6m +12m +3m +6m +12m)|
Money Market
Fed Funds 550 525 500 450
SOFR 531 530 480 4.30 -3 10 34
Goverment Bonds
2-year 441 440 430 420
S-year 389 390 390 3.90
10-year 390 410 420 420
Swap Rates
2-year 421 415 405 395 22 37 60
S-year 362 360 360 360 10 20 B3
10-year 352 375 385 385 29 a4 50

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

1M changein USD swap (SOFR] rates

USD SOFR (market pricing), %
5.5 =

5.0-
4.5 -
4.0 -

BB = -1M
- —

3.0 - Today

2.5 -
1 o 1 o 1 o 1 o 1 o 1 o 1 o 1

J bJ D J D J D J D J D J D
2023 2024 2025 2026 2027 2028 2029 2030

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

SOFR rates 2Y USD swap rates
6.00 -% % -6.00 6.00 -% % -6.00
5.50 - -5.50
5.00 - -5.00 B00-=
4.50 - -4.50
4.00 -
4.00 - S ~--4.00
350 - USD SOFR -3.50 3.00 -
3.00 - -3.00
250 - - 250 2.00 - 2-year USD swap rate -2.00
2.00 - -2.00
150 - 150 1.00 - -1.00
1.00- : : - 100 0.00 - : : -0.00
2022 2023 2024 2022 2023 2024
- -Forward — Forecast M 50% region - -Forward — Forecast M 50% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y USD swap rates 10Y USD swap rates
475 -% % -4.75 475 -% % -4.75
4.50 - 4.50 -
4.25 - 4.25 -
4.00 - 4.00 -
3.75 - 3.75 -
3.50 - 3.50 -
3.25 - 3.25 -
3.00 - 5-year USD swap rate -3.00 3.00 - d
2.75 - -2.75 2.75 - 10-year USD swap rate -2.75
2.50 - -2.50 2.50 - -2.50
2.25 - -2.25 2.25 - -2.25
1 1 1 1
2022 2023 2024 2022 2023 2024
- =Forward — Forecast ™ 50% region - =Forward — Forecast ™ 50% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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UK forecast

GBP forecast summary

1M changein GBP swap (OIS)

--Forecast-- -- Fcst vs Fwd in bp-- ..
GBP Spot +3m +6m +12m T —— GBP SONIA 1M (market pricing), %
Money Market 5.5~
Bank rate 525 525 5.00 450 5.0 -
SONIA (1M) 520 520 496 446 6 15 45 45 -
Government Bonds 4.0- -1M
2-year 425 420 405 390 3.5 -
Today
5-year 370 370 370 360 3.0 -
10-year 364 370 375 3.80 ’
Swap Rates 2.5 -
2-year 429 425 410 395 21 31 51 2.0 -
5-year 362 365 365 355 15 26 32 15-
10-year 343 350 355 360 12 22 34 ’ ! ' ! ' ! ' ! ' ! ' ! ' ! ' !
J bJ D J D J D J D J D J D
2023 2024 2025 2026 2027 2028 2029 2030
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
SONIA (1M) 2Y UK swap rates
6.00 -% %-600 " 650-% % - 6.50
5.50 - 6.00 -
5.00 - 5.50 -
4.50 - 500 -
4.00 -
4.50 -
3.50 - S50
3.00 - ’
3.50 -
2.50 - : Ty 2-year GBP swap rate o
2.00 - SONIA (1M) -2.00 : :
1.50 - -1.50 2.50 - -2.50
1.00 - -1.00 2.00 - -2.00
1 1
2022 2023 2024 2022 2023 2024
- =Forward — Forecast ™ 50% region - =Forward — Forecast ™ 50% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
10Y UK swap rates
5.00 -% % - 5.00
4.50 -
4.00 -
3.50 -
3.00 -
2.50 -
2.00 -
10-year GBP swap rate
1.50 - -1.50
1
2022 2023 2024
- =Forward — Forecast ™ 50% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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Sweden forecast

SEK forecast summary

--Forecast--

-- Fcst vs Fwd in bp--

1M changein SEK swap [ 3M])

3M STIBOR (market pricing), %

ISEK Spot +3m +6m +12m +3m +6m +12m)|
Money Market 4.25 -
Repo 400 400 400 350 4.00 -
STIBOR (3M) 415 412 391 341 27 57 91 3.75 -
3.50 -
Government Bonds 3.25 -
2-year 268 250 235 235 3.00 - TN
S-year 2.11 220 230 240 2.75 - .
10-year 207 230 245 265 2.50 -
Swap Rates 2.25 -
2-year 296 270 250 250 2 7 36 200 -
5-year 239 240 240 250 l2 22 42 1.75 - Today
1 ' 1 ' 1 ' 1 ' 1 ' 1 ' 1 ' 1
10-year 235 250 260 275 20 34 555 J D JDJDJD JD JD JD
2023 2024 2025 2026 2027 2028 2029 2030
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
3M Stibor rates 2Y SEK swap rates
4.50-% %- 4.50 450 -% % - 4.50
4.00 - . -4.00 4.00 - -4.00
~\
30 R 350 3.50 - -3.50
3.00 - : Seo - 3.00
3M Stibor Sso 3.00 - -3.00
250~ -250 550 - 2-year SEK swap rate _o50
2.00 - -2.00 ’ - ’
1.50 - -1.50 2.00 - " -200
1.00 - -1.00 1.50 - -1.50
050 - , , -0.50 1.00 - . -1.00
2022 2023 2024 2022 2023 2024
= =Forward — Forecast M 50% region - -Forward — Forecast ™ 50% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y SEK swap rates 10Y SEK swap rates
3.75-% % - 3.75 3.75-% % - 3.75
3.50 - 3.50 -
3.25- 3.25-
3.00 - 3.00 -
2.75 - 2.75 -
2.50 - 2.50 -
005 - 5-year SEK swap rate o055
2.00 - 2.00 -
1.75- 1.75 -
1.50- 1.50 -
1 1
2022 2023 2024 2002 2023 ' 2024
- -Forward — Forecast H50% region - =Forward — Forecast ®50% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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Denmark forecast

DKK forecast summary

--Forecast-- -- Fcst vs Fwd in bp--
DKK Spot +3m +6m +12m +3m +6m +12m)|
Money Market
Repo 3.75 3.75 350 3.00
Deposit 360 360 335 285
CIBOR (3M) 391 382 358 3.07 14 42 577
CIBOR (6M) 399 386 360 3.05 23 47 53
Government Bonds
2-year 253 260 245 230
S-year 224 215 215 215
10-year 224 230 245 250
Swap Rates
2-year 305 296 280 265 15 20 26
5-year 266 258 257 255 2 8 13
10-year 265 267 280 285 6 22 29

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

1M change in DKK swap (EM])
6M CIBOR (market pricing), %
4.00 -
3.75 -
3.50 -
3.25 -
3.00 -
2.75 -
2.50 -
2.25 -
2.00 - Today
J D JDJDUJUDUJIDUJIDUJID
2023 2024 2025 2026 2027 2028 20239 2030

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

6M Cibor 2Y DKK swap rates
4.50 -% %-4.50 450 -% % -4.50
6M Cibor
4.00 - 4.00 -
3.50 -
3.50 -
3.00 -
250 - 3.00 -
2.00 - 250-
1.50 - 2.00 -
2-year DKK swap rate
1o-= 150 - -150
0.50 -
[ [ 1.00 - -1.00
2022 2023 2024 ! !
2022 2023 2024
- -Forward — Forecast ™ 50% region - oFerErd —ForeeRst (1507 ragEn
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y DKK swap rates 10Y DKK swap rates
3.75-% % - 3.75 3.75 -% % - 3.75
3.50 - -3.50 3.50 -
3.25 - -3.25 305 -
3.00 - - 3.00 300 -
2.75 - -2.75
- L 2.75 -
2.50 - S _____-250
DB = 5-year DKK swap rate -225 2.50 -
’ ’ 10-year DKK swap rate
2.00 - -2.00 b ~EES
1.75 - -1.75 2.00 - -2.00
1.50 - - 150 1.75 - -1.75
1 1 1 1
2022 2023 2024 2022 2023 2024
- =Forward — Forecast ®50% region - —Forward — Forecast ®50% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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Norway forecast

NOK forecast summary 1M changein NOK swap (BM)
NOK Spot ore +12m tV51 BM NIBOR (market pricing]. %
Money Market 5.0-

Deposit 450 450 425 325 e

NIBOR (3M) 478 472 434 347 -6 =il 14

NIBOR (M) 489 488 424 350 7 -1l 14 4.0 -

Government Bonds -1M
2-year 352 340 320 3.00 B =

5-year 316 320 310 3.00

10-year 321 320 325 3.30 3.0-

Swap Rates o5 Today
2-year 394 380 360 3.40 13 19 34

5-year 334 340 330 3.20 16 17 19 20-

10-year 327 320 325 3.30 -1 9 20 U I I O I U D

J b J D J D J D J D J D J D
2023 2024 2025 2026 2027 2028 2029 2030

Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
6M Nibor 2Y NOK swap rate
550-% %- 5.50 5.50 -% %-5.50
-5.00 5.00 - -5.00
-4.50 450 - -4.50
-4.00
4.00 - -4.00
-3.50
3.50 - -3.50
-3.00
3.00 - - -3.00
-250 2-year NOK swap rate
-2.00 2.50 - -2.50
-1.50 2.00 - -2.00
1 1 1
2022 2023 2024 2022 2023 2024
- -Forward — Forecast ™ 50% region - -Forward — Forecast ™ 50% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y NOK swap rate 10Y NOK swap rate
4.75-% %-4.75 450 -% % - 4.50
450 - -4.50 4.25 -
4.25 - -4.25 2,00
4.00 - -4.00 ’
3.75 - -3.75 3.75-
3.50 - -3.50 3.50 -
3.25 - SO0 -3.25 305 -
3.00 - ~TT----300 500
2.75 - -2.75 o
5-year NOK swap rate - -
2.50 - v P -250 2.75 10-year NOK swap rate 2
2.25 - -225 2.50 - -2.50
1 1 1 1
2022 2023 2024 2022 2023 2024
= =Forward — Forecast ®50% region - -Forward — Forecast = 50% region
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The date and time of first dissemination mean the date and estimated time of the first dissemination of this research
report. The estimated time may deviate up to 15 minutes from the effective dissemination time due to technical
limitations.
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The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
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report.
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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
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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
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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
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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.
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