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Tariff concerns have eased - but not vanished

A combination of easing geopolitical concerns and resilient macro data has supported
markets’ risk sentiment over past weeks. The risk of Donald Trump resuming aggressive
tariff hikes is still looming in the background, but for now it appears likely that the highest
tariff rates announced on April’s ‘Liberation Day’ will not be reinstated. While near-term
concerns are easing, a sense of structural shift in investors’ appetite for US assets is still
lingering in the air.

Economic data has been surprisingly little affected by the trade war so far. Realized
inflation has undershot expectations in the US and remained under control elsewhere in the
developed world. Trade flows have seen rapid shifts as firms have adapted to the quickly
evolving tariff landscape, but final demand has remained resilient for now. Labour market
conditions have remained solid as well, as US nonfarm payrolls growth exceeded
expectations at 147k in June, and the euro area unemployment rate remains around historic
lows. Overall, US importers appear to have absorbed most of the tariff costs on their profit
margins, although we do expect to see gradual pass-through to higher prices towards the
fall. Read our latest update onthe trade war outlook: Research US - July 9 unlikely to turn
into a 'Liberation Day 2.0", 4 July, and our recent scenario report discussing the range of
possible economic outcomes: Navigating the Uncertainty - Trade and foreign policy
scenarios for a turbulent autumn, 26 June.

The US congress managed to pass the Senate’s revised version of the “Big Beautiful
Bill”, which includes extensions to Trump’s 2017 income tax cuts alongside various new
enhancements to existing tax deductions. Part of the costs will be offset with steep cuts to
the Medicaid system and by phasing out the IRA tax credits, but the bill is still set to boost
deficits considerably over coming years. The Senate’s version contains slightly less front-
loaded stimulus compared to the House’s original plan butwill be more costly over the 10-
year budget horizon, as cumulative deficits are set to increase by USD3.3 trillion.

Oil prices have fallen back below USD70/barrel after Iran opted for only limited retaliation
against the US strikes on its nuclear enrichment facilities in June. While we expect the
relationship between Iran and Israel to remain tense, the risk of near-term escalation
appears to have faded for now. Read our evaluation of the outlook from Geopolitical
Radar: Is it a ceasefire if Trump says so? 24 June.

Given the trade, fiscal and geopolitical uncertainties, central banks have kept their
forward guidance cautious. The ECB cut its policy rates by 25bp in June as widely
anticipated, but similar moves by the Riksbank and especially by the Norges Bank caught
markets more off guard. Both the ECB and the Fed are set to remain on hold in July, but
we expect them to resume cutting in September. We think that for the ECB, the September
cut will be the final one, while the Fed still has more to do. Inflation in Japan remains
elevated, but we do not expect a rate hike there in Japan as the central bank is concerned
that the inflation could be temporary.

Important disclosures and certifications are contained from page 7 of this report.

Today's key points

e Economic data has not delivered
major news despite the ongoing
risks to the economic outlook from
tariffs, conflict in the Middle East
and paolitical uncertainty in the US.

o Financial markets have reacted
with increasing risk appetite in
equity and credit markets, while
the US has continued to weaken.

e Swedish datais surprising to the
weak side while Norway’s growth
outlook is improving, but the
central banks in both countries
chose to cutinterest rates in June.

e Economic datain Denmark has
been revised significantly,
indicating a less strong
performance in recent years but
more growth potential going
forward.

o Thenext Executive Briefing willbe
in early September - we wish all
readers a happy summer.
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Denmark

After a major revision, real GDP growth was 1.5% on average in 2022-2024 instead of
2.6%, and in Q1 this year, it was -1.3% g/q instead of -0.5%. Danish headline performance
since 2022 was still better than most European countries but no longer on par with the US.
The biggest reason for the revision is that exports of shipping services was at smaller
volumes but higher prices, so the actual income from that has not changed much. There is
also a significant downwards revision of consumer spending since 2023, so that spending
relative to income is now clearly below normal, creating more potential for consumption
growth going forward. The growth contribution from pharma remains very large (except in
Q1 2025) — excluding pharma, real GDP declined in both 2022 and 2023.

Sweden

After a weak start to 2025, both hard data and indicators suggest that the second quarter
remained sluggish. Inthe NIER survey, business confidence declined to low levels, hinting
at downside risks to our and the Riksbank’s forecast for GDP. Consumer confidence
recovered slightly but remains at depressed levels, in line with the drop in May’s retail sales
numbers. New vacancies remained at low levels in June after a further decline in May, and
unemployment rose. On the other hand, inflation risks have subsided with price plans
returning to normal levels and producer prices pointing to downside risks for inflation in
the near-term. The Riksbank cut its policy rate to 2.0% in June and opened for another cut
if the economy remains weak. Given the latest data batch for Sweden, the probabilities of
one or even two rate cuts in early autumn have increased markedly.

Norway

According to the Q2 Regional survey for from Norges Bank, businesses now expect growth
of 0.4% g/q in both Q2 and Q3. Capacity utilization remained unchanged at 35% which is
marginally below the long-term average and confirms the impression that capacity
utilization is close to normal. Respondents reporting lack of labour decreased from 24% to
23%, indicating a marginally looser labour market. Expected growth in employment next
quarter is unchanged at 0.2%. On the other hand, expected investment growth for 2025 is
down from 0.5% to -0.9%, and next year from 0.8% to 0.1%, clearly indicating reduced
optimism in the business sector. Norges Bank surprisingly cut the policy rate by 25 bp. to
4.25% and signalled that the policy rate will most likely be cut further this year. The interest
rate path in the monetary policy report indicates that the next cut will come in September
and a very high probability of another cut in December. Lower inflation and somewhat
higher unemployment were the main factors behind the surprising rate cut.

Finland

Economic indicators have been mixed in H1. Falling interest rates and low inflation boost
domestic purchasing power, but risk of unemployment holds consumers back in the near
term. Open vacancies are hard to find, but private sector employment has already improved
modestly. Promising signs of stronger export demand are threatened by the volatile US
tariff policy and stronger EUR exchange rate. Cheap electricity helps to bring in some
domestic and foreign fixed investment. The government plans to cut the corporate income
tax rate to 18% (currently 20%) and lower taxation of earned income, including lowering
the highest marginal tax rates, to more internationally competitive level. Housing market
transactions have slowly increased. There exists plenty of pent-up demand for homes and
lower interest rates help to activate the market. Infrastructure construction is recovering
and housing construction bottoming. A stronger recovery is likely to take place in 2026.
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Currency markets

The last month in FX markets has been characterised by CEE strength and continued USD
weakness with EUR/USD moving close to 1.18 — the highest level since 2021. Relative
interest rates, the decline in energy prices, continued scepticism regarding US assets and a
rebalancing of hedge ratios have all contributed to keeping the greenback under pressure.
Similarly, the JPY has performed poorly. In the Scandies, both the NOK and the SEK have
weakened vs the EUR as risk appetite for domestic assets have weakened and economic
data releases have surprised to the downside. Also, Norges Bank delivered the first rate cut
of its easing cycle in a move not expected by markets. The general tightening of rates
spreads of NOK and SEK to EUR have been important drivers in sending NOK and SEK
towards the lowest levels in several months. Finally, EUR/DKK has rebounded back above
7.46 following a dip in the beginning of June.

Bond markets

European rates moved sideways through June despite the upward pressure on energy prices
stemming from the Iran/Israel war. The US Treasury curve continued steepening as
congress neared an approval of the new tax bill which will raise the budget deficit and
supply of duration coming to markets. Conversely, markets added to Fed cut expectations
through June due to somewhat dovish signals from the FOMC and a string of downside US
data surprises early in the month. Hence, markets are now well-aligned with our forecasted
Fed policy rate trajectory over the coming years. We expect long-end EUR rates to trade
mostly sideways the next 12 months, while long-end US rates are expected to climb higher
due to the upward pressure on term premia stemming from the deficit outlook. In the Danish
callable market, 30Y callable bonds rose slightly across the 3.5% and 4.0% coupons
through June. We expect gradual increases over the next 12 months, with the 3.5% coupon
becoming the benchmark in the second half of 2025.

Credit markets

Risk-on remained the overarching sentiment characterising credit markets in June where
iTraxx Xover reached its tightest level since mid-February. Though the low-beta segment
has not reached quite as exuberant levels, in general credit markets remain very strong,
supported by continuous inflows and compressed volatility. All segments of credit finished
the month tighter than where they started. We are approaching (if not already having
entered) the summer lull where the primary market dries out and trading activity declines.
Hence, absent exogenous shocks to markets, credit will likely not display large moves for
the coming month. The slowdown in activity will likely serve the market well as investors
have had to digest an elevated amount of issuance during H1, and in June in particular.

Equities

Equity markets continued to rise in June despite persistent geopolitical unrest. Global
equities rose around 4%, bringing indices like MSCI World and major local benchmarks
above the February peak. Implied equity volatility declined further with VIX falling below
17, indicating limited pricing of geopolitical risk into the broader macro-outlook for H2.
Macro indicators remain supportive. Leading indicators still point to a constructive macro
environment and continued earnings growth ahead. The Q2 earnings season is about to
begin, and expectations remain solid. For the S&P 500, consensus expects around 6% year-
on-year earnings growth despite ongoing trade tensions —and there is potential for this to
end slightly higher. However, recent market gains have led to more stretched positioning
and more demanding equity valuations. Going forward, equity performance will likely need
to be driven by positive macro data rather than positioning or valuation expansion.
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Macroeconomic forecast
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Financial forecast

Bond and money markets

Key interest ~3minterest 2-yrswap 10yrswap Currency Currency Currency Currency Currency
rate rate yield yield vs EUR vs USD vs DKK vs NOK vs SEK
usp* 03-Jul 4,50 - 3.62 3.79 0.85 - 6.35 10.07 9.58
+3m 4.25 - 3.59 3.90 0.85 - 6.32 10.00 941
+6m 4.00 - 3.45 3.90 0.83 - 6.21 10.00 9.33
+12m 3.90 - 3.25 3.85 Q.82 - 611 10.00 9.26
EUR 03-Jul 200 1.99 200 260 - 1.18 7.4617 11.84 11.26
+3m 1.75 1.80 205 250 - 118 7.4575 11.80 11.10
+6m 1.75 1.80 205 250 - 1.20 7.4550 12.00 11.20
+12m 1.75 1.80 205 250 - 122 7.4550 1220 11.30
JRY 03-Jul 0.50 - - - 0.006 0.007 4.38 6.94 6.60
+3m 0.75 - - - 0.006 0.007 4.45 7.04 6.62
+6m 0.75 - - - 0.006 0.007 4.47 7.19 671
+12m 1.00 - - - 0.006 0.007 453 7.41 6.86
GBP* 03-Jul 4.25 - 3.63 4.03 116 1.36 8.66 1375 13.07
+3m 4.00 - 3.64 394 116 1.37 867 1372 1291
+6m 375 - 3.50 3.85 115 1.38 857 1379 12.87
+12m 325 - 3.30 3.80 115 1.40 857 14.02 1299
CHF 03-Jul 0.00 - - - 1.07 1.26 7.97 12.65 12.03
+3m 0.00 - - - 1.09 128 811 12.83 12.07
+6m 0.00 - - - 110 1.32 819 1319 1231
+12m 0.00 - - - 110 134 819 1341 12.42
DKK 03-Jul 1.60 1.96 2.09 2.76 0134 0.157 - 1.59 1.51
+3m 1.35 175 220 270 0134 0.158 - 1.58 1.49
+6m 1.35 175 220 270 0134 0.161 - 161 1.50
+12m 1.35 175 220 270 0134 0.164 - 1.64 1.52
SEK 03-Jul 200 210 1.89 253 0.089 0104 0.66 1.05
+3m 200 212 200 2.76 0.090 0.106 0.67 1.06
+6m 200 212 215 2.85 0.089 0.107 0.67 1.07
+12m 200 213 210 295 0.088 0.108 0.6e6 1.08 -
NOK 03-Jul 425 442 3.87 3.82 0.084 0.099 063 - 0.95
+3m 4.00 4.02 3.84 3.90 0.085 0.100 0.63 - 094
+6m 375 3.80 3.70 3.85 0.083 0.100 0.62 - 0.93
+12m 3.25 3.30 3.95 375 0.082 0.100 061 - 093

*Notes: GBP sw aps are SONIA, USD sw aps are SOFR

Commodities
2024 2025 2026 Average
03-Jul Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Yy 2024 2025 2026
ICE Brent 69 82 85 79 74 75 70 80 85 90 80 78 90

Source Danske Bank
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represented and agreed that it is a Qualified Investor. Any such recipientwill 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 personsin the UK and member states (where equivalent legislation exists) for whom the investor has authority to make
decisions on awholly 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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