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Enter Fed cutting cycle

Markets started off the week lingering at the fear of recession after the August US
jobs report failed to shake off those fears. Chinese core inflation dropping further to
0.3% as a symptom of weak Chinese demand only added further to the sour risk sentiment.
We saw it in FX markets, with further slides in Swedish and Norwegian kroner, the latter
also weighed down by cheaper oil. Sentiment turned around a bit on Thursday, though,
with equities higher and a rebound in industrial metals and oil prices.

The ECB cut rates by 25bp as widely expected. President Lagarde provided no guidance
on the timing of the next policy move yet given that she did not see the need to impact the
market pricing, we believe that the ECB is overall content with the current market pricing
of 25bp/quarter through the end of next year, as domestic inflation pressure remains
elevated due to high wage growth. Lagarde also highlighted the further confidence of the
2% inflation target being met in the medium-term, while the accompanying staff
projections only saw cosmetic changes. On the data front, July industrial production data
from the euro area confirmed what PMIs have already shown, namely that the
manufacturing sector will weigh on Q3 GDP growth.

In the US, Kamala Harris came out of the presidential debate on top and markets
reacted by sending the USD and vyields slightly lower, suggesting that expectations of
Trump pursuing more expansionary fiscal policies and protectionist measures remain
intact. This is probably also agood gauge for how markets may react to election news going
forward.

With a big question mark still hanging over the US labour market, inflation data once
again took markets’ focus this week on the hopes of getting some clarity on the next
Fed move. 0.3% m/m core inflation was a bit more than expected, mostly driven by shelter
prices. Onthe one hand, it is a comforting sign that businesses still see room to hike prices,
and a low inflation print would have added to recession concerns. On the other hand, it
forces the Fed to keep an eye on the inflation mandate and probably deprives them from
the opportunity to cut rates by more than 25bp next week. Ahead of the FOMC meeting,
August retail sales are released but we think the bar for changing the rate outlook is high.
We see a 25bp cut as the clear base case.

We also have several other central bank meetings on the schedule next week. We
expect rates unchanged at all of them. The Bank of England meeting on Thursday will be
focused on the inflation data, which is released the day ahead. On Friday, inflation data
released during the Bank of Japan’s two-day policy meeting will probably show price
pressures picking up. Even so, the bond market rally since the late July meeting and cheaper
oil prices has been a boon to the yen, which makes the initial motive for hiking rates less
acute. We expect the next BoJ hike in December. We will also zoom in on the final euro
area inflation data, which will allow us to gauge domestic inflation. It has remained high
and is a key reason we expect only a gradual cutting approach from the ECB.

Important disclosures and certifications are contained from page 8 of this report.
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Key global views

o Global manufacturing cycle moving
gradually higher

o Upsideinflation risks have
diminished, and focus has shifted
to downside growth risks

e Fadinguncertainty around inflation
outlook allows the Fed and ECB to
front-load rate cuts

Key market movers

o Tue: US retail sales, German ZEW

e \Wed: FOMC meeting, final euro
area inflation data

o Thu:BoE and Norges Bank meeting

o Fri: Japanese CPI, BoJ meeting

Selected reading from Danske Bank

e Flash: ECB Review - A cut and no rate
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expectations heading lower, 11

September

e Research US - Fed preview: Dovish
25bp, 13 September

Editor

Director

Bjern Tangaa Sillemann
+4545 141507
bjsi@danskebank.dks

https://research.danskebank.com



https://research.danskebank.com/research/#/Research/article/1b261d88-9b93-4534-86ec-6271709b4217/EN
https://research.danskebank.com/research/#/Research/article/1b261d88-9b93-4534-86ec-6271709b4217/EN
https://research.danskebank.com/research/#/Research/article/b01c4986-eaa2-4273-a970-076c74e53a0c/EN
https://research.danskebank.com/research/#/Research/article/b01c4986-eaa2-4273-a970-076c74e53a0c/EN
https://research.danskebank.com/research/#/Research/article/1e092cbd-6cd3-4e40-90e0-1946504462fe/EN
https://research.danskebank.com/research/#/Research/article/1e092cbd-6cd3-4e40-90e0-1946504462fe/EN

Weekly Focus

Scandi market movers

2|

In Denmark, next week brings consumer confidence for September on Friday. The
overall figure dropped in August after reaching its highest level since 2022 in June,
though all the while it has been in negative territory meaning most consumers are still
pessimistic. With rising real wages and signals of a strong labour market, we expect an
improvement in September, to -5.

Payrolls for July are also due on Friday. Unemployment increased in July which is a
signal that we could see a weak print, however, the number of new vacancies and open
positions were still at high levels in July. It will also be interesting to gauge the
employment of foreign workers, which has dropped since its peak in April. Foreign
workers are typically the first to be laid off but have an asymmetrical impact on payrolls
and unemployment data as they often do not show up in the latter statistic.

Next week's schedule is relatively quiet regrading Sweden's macroeconomic events,
with the Labour Market Survey being the highlight on Wednesday. Although an upward
trend in the unemployment rate seems inevitable, the overall labour market remains
fine. Hiring plans continue to be optimistic, yet we anticipate a slight increase in the
unemployment rate over the coming months (current level at 8.5% s.a.). However, we
expect it to stabilize and begin to decline by 2025, reaching 8% by year-end 2025. For
next week's outcome, we anticipate a slight decrease in unemployment as the summer
months end. However, there is a risk that this improvement might be postponed until
the September figures are released.

Particularly noteworthy next week will be the employment rate and hours worked. After
observing a decline in hours worked for two consecutive months, we are optimistic that
this could reverse in August, shifting towards a positive outcome.

In Norway, we expect that Norges Bank (NB) will keep the policy rate unchanged at
4.5% at the monetary policy meeting next week, and that the rate path published in the
new monetary policy report will signal a somewhat faster decline through 2025-27 than
indicated in June. The uncertainty is therefore mainly related to whether NB will open
the door to cutting rates already this year. Since the meeting in June, when NB signaled
that the policy rate would be kept unchanged until after the New Year, we have seen
some large movements in the financial markets. However, these movements affect the
rate path in opposite ways, where a clearly weaker exchange rate pulls in the direction
of a higher rate path, while lower global interest rates and a lower oil price pull in the
opposite direction. Of the more fundamental factors, inflation has been somewhat lower
than expected, economic growth lower than expected, while unemployment has risen
moderately as expected. The regional survey points to somewhat weaker growth than
previously expected, but capacity utilization is increasing. The latter means that the
estimate for the output gap is unlikely to change, so that domestic growth will appear
neutral onthe interest rate path. As the level of activity is more or less at normal levels,
NB does not face a trade-off between inflation and growth but can focus entirely on
bringing inflation back to the target. With core inflation well above the target and the
krone exchange rate at these levels, it suggests that NB will not open the door to cutting
rates already this year.
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W e expect consumer confidence to
improve in September

20 -Net balance Denmark Netbalance - 20
10 -
0-
-10-

=20 =

Consumer confidence

~B@) =

-40 -
i i i i i l i l
10 12 14 16 18 20 22 24

Sources: Statistics Denmark, Macrobond
Financial, Danske Bank

Unemployment rate

10.0-%

o
\
X
(e
=
©o
wo

Sweden

POUOONNDDOO
uououououo

e U O O OO TN COYCORCD)
womowowowo

05 10 15 20 25

Source: Statistics Sweden, PES, Macrobond
Financial, Danske Bank

Inflation well above the 2 %-target

%y/y -8
-7

8 -%y/y Norway

Coreinflation

18 19 20 21 22 23 24

Kilde: Statistics Norway, Macrobond Financial,
Danske Bank

https://research.danskebank.com




Weekly Focus

Scandi Update

Denmark - inflationincreased less than expected in August
while spending growth picked up

Inflation increased to 1.4% in August, which was slightly less than we had expected. The
uptick reflects base effects from increased electricity prices while food prices also
increased. Conversely, the notoriously volatile holiday home rental prices dragged the
overall figure down. Thus, no signs of higher underlying price pressure — yet. As we go
into autumn, we expect the real wage increases to boost demand and for firms to start
passing the increased costs on to consumers, which will lift inflation slightly above 2%.

Spending growth picked up in August, card data from Danske Bank showed (Spending
Monitor, 10 September), with spending excl. energy up 2.8% y/y, meaning real spending
was up 1.6%. Restaurant spending performed well, and bars and nightclubs also had a nice
August, while travel spending posted a modest decrease in real terms. Retail spending was
a mixed bag, as grocery- and sporting goods spending picked up while clothing- and
bookstore spending declined.

The surplus on the goods balance remained elevated in July, in particular dueto an increase
in exports of goods that cross the border, such as machinery. A strong industrial production
print from last week had signalled this development. Exports in general also remained
strong suggesting the Q2 strength has continued into Q3.

Sweden - how will Riksbank handle diverging headline and core
inflation?

Even though both CPIF and CPIF excl. energy overshot our August forecasts slightly, the
former significantly undershot Riksbank’s forecast and to some extent also market
consensus. CPIF excl. energy was bang in line with Riksbank’s forecast and market
consensus. There were no major deviations to our forecasts for the underlying price
components.

Looking forward, incorporating energy data up to 12 September, our preliminary take on
the September outcome is that core inflation should slow to 1.9 % yl/y in line with
Riksbank’s forecast. That said, still-low electricity prices and a drop in global petrol prices
will pull down CPIF further to 0.9% y/y. Importantly, we do not expect a more significant
drop in CPIF excl. energy until January 2025. This has to do with our assumption that the
upcoming rent negotiations this fall will result in significantly lower rent agreements in
2025 than what has been the case over the past two. The bulk of these agreements usually
come into effect in January each year.

At the September monetary policy meeting, Riksbank policy board members will have the
opportunity to lay out their views on the current divergence between headline and core
CPIF and why they prefer to act on one of them but not the other. Our understanding is that
they currently focus on core inflation, however, there is probably a limit to how much focus
they can put on core rather than the target variable CPIF.
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Inflation increased to 1.4% in August
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Norway - inflation remains above target, activity at normal
levels

Core inflation fell to 3.2% y/y in August. Having said that, the reduction in the maximum
price for kindergartens helped to reduce inflation by approximately 0.3 pp according to
Statistics Norway. Disregarding this effect, which it can be argued that you should if you
want to look at the underlying inflationary pressure, core inflation was unchanged at 3.5%.
Hence, the disinflationary trend seems to be continuing, but at a somewhat slower pace. In
August, import prices in particular surprised to the upside, and this may be a signal that the
krone's weakening over the summer is starting to affect the retail prices of imported goods.

The regional survey showed that companies now expect growth of 0.2% in the current
quarter and the next quarter, indicating that the period of moderate growth continues. But
at the same time capacity utilization increased from 33% to 34%, which is roughly in line
with the historical average. This indicates that the level of activity in Norway is now
approximately at normal levels, even if growth remains weak.
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Higher capacity utilisation
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Calendar - 16-20 September 2024

S
Dur'ing the week Danske B Consensus Previous
Sat 14 CNY  Fixed assets investments v/y 3.5% 3.6%
Sat 14 CNY  Industrial production v/y 4.7% 5.1%
Sat 14 CNY _ Retail sales Aug 2.5% 2.7%
Monday, September 16,2024 Period Danske Bank Consensus Previous
8:00 NOK  Trade balance NOK bn Aug 59k
10:00 ITL HICP, final m/mly/y Aug 11.3% .11.3%
11:00 EUR  Trade balance EUR bn Jul 175
11:00 EUR  Labour costs v/y 2nd quarter 51%
14:30 USD  Empire Manufacturing PMI Index Sep -3.9 -4.7
Tuesday, September 17,2024 Danske Bank Consensus Previous
11:00 DEM  ZEW current situation Index Sep -80.0 -77.3
11:00 DEM  ZEW expectations Index Sep 17.5 19.2
14:30 USD  Retail sales control group m/m Aug 0.3% 0.3%
14:30 CAD CPI m/mly/y Aug L12.1% .12.5%
1515 USD  Capacity utilization % Aug 77.9% 77.8%
1515 USD  Industrial production m/m Aug 0.1% -0.6%
15:15 USD  Manufacturing production m/m Aug -0.1% -0.3%
16:00 USD  NAHB Housing Market Index Index Sep 40.0 39.0
Wednesday, September 18, 2024 DanskeBank  Consensus Previous
1:50 JPY Exports v/y (%) Aug 0.1 0.1
1:50 JrY Import v/y (%) Aug 02 o2
1:50 JrY Trade balance, s.a. JPY bn Aug -976 -755.2
8:.00 GBP CPI m/mly/y Aug 0.3%|2.2% -0.2%[2.2%
8:00 GBP  CPIcore v/y Aug 35% 3.3%
11:00 EUR  HICPinflation, final m/mly/y Aug 0.2%|2.2% 0.2%|2.2% 0.2%[2.2%
11:00 EUR  HICP - coreinflation, final v/y Aug 2.8% 2.8% 2.8%
14:30 USD  Building permits 1000 (m/m) Aug 1410 1396.0 (-3.3%)
14:30 USD  Housing starts 1000 (m/m) Aug 1311 1238.0 (-6.8%)
16:30 USD DOE U.S. crude oil inventories K 833
20:00 USD  FOMC meeting % 5.25% 5.25% 5.50%
20:00 USD  Fed chair Powell speaks
22:00 USD _ TICS international capital flow, Net inflow USD bn Jul 107.5
0:45 NZD GDP a/aly/y 2nd quarter -0.4%|-0.6% 0.2%|0.3%
3:30 AUD  Employment change 1000 Aug 25 582
10:00 NOK  Norges Banks monetary policy meeting % 4.50% 4.50% 4.50%
10:00 EUR  Current account EUR bn Jul 50.5
11:00 EUR  ECB's Schnabel speaks
13:.00 GBP  BoE minutes
13:00 GBP  BoE Bank rate % 5.0% 5.0% 5.0%
13:.00 TRY  Central Bank of Turkey rate decision % 50.0% 50.0% 50.0%
14:30 USD Initial jobless claims 1000 230
14:30 UsSD  Current account usD bn 2nd quarter -261.0 -237.6
14:30 USD  Philly Fed index Index Sep 09 -70
16:00 USD  Existing home sales m (m/m) Aug e 3.95/|0.013

16:40 EUR  ECB's Schnabel speaks
ember 20, 2024 Period Danske Bank Consensus Previous

Friday, Sept

JPY BoJ monetary policy announcement

1:01 GBP  GfK consumer confidence

1:30 JPY  CPI - national ex. fresh food

1:30 JPY  CPI- national

8:00 GBP  Retail sales ex fuels

8:00 DKK  Consumer confidence

8:45 FRF Business confidence

14:30 CAD  Retail sales

16:00 EUR  Consumer confidence, preliminary
17:00 EUR  ECB's Lagarde speaks

%
Index
v/
v/y
m/mly/y
Net. bal.
Index
m/m
Net bal.

0.25% 0.25%
Sep -120
Aug 2.8%
Aug 3.0%
Aug 0.5%|1.1%
Sep -5
Sep 980
Jul 0.4%
Sep -13.0

0.25%
-13.0
2.7%
2.8%

0.7%|1.4%
-7.4
97.0

-0.3%

-13.5

Source: Danske Bank
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Macroeconomic forecast

Macro forecast. Scandinavia

Private Public Fixed Ex- Im- Infla- Wage Unem- Public Pubtic Current

Year GDP! cons.} cons.} inv.t pa:n-ts1 pa:n-ts1 tion* growthl p]cnym2 budget3 debt® acc®
Denmark 2023 2.5 1.3 0.2 -6.6 104 87 83 4.1 2.8 3.3 33.6 9.8

2024 1.8 1.0 1.7 -1.8 3.7 0.8 15 51 29 2.1 32.0 10.1

2025 2.0 2.1 2.6 3.8 2.6 83 19 3.5 3.1 1.1 30.5 10.9
Sweden 2023 0.1 2.2 1.1 -1.1 3.5 -0.8 8.6 3.8 7.7 -0.5 32.0 4.8

2024 1.2 0.1 0.8 -1.8 2.4 0.8 2.8 Bl 84 -0.8 33.0 5.6

2025 2.4 2.6 1.9 16 3.5 3.3 0.6 2.5 8.2 -0.2 33.0 5.7
Norway 2023 1.1 -0.8 3.4 0.0 14 0.7 55 5.3 1.8

2024 0.7 1.3 2.2 4.0 3.0 1.5 3.2 5.1 2.1

2025 2.0 2.9 1.8 4.0 3.0 2.0 2.0 3.8 2.4

Private Public Fixed Ex- Im- Infla- Wage Unem- Public Public  Current
Year GDP' cons.! cons.! inv.t ports1 ports1 tion® growth1 p]c:nym2 budge.t3 debt® acc®
Euroarea 2023 0.5 0.8 1.2 1.1 -04 -0.7 54 5.2 6.6 -3.6 90.2 2.9
2024 0.7 0.8 1.2 -0.5 1.3 -0.2 2.4 4.3 6.5 -3.0 90.1 2.8
2025 1.2 1.3 0.8 1.3 3.0 3.1 2.1 34 6.6 -29 90.7 2.9
Finland 2023 -1.2 0.2 3.4 -8.8 -0.1 -6.6 6.3 4.2 7.2 -2.7 76.6 -1.1
2024 -04 0.2 0.5 -5.0 -1.0 -1.5 1.9 3.0 8.3 -4.1 80.3 -0.7
2025 1.8 1.2 0.2 5.0 3.0 3.5 1.5 3.0 8.0 -3.5 81.8 -0.5

Macro forecast. Global

Private Public Fixed Ex- Im- Infla- Wage Unem- Public Public  Current

Year GDP' cons.! cons.! inv.t ports1 ports1 tion® gr‘owth1 p]c)ym2 budge;t3 debt® acc>
USA 2023 2.5 2.2 4.1 0.6 2.6 -1.7 4.1 4.3 3.6 -8.3 122.3 -3.0

2024 25 2.1 3.4 4.1 2.0 4.1 29 B2 4.1 -8.7 123.1 -2.8

2025 1.5 1.2 2.6 3.5 19 4.5 2.4 2.5 4.7 -8.5 125.1 -2.6
China 2023 5.2 6.6 - 4.6 - - 0.2 - 5.2 -7.1 83.6 15

2024 4.8 4.5 - 5.0 - - 0.3 - 5.2 -7.4 88.6 1.3

2025 4.8 5.6 - 4.5 - - 15 - 5.2 -7.6 93.0 1.4
UK 2023 0.1 - - - - - 7.3 - 4.0

2024 1.1 - - - - - 2.8 - 4.6

2025 14 - - - - - 1.9 - 4.9

Source: OECD and Danske Bank. 1] % y/y. 2) % of labour force. 3) % of GDP.
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Financial forecast

Bond and money markets

Keyinterest 3minterest 2-yrswap  10-yr swap Currency Currency Currency Currency Currency
rate rate vield vield vs EUR vs USD vs DKK vs NOK vs SEK
usD* 12-Sep 5.50 - 343 3.18 091 - 6.76 10.78 10.32
+3m 5.00 - 3.60 345 0.92 - 6.84 10.64 10.46
+6m 450 - 3.45 3.45 093 - 6.90 11.02 10.83
+12m 3.75 - 3.25 3.50 0.93 - 6.97 11.40 10.93
EUR 12-Sep 3.50 348 244 2.36 - 1.10 7.4626 11.89 11.39
+3m 3.25 3.15 2.65 2.65 - 1.09 7.4575 11.60 11.40
+6m 3.00 2.90 2.55 2.65 - 1.08 7.4550 11.90 11.70
+12m 2.50 2.51 2.45 2.65 - 1.07 7.4550 12.20 11.70
JPY 12-Sep 0.25 - - - 0.006 0.007 4.75 7.56 7.24
+3m 0.25 - - - 0.006 0.007 4.78 7.44 7.31
+6m 0.50 - - - 0.007 0.007 493 7.87 7.74
+12m 1.00 - - 0.007 0.007 5.16 8.45 8.10
GBP* 12-Sep 5.00 - 3.78 341 1.19 1.07 8.84 14.10 13.50
+3m 4.75 - 3.80 3.65 1.20 1.31 8.98 13.98 13.73
+Bm 4.50 - 3.60 3.65 1.19 1.29 8.88 14.17 13.93
+12m 3.50 - SE25 3.65 1.18 1.26 8.77 14.35 13.76
CHF 12-Sep 1.25 - - - 1.06 1.17 7.92 1262 12.08
+3m 0.75 - - - 1.04 1.14 7.77 12.08 11.88
+Bm 0.75 - - - 1.05 1.14 7.85 12.53 12.32
+12m 0.75 - - - 1.06 1.14 7.93 12.98 1245
DKK 12-Sep 3.10 3.36 2.54 2.50 0.134 0.148 - 1.59 153
+3m 2.85 3.10 2.75 2.80 0.134 0.146 - 1.56 1.53
+Bm 2.60 2.85 2.65 2.80 0.134 0.145 - 1.60 1.57
+12m 2.10 241 2.55 2.80 0.134 0.144 - 1.64 1.57
SEK 12-Sep 3.50 3.26 2.08 2.13 0.088 0.097 0.66 1.04
+3m 3.00 2.83 2.30 2.60 0.088 0.086 0.65 1.02
+Bm 2.50 2.38 2.40 2.75 0.085 0.092 0.64 1.02
+12m 2.00 2.05 2.40 2.85 0.085 0.091 0.64 1.04 -
NOK 12-Sep 450 4.78 3.70 3.32 0.084 0.093 0.63 - 0.96
+3m 4.50 4.75 875 3.50 0.086 0.094 0.64 - 0.98
+Bm 4.50 4.50 3.65 855 0.084 0.091 0.63 - 0.98
+12m 4.00 4.01 3.55 3.60 0.082 0.088 0.61 - 0.96

*Notes: GBP swaps are SONIA, USD swaps are SOFR

Commodities
2024 2025 Average
12-Sep Ql 02 03 04 Q1 Q02 03 a4 2024 2025
ICE Brent 72 82 B85 80 80 85 85 B85 85 82 85

Source Danske Bank
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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 distributioninthe United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is notsubject to U.S. rules with regard to the preparation of research reportsand 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 anon-U.S. jurisdiction.

Any U.S. investor recipient of this research report whowishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware thatinvestingin non-U.S. financia
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reportingand 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 onlyto (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 (111) 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 beingreferred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other personsshould not act or rely
on this document or any of its contents.

Disclaimer related to distributionin 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 inthe EEA who receives this document willbe
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 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.

Report completed: 13 September 2024,14.00 CET
Report first disseminated: 13 September 2024,14.15 CET
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