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Investment Research — General Market Conditions   

    
Market movers today 

 We expect an unchanged key rate at the MPC meeting at Norges Bank today. In June, Norges 

Bank indicated an almost 100% probability of a cut in September but the risk outlook has 

since changed significantly. For one thing, there are now clear signs that growth in the 

Norwegian economy is picking up and that the risk of a deeper and more protracted 

downturn has decreased greatly. Second, the housing market tightened considerably over 

the summer, with significant price increases, high turnover and limited supply. This means 

that a further rate reduction is no longer necessary when it comes to growth and is also less 

desirable when it comes to the housing market, given the risk to financial stability.  

 

Selected market news 

The outcome of the meeting in the Federal Reserve Open Market Committee (FOMC) yesterday 

was much in line with market expectations. The federal funds target was kept unchanged as 

expected by us, consensus and in line with the market only pricing in a 10% probability of a 

25bp hike. Furthermore, the FOMC projects a 25bp hike later this year, which is also in 

accordance with market pricing of around a 50% probability of a rate hike in December. 

Consequently, the market reaction was relatively muted. EUR/USD rose slightly towards 1.12 

and US treasury yields posted small declines, leading US stocks and the oil price marginally 

higher. 

Regarding the oil market, the weekly inventory data from the US Energy Information 

Administration showed a large decline of 6.2mb last week. The numbers further indicated that 

US crude production rose for the second consecutive week, suggesting that oil demand is 

relatively strong in the US at the moment. The large draw, in conjunction with markets’ slightly 

dovish interpretation of the outcome of the FOMC meeting and the news that Saudi Arabia will 

meet with Iran ahead of the producers meeting in Algiers next week, supported oil prices 

yesterday. The two are likely to seek to work out the disagreement, which hindered a production 

freeze agreement in April. The price on Brent crude recovered above USD47/bbl yesterday.  
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Scandi markets 

Norway. We expect an unchanged key rate at the MPC meeting at Norges Bank. In June, Norges 

Bank indicated an almost 100% probability of a cut in September but the risk outlook has since 

changed significantly. For one thing, there are now clear signs that growth in the Norwegian 

economy is picking up and that the risk of a deeper and more protracted downturn has decreased 

greatly. Second, the housing market tightened considerably over the summer, with big price 

increases, high turnover and limited supply. This means that a further rate reduction is no longer 

necessary when it comes to growth and is also less desirable when it comes to the housing 

market, given the risk to financial stability. Inflation has also been much higher than expected. 

This points to an upward revision of the central bank’s interest rate path relative to June but it 

will still probably show an almost 50/50 chance of a cut before the end of the year. The reason 

is that, in isolation, high NIBOR premiums and a relatively strong krone are pulling the path 

down and so preventing a cut from being completely ruled out. We believe this is very much in 

line with current market pricing, so we do not expect any major reaction. However, the risk is 

also slightly asymmetrical, as Norges Bank is more likely to cut the key rate or soften its tone 

than to start signalling a rate increase. 

Fixed income markets 

The FOMC statement was quite hawkish but we think Fed chair Yellen was more dovish during 

her press conference. No less than 10 FOMC members expect one hike this year. However, the 

median 'dot' for next year was revised down from three hikes to two hikes, implying a shallower 

rate path. Importantly, the longer-run Fed funds rate was revised down once again to 2.875% 

from 3.00%. 

The curve flattened the 2Y10Y and 2Y30Y after the announcement. The market prices in 

roughly a 60% chance of a December hike but longer-dated treasuries were supported by the 

fewer ‘dots’ in 2017 and the lower longer-run fed funds rate. The flattening of the US curve 

should be supportive for EGBs including the periphery – given the positive risk sentiment – and 

reverse some of the post-Bank of Japan losses from yesterday.  

All in all, we stick to our view that the Fed will not hike this year, especially as we think the Fed 

may be too optimistic about the current economic situation given the weakness in ISM and retail 

sales but it is a close call. See FOMC review: Bird fight - we still expect the Fed to stay on hold 

as we think it may be too optimistic about the economic situation, 21 September 2016. 

The Fed does not mind that the curve flattens, which is very different from the message from 

the BoJ yesterday. See more in our Flash Comment: Bank of Japan review - new framework but 

no easing. 

There are no auctions in the EGB market today. 

In Norway, it is time for the Norges Bank meeting and a new Monetary Policy Report. We 

expect an unchanged key rate, despite Norges Bank having indicated in June an almost 100% 

probability of a cut in September, given that the risk outlook has since changed significantly. 

The growth outlook has improved, inflation is higher and the housing market is booming. This 

points in isolation to an upward revision of the central bank’s interest rate path relative to June, 

but will still probably show an almost 50/50 chance of a cut before the end of the year given the 

high Nibor premiums and a relatively strong krone. Little is priced in for a hike or alternatively 

measures to bring down the high Nibor premium. Hence, we recommend selling NOK 3M FRA 

DEC 2016 outright or against the NOK 3M FRA DEC 2017 (steeper FRA curve).  

Alternatively, using FX forwards: buying the NOK 3M forward versus USD. We are also 

tempted to go long 10Y NGBs against bunds at a spread close to 120bp. 

http://danskeanalyse.danskebank.dk/abo/FlashCommentFOMCreview210916/$file/FlashComment_FOMC_review_210916.pdf
http://danskeanalyse.danskebank.dk/abo/FlashCommentFOMCreview210916/$file/FlashComment_FOMC_review_210916.pdf
http://danskeanalyse.danskebank.dk/abo/FlashCommentBoJ210916/$file/FlashComment_BoJ_210916.pdf
http://danskeanalyse.danskebank.dk/abo/FlashCommentBoJ210916/$file/FlashComment_BoJ_210916.pdf
http://bit.ly/2d1VTTN
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In Denmark, the recent surge in EUR/DKK up to around 7.4550 looks to be at odds with usual 

determinants, which suggests the move is due to temporary factors. However, before we see a 

stabilisation in EUR/DKK, we should expect the short end of the Danish curve to remain 

‘nervous’.  

FX markets 

If we are right in our call on Norges Bank today and given current market pricing, an 

‘unchanged’ announcement is unlikely to send EUR/NOK much lower. Our baseline case for 

EUR/NOK is that the cross will remain bound in the 9.15-9.35 range over the coming three 

months but we see near-term risks skewed towards a breach of the upper limit. 

Following the Bank of Japan meeting yesterday, we continue to see USD/JPY in the range of 

100-105, targeting 101 in 1M and 102 in 3M. On a 3-12M horizon, the prospect of a monetary 

policy surprise (either from the BoJ or the Fed) is low and while underlying support for JPY 

stemming from fundamental flows is likely to remain intact, we see the effects diminishing as 

the yen is no longer undervalued. Moreover, we note that speculative accounts, according to 

IMM, are very long JPY, suggesting an increased correction risk towards a weaker JPY. Finally, 

we expect the market to continue to price in a probability of a BoJ rate cut in the future, which 

will remain a supporting factor for the cross. We target USD/JPY at 104 in 6-12M. 

 

Key figures and events 

 

Source: Bloomberg, Danske Bank Markets 

 

Thursday, September 22, 2016 Period Danske Bank Consensus Previous

8:45 FRF Business confidence Index Sep 101.0

9:00 DKK Retail sales m/m|y/y Aug -0.6%|-2.0%

9:00 DKK Consumer confidence Net. bal. Sep 5.0 4.8

10:00 NOK Norges Banks monetary policy meeting % 0.5% 0.5% 0.5%

10:00 EUR ECB Publishes Economic Bulletin

12:00 GBP CBI survey

13:00 TRY Central Bank of Turkey rate decision % 7.50% 7.50%

14:30 USD Initial jobless claims 1000 260

15:00 EUR ECB's Draghi speaks in Frankfurt

15:00 USD FHFA house price index m/m Jul 0.3% 0.2%

16:00 EUR Consumer confidence, preliminary Net bal. Sep -8.7 -8.1 -8.5

16:00 USD Existing home sales m (m/m) Aug 5.45 5.39|-3.2%



 

4 |     22 September 2016 www.danskeresearch.com 
 

  D
a

n
ske

 D
a

ily 
 

   

 

  

 

Danske Daily  

 
Disclosures 
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske Bank’). The 

name of the author of the report is listed on the front page. 

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 

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the 

rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske Bank is subject 

to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority (UK). Details on the 

extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from 

Danske Bank on request. 

The research reports of Danske Bank are prepared in accordance with the Danish Finance Society’s rules of ethics and the 

recommendations of the Danish Securities Dealers Association. 

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 a sensitivity analysis of relevant 

assumptions, are stated throughout the text. 

Expected updates 

This report is updated on a daily basis. 

Date of first publication 

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

General disclaimer 
This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for informational 

purposes only. 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’). 

The research report has been prepared independently and solely on the basis of publicly available information that Danske 

Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue or misleading, 

no representation is made as to its accuracy or completeness and Danske Bank, 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 responsible for the research report and reflect their 

judgement as of the date hereof. These opinions are subject to change, and Danske Bank 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 or the United 

States. 

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’s prior written consent. 



 

5 |     22 September 2016 www.danskeresearch.com 
 

  D
a

n
ske

 D
a

ily 
 

   

 

  

 

Danske Daily  
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