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Oil market’s pains grow after \Venezuela coup attempt

Market movers today

e Today’s main event is the FOMC meeting tonight; however, the Fed has stated that it
is on hold, so we expect it to keep the target range unchanged at 2.25-2.50%.

o Moreover, we get the ISM manufacturing in the US and UK. We still expect US
manufacturing to have peaked and to move slightly lower before stabilising (still above
50). Based on a weighted average of the regional PMIs, we expect numbers to come in
at 55.0 (currently 55.3).

o Itisa TARGET holiday in Europe today, which means European fixed income markets
are closed.

Selected market news

The price of Brent crude rose briefly above USD73/bbl on the news of a military coup
attempt in Venezuela led by opposition leader Guaido and backed by the US. Later, API
was said to report that US crude stocks rose 6.8mb last week, which helped reverse
sentiment in the oil market. The oil market is clearly concerned about the ramifications for
Venezuela’s oil production and exports of a further deterioration of the situation. Venezuela
is currently producing 800-900k/b — down about 50% from a year ago.

South Korea’s exports dropped 2% y/y in April, which is less than the 8.2% y/y drop seen
in March and also less than the consensus expectation of a 5.9% y/y decline. In the bigger
picture, this development gives some rise to the notion that Chinese economic activity is
slowly picking up further supporting Chinese external demand.

Euro area Q1 GDP growth rose to 0.4% from 0.2% in Q4. Recent improvement in industrial
production data has already signalled a pick-up compared to the gloomy H2 18 growth
momentum in contrast to PMlIs, although the overall growth pace remains below potential.

German HICP was 2.1% in April. The so-called ‘Easter effect’ took service price inflation
from 1.2% in March to 2.1% in April. The strong German inflation outcome supports our
call for a marked pick-up in euro area core and headline inflation on Friday (1.2% and
1.8%, respectively)

The effective Fed funds rate rose to 2.45% on Monday (reported yesterday), which now
leaves it only 5bp below the upper bound in the Fed’s 2.25%-2.50% target range. We do
not expect the Fed to make a 5bp ‘adjustment cut’ of its interest on excess reserves (IOER)
at the meeting tonight, but the Fed will likely discuss what to do at upcoming meetings if
the upward pressure on Fed funds does not ease over the coming months.

Important disclosures and certifications are contained from page 4 of this report.
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Fixed income markets

Yesterday, European bond markets came under pressure and 10Y Bund yields rose to 4bp
before the US open pushed yields back down. The sell-off was fuelled by German regional
inflation data that surprised to the upside and the Euro zone growth data for Q1 that rose to
0.4% q/q from 0.2% g/q in Q4, which is actually above the latest ECB projections (0.2%
g/q for Q1). German CPI was confirmed at 2.1% later in the day and points to a jump in
both core (1.2%) and headline CPI (1.8%) for the Euro zone when the numbers are
published on Friday.

US treasury yields were initially pushed higher by Bunds but edged down again as Chicago
PMI surprised on the downside and as US equity markets came under pressure.

In Europe, most fixed income markets are closed today due to labour day. Note that the
Danish market is open. Yesterday, we published a research report looking at prepayment
data ahead of the July payment data in the callable market. We argue that the ‘high-coupon’
callable bonds (3.5%, 3% and 2.5%) are too expensive.

FX markets

In the G10 space, yesterday’s higher-than-expected German inflation data contributed to
lifting EUR/USD above 1.12. Today, all eyes will be on the FOMC, where we expect little
news even if there is a non-negligible risk of a ‘technical IOER cut’ amid rising pressures
on the effective Fed funds rate from tightening USD liquidity, see here. Overall, we still
see EUR/USD as a range-play.

In the Scandies, the SEK continues to trade heavy, which alongside oil support from the
Venezuelan turmoil and a somewhat weaker USD has contributed to returning NOK/SEK
to the 1.10 threshold. We think it’s a matter of time before the cross more sustainably breaks
through this level.

PLN gained yesterday after Polish CPI inflation surged to 2.2% in April from 1.7% in
March, also beating market expectations of a modest pick-up to 1.8%. The strong increase
is probably driven by higher energy prices but also underlying inflation pressures, given
the still-strong economic growth in the Polish economy. Yesterday’s strong inflation
number will bring the hawks out in the Polish central bank, which should support the PLN
given the current dovish market pricing. We have EUR/PLN at 4.27 on 1M and 4.25 on
3M.

The Hungarian central bank was relatively dovish, stressing a cautious approach despite
both headline and core inflation hovering at the upper end of its inflation band. We think it
is too complacent given that one of the restraining factors on inflation — a weak global
environment — should improve. The HUF weakened on the back of the statement, but we
expect the weakness to be relatively short-lived and are targeting a fall in EUR/HUF in the
coming months.
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Key figures and events

Wednesday, May 1, 2019 Period Danske Bank Consensus Previous

JPY  Coronation Day

USD Total vechicle sales m Apr 17 175
CNY Labor Day
2:30 JPY  Nikkei Manufacturing PMI, final Index Apr 495
8:00 DKK CB's securities statistics Mar
8:00 DKK  Foriegn portfolio investments Mar
10:30 GBP  PMI manufacturing Index Apr 535 55.1
14:15 USD ADP employment 1000 Apr 180 129
15:30 CAD RBC manufacturing PMI Index Apr 50.5
1545 USD Markit PMI manufacturing, final Index Apr 524
16:00 USD Construction spending m/m Mar 0.2% 1.0%
16:00 USD  ISM manufacturing Index Apr 55 550 55.3
16:30 USD DOEU.S.crude oilinventories K 5479
20:00 USD FOMC meeting % 2.50% 2.50%
20:30 USD  Fed's Powell (voter, neutral) speaks

Source: Bloomberg, Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of the research report is
detailed 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
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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
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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.
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General disclaimer

This research report has been prepared by Danske Bank (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 herein.

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.
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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/A, 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 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 who have prepared this research report are not
registered or qualified as research analysts with the NYSE or FINRA 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.
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