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Trade deal = higher rates and stronger SEK

Market movers today

o Inthe US focus today is on the US Michigan consumer sentiment indicator, which will
give us more details about the activity in the US service sector and private consumption
growth on the back of the mixed signals we received from the strong ISM non-
manufacturing and weak PMI services print, respectively.

o The day will also give us details about how hard the Chinese export sector has been hit
by the trade war with the US and the global slowdown from the trade balance figures
for October. We expect exports to still look soft but not as weak as in the beginning of
2019. Markets will also keep a close eye on any trade headlines.

o In Sweden, the September consumption indicator is due out, giving us more clues about
where Q3 GDP growth is going to print.

Selected market news

Risk appetite amid ‘good news’ regarding trade talks has infused optimism to stock markets
and was the key driver for both FX and fixed income markets yesterday.

There was a significant sell-off in the European and US fixed income markets and 10Y
German government bond yields have now risen almost 50bp from the low levels seen in
August, while the 2Y German government bond has risen some 30bp since August. This is
despite the ECB cutting rates and introducing QE between August and now.

In the FX-markets the SEK, CAD, AUD and NZD have been winners over the past month
in the equity rally amid market hopes of a cyclical turn but over the last week strong
Norwegian data alongside higher gas and oil prices have brought the NOK into the good
company. On the other hand, the JPY and CHF have underperformed.

Important disclosures and certifications are contained from page 5 of this report.
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Scandi markets

In Sweden, focus is on the meeting of the general council of the Riksbank at 1pm, where
they might announce who will be Jochninck's successor.

In Denmark, we have received the final details regarding the upcoming non-callable
mortgage auction in late November as Realkredit Danmark yesterday published its auction
supply for the upcoming refinancing auctions of non-callable bullets starting 20 November.
The final amount sees a total supply of DKK27.1bn in 1y bonds, DKK4.5bn in 3y bonds
and finally DKKS5.6bn in 5y bonds. The relatively low supply of 5y bonds is due to in part
low refinancing rates from borrowers moving further out the curve due to the historically
low cost of doing so and remortgaging of subsidized social housing loans, which will
continue to be a supporting factor for the segment for the upcoming three years. Apart from
the DKK supply the mortgage banks will auction EUR900m in 1y-5y EUR-denominated
bonds and Nykredit will auction DKK20bn in 4-5y floaters. The total liquidity surplus
(maturing amount relative to auctioned) is at DKK30bn and as such we expect good
demand at the auctions, not at least following the recent steepening 2s5s. For more see:
Strategy Denmark: Low supply at the November auction of non-callables, 7 November.

Fixed income markets

Significant sell-off in the European and US fixed income markets on the back of an
expected trade deal between China and the US. 10Y German government bond yields have
now risen almost 50bp from the low levels seen in August, while the 2Y German
government bond has risen some 30bp since August. The trade deal does bring optimism
back to the risk asset as e.g. 10Y Italy has only risen some 35bp. Furthermore, the 10Y
spread between Greece and Italy is now close to being flat and Greece is still not investment
grade.

The rise in yields does bring back some memories of the sell-off in spring 2015, when Bund
yields rose some 100bp within a month without any strong fundamental explanation.
However, this time we do have an ‘explanation’ given the possible trade deal between
China and the US as well as some form of Brexit deal. Furthermore, even though both the
ECB and the Federal Reserve have cut rates, both of them seem to be on hold for now.
However, the macroeconomic data are still gloomy for the European economy and not that
solid for the US economy, so the stimulus from expansive monetary policy is still needed.
Hence, we still need to see rates remain low for a long time.

FX markets

Risk appetite amid ‘good news’ regarding trade talks has infused optimism to stock markets
and was indeed the key driver in FX markets yesterday. USD took its cue from an uptick
in notably 2Y rates in a sign that the dominating effect from a possible tariff roll-back is
mainly the unwinding of the negative effect this has had on the US economy and on Fed
policy (rate cuts). As such, the possible USD negatives stemming from a risk rally (i.e.
move away from the safe havens) and/or unwinding of the ‘dollar shield’ that tariffs have
provided have not been able to overshadow the upward move in US rates. Over the past
month, not least SEK, CAD, AUD and NZD have been winners in the equity rally amid
market hopes of a cyclical turn but over the last week strong Norwegian data alongside
higher gas and oil prices have brought the NOK into the good company. On the other
hand, JPY and CHF have underperformed.
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If the latest trade optimism prevails, both the NOK and the SEK could strengthen further.
The SEK has also been supported in anticipation of a Riksbank December hike, which
would take the repo rate away from negative territory. Yesterday, we saw a break of 200D
moving average in EUR/SEK, which may open for further SEK gains in the near term with
10.60 being the next immediate support. If the cross breaks below that level, the multi-year
trend of higher and higher lows is broken and the market may then aim for 10.50. That said,
in our view, the cyclical outlook in Sweden and globally and monetary policy beyond
December, remain important strategic headwinds for the krona. In Reading the Markets
Sweden (PLS INSERT LINK) we discuss the outlook for the krona in more detail. On the
NOK, we still pencil in more upside as the domestic economy remains strong, Norges Bank
seems underpriced in rates markets and as the recent improvement in Norway’s terms of
trade supports Norwegian equities.

EUR/DKK rose to new 2019 high yesterday and thus above the level which triggered FX
intervention by Danmark’s Nationalbank (DN) in October. The pair gained support from
the rise in EUR bond yields and a still wide discount in FX forwards. Overall, we look for
the pair to continue to trade at elevated level, since DN seems in no hurry to reverse the
weakening trend. Near-term, we will monitor equity market performance. An extended
rally after today’s positive trade news could provide some much needed DKK support.

Key figures and events

- CNY  Trade balance usD bn Oct 40.6 39.7
GBP  Moody's may publish <PLACE>'s debt rating
0:30 JPY  Labour cashearnings v/y Sep 0.1% -0.1%
1:10 USD Fed's Bostic (non-voter, neutral) speaks
1:30 AUD RBA Statement of Monetary Policy
6:00 JPY  Leading economicindex, preliminary Index Sep 92.2 91.9
6:00 SEK  Maklarstatistik Swedish housing price data
7:45 CHF  Unemployment % Oct 2.3% 2.3%
8:00 DEM Trade balance EURbN Sep 19.7 164
8:45 FRF  Industrial production m/mly/y Sep 0.3%|0.4% -0.9%|-1.4%
9:30 SEK  Household consumption m/mly/y Sep 0.8%|2.9%
14:30 CAD Net changein full time employment 1000 Oct 70
16:00 USD  University of Michigan Confidence, preliminary Index Nov 96.0 95.5
17:45 USD Fed's Daly [non-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.
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Each research analyst responsible for the content of this research report certifies that the views expressed in the
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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.
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Risk warning
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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
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
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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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