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Trade war escalationfears persist

Market movers today

e There are few data releases today and market focus therefore continues to be on a
possible escalation of the trade dispute between the US and China. A week has
passed since the public hearing period ended for another set of tariffs on USD200bn of
imports from China, which makes it possible that the new tariffs could be announced
today, if the same pattern is followed as in May, when the last tariffs were announced.

o Another key market focus is the situation in emerging markets, where pressure
continues to mount in a wider set of countries, which are particularly vulnerable to
further escalation in the trade dispute between the two biggest economies in the world.

e In Brussels, the European parliament will vote on launching article 7 procedures
against Hungary, given concerns about repression of freedom of speech and legal
rights of organisation.

Selected market news

Global developed bond market yields rose during Europe’s and in the US sessions
supported by strongreleases from the NFIB and JOLT Sdata. US small business optimism
rose to the highest level on record (since the mid-1970s). High optimism is generally
associated with positive business investment growth and supports our view that the US
expansion continues. US equities rallied and the oil price increase fuelled rising yields
further. Optimism on a neat Brexit continued ahead of the BoE and ECB meetings.

The Italian budget discussions by Italy’s Finance M inister Giovanni Triaand Deputy Prime
Minister Matteo Salvini sounded positive, fortifying latest commentaries about the
expectation for a gradual implementation of reforms. Triastated that the government wants
to close the growth gap with the euro area but that deficit spending alone cannot do so.

The oil price continued to surge and Brent hit USD79.65/bbl, its highest since June, as
Hurricane Florence advanced and US sanctions started weighing on Iran’s exports. API
data revealed shrinking inventories in the US.

US President Donald Trump sounded optimisticona NAFTA deal, stating that talks were
going well. Canada’s Prime M inister Justin Trudeau said that while a good bargain was to
be had, no deal was better than a bad one. Canada signalled it is ready for a small
concession, allowing limited access to the Canadian dairy market.

Hungary’s Prime M inister Viktor Orban sounded concerned about the EU’s intentions to
implement its strictest sanctions against the country for the erosion of democracy, possibly
suspending its voting rights. The assembly needs a two-thirds majority to pass the
sanctions.

Important disclosures and certifications are contained from page 2 of this report.
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confirmed, Norges Bank to hike
rates next week

e MacroStrategy VViews podcast -
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Scandi markets

In Sweden, Prospera is due to publish the ‘big’ (quarterly) survey including the money
market, purchase managers and the labour market. In June, 1y/2y/5y CP1 expectations stood
at 1.9/2.0/2.1%, on average, and have been ‘well anchored’ since early 2017. We are
particularly interested in seeing if the slight increase in wage expectations among
employers and employees has continued. While they have increased from the troughs some
two years ago, expectations are still well below the historical average and even farther away
from levels before the financial crisis.

Denmark’s Nationalbank’s latest economic forecast follows on Wednesday .

Fixed income markets

Yesterday, we saw some upward pressure on bond yields — initially we saw Italy
outperforming core EU, but this turned around later in the day. We still expect the Italian
auction tomorrow to be met with solid demand. The 15Y linker from Spain sold yesterday
was heavily oversubscribed. Spain sold some EUR4bn and demand was above EUR18bn
at the syndicated deal. The Bund spread is continuing to tighten, but we are getting closer
tolevels where we expect that investors will step up and go for a wider spread, especially
if the issuance of financials, covered and credit bonds dampens in the coming weeks. 10Y
US Treasuries are also ap proaching 3% as the Fed hike this month is seen to be a done deal.

Today, the German debt agency will tap in 30Y segment and Portugal will do a small tap
in the 5Y and 10Y segments. In Denmark, there is focus on the issuance of callable
mortgage bonds ahead of 1 October. Issuance is expected to rise, but should easily be
absorbed by the liquidity surplus in the Danish market, and we recommend buying callables
against government bonds. See more in Danish Mortgage Bonds, 11 September.

FX markets

US D strength remains in place after trade woes were re-ignited by Chinaaskingthe WTO
for options in imposing sanctions on the US. Meanwhile, the political skies have been
clearing in the EU bothin terms of the Italian budget and Brexit lately, but priceaction in
relation to this faded somewhat yesterday.

Despiteastrong UK labour market report, GBP lost some momentum, but was little moved
by the news that Bank of England (BoE) Governor Mark Carney will extend his stay.

In the Scandi sphere, EUR/SEK was remarkably calm for once yesterday, but EUR/NOK
headed steadily lower through the day in what — to us — looks increasingly like a warm-up
to a hiking cycle. Indeed, yesterday’s Regional Network Survey in Norway marked the
final key release ahead of next week’s Norges Bank meeting. The headlines were better
than the details (see Norway Regional Network Survey - Strong growth outlook confirmed,
Norges Bank to hike rates next week, 11 September), yet overall the report was strong and
underpins our bullish view on the NOK. We are short the EUR/NOK spot outright (see FX
Trading Portfolio — Sell EUR/NOK spot outright as 3M trade, 10 September).

Today, it looks like await-and-see day ahead of us with FX markets now ey eing Thursday’s
central bank meetings at both the ECB, the BoE and Turkey.
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Key figures and events

Wednesday, September 1 2, 2018 Danske Bank Consensus Previous
8:00 SEK  Prospera inflation expectations
9:00 ESP  HICP, final m/mly/y Aug 0.1%|2.2% 0.1%|2.2%
9:00 EUR  State of the Union Speech
10:30 DKK  Danish Central Bank publishes Outlook for the Danish economy
11:00 EUR  Industrial production m/mly/y Jul -0.4%|1.3% -0.7%|2.5%
11:00 EUR  Employment a/aly/y 2nd quarter 0.4%|1.4%
14:30 usb PPI m/mly/y Aug 0.2%|3.2% 0.0%|3.3%
14:30 Usb PPl core m/mly/y Aug 0.2%|2.7% 0.1%[2.7%
15:30 USD  Fed's Bullard (non-voter, dovish) speaks
16:30 USD  DOE US. crude oil inventories K

Source: Bloomberg, Danske Bank
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Disclosure

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author ofthe 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 ofthe 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 therules and regulation ofthe relevant regulators in all other jurisdictionswhere 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.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts ofinterest and to ensure the provision ofhigh -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 ofresearch shall be referred to Research Management and the
Compliance Department. DanskeBank’s Research Departments are organised independentlyfromand do notreport
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, butdo 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 as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
Each working day.
Date of first publication

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

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 formpart of, and shall under no circumstances be considered
as, an offer to sell ora solicitation ofan 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 ofpublicly available information that
Danske Bank considers tobe 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 ofthis research report ofany such change nor ofany 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 Kingdomor
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 recipientfor any purpose without Danske Bank’s prior written
consent.
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Disclaimerrelatedto distributionin 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 thisresearch report in connection with distributioninthe United States solely
to ‘U.S.institutional investors’.

Danske Bank is not subject to U.S. rules withregard to the preparation ofresearch 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 ofthis 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 thatinvesting in non-U.S. financial
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards ofthe U.S.
Securities and Exchange Commission.
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