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Inflation surprise

Market movers today

o It’s a quiet day in Europe, with weekly US initial jobless claims as the data highlight of
the day. Jobless claims will likely extend their downtrend, as the expiration of the extra
weekly USD600 benefits could discourage some Americans from filing. Meanwhile a
deal on a new US stimulus bill remains yet elusive, despite Trump’s executive orders,
leaving income uncertainty for many Americans high. This is also reflected in the latest
US high frequency indicators, which remain at very depressed levels compared to
Europe (see High Frequency Activity Tracker - Europe nearing normality).

o In Scandinavia, quarterly consumer confidence is due in Norway, while in Sweden,
Prospera publishes monthly survey for inflation expectations among money market
players (see page 2 for more details).

Selected market news

The global equity market rally continued yesterday in the US and overnight in Asia with
the S&P 500 up almost 1.5% and the Nikkei index up almost 2% in Japan. Along with the
sustained equity rally, global yields have started to climb higher and yesterday was
generally not an exception (see fixed income section on page 2 for further discussion).

The global reflation scenario got further impetus from a surprise jump in inflation in the
US and Sweden yesterday. US CPI inflation was a bit higher than expected in July, arriving
at 1.0% yly (vs. 0.7% consensus). The acceleration was primarily driven by core items,
notably vehicle prices, transportation services and airfares. We think that the Fed will keep
an eye on emerging price pressures, but that these pressures are unlikely to detain it from
strengthening its forward guidance at the September meeting. Not least if the adoption of
average inflation targeting (which we expect) will lead to a more relaxed attitude towards
inflation overshooting the target after many years of undershooting.

Also in Sweden, inflation came out much higher than expected. The CPIF 0.5% yoy vs
consensus of 0.2% while the Riksbank forecast was 0.0%. The CPIF ex energy was 1.5%
yoy vs consensus of 1.2%. The unexpected inflation jump was explained by smaller than
expected clothing sales and unseasonal rise in hotel and restaurant prices.

Our latest weekly overview of high-frequency indicators point to further normalisation of
economic activity in Europe. For the first time since March, the Bundesbank weekly
activity index was positive, indicating economic improvement in Germany. Google
mobility numbers have also improved and are back to near-normal levels in large parts of
Europe. Spain and the UK lag behind in this regard, largely because of the stringency of
their efforts to control the virus and the US economy is also facing headwinds from the
virus.

The headwinds for the U.K. economy were evident from the release of Q2 GDP numbers
yesterday. The release showed that the UK economy shrank 20.4% in the second quarter
from the previous quarter, double the contraction seen in Germany and the US and the most
since the record began in 1955. The weakness of the UK economy adds pressure on the
government to continue to support workers and companies.
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13 August 2020

Selected reading from Danske Bank

o High Frequency Activity Tracker -
Europe nearing normality, 12 August

o COVID-19 Update - Europe's new
cases still trending higher,10 August

o Flash Comment Denmark - The
housing market has recovered for now,
11 August,

. Harr's view: Why markets are not
disconnected from fundamentals, 9
August

Follow us on Twitter:

@Danske_Research

uVideo

Danske Bank research playlist

Read morein Danske Bank’s recent
forecasts and publications

e Nordic Outlook
o VYield Outlook
e FX Forecast Update

o Weekly Focus

Chief Analyst

Jakob Ekholdt Christensen
+4545 12 8530
jakc@danskebank.dk

https://research.danskebank.com


https://research.danskebank.com/research/#/Research/article/5f2d7ce9-d715-47a9-a515-34426c60dfae/EN
https://research.danskebank.com/research/#/Research/article/5f2d7ce9-d715-47a9-a515-34426c60dfae/EN
mailto:jakc@danskebank.dk
https://research.danskebank.com/research/#/Research/article/5f2d7ce9-d715-47a9-a515-34426c60dfae/EN
https://research.danskebank.com/research/#/Research/article/5f2d7ce9-d715-47a9-a515-34426c60dfae/EN
https://research.danskebank.com/research/#/Research/article/c63c04a8-dcff-4d3c-99a1-c8e91714f309/EN
https://research.danskebank.com/research/#/Research/article/c63c04a8-dcff-4d3c-99a1-c8e91714f309/EN
https://research.danskebank.com/research/#/Research/article/da1d328a-00f4-412e-9e85-b7efbce2c0cb/EN
https://research.danskebank.com/research/#/Research/article/da1d328a-00f4-412e-9e85-b7efbce2c0cb/EN
https://research.danskebank.com/research/#/Research/article/9b0e628d-7391-45dd-a483-63d7deb84327/EN
https://research.danskebank.com/research/#/Research/article/9b0e628d-7391-45dd-a483-63d7deb84327/EN
https://twitter.com/Danske_Research
https://twitter.com/Danske_Research
https://www.youtube.com/playlist?list=PLYn5NInkiHycEc0GbqkxvK0YCedTCiqEu
https://www.youtube.com/playlist?list=PLYn5NInkiHycEc0GbqkxvK0YCedTCiqEu
https://research.danskebank.com/research/#/Research/articlelist/Nordic Outlook
https://research.danskebank.com/research/#/Research/articlelist/Yield-Outlook
https://research.danskebank.com/research/#/Research/articlelist/FX Forecast Update
https://research.danskebank.com/research/#/Research/articlelist/Weekly Focus
https://twitter.com/Danske_Research
https://www.youtube.com/playlist?list=PLYn5NInkiHycEc0GbqkxvK0YCedTCiqEu

Danske Daily

Scandi markets

The quarterly consumer confidence is due in Norway. Given how more frequent indicators
have rebounded, we expect a sharp rebound as Norwegian households have turned more
upbeat on the future amid the ongoing recovery.

In Sweden, Prospera publishes monthly survey for inflation expectations among money
market players. Considering that inflation has surprised on the upside lately it is reasonable
that inflation expectations move somewhat higher, especially over the one- and two year
horizons. The Riksbank buys covered bonds today, maximum 5bn SEK with maturities
2022-2023.

Fixed income markets

We have seen a decent rise in global bond yields during August. 10Y US Treasuries have
risen some 15bp since the start of August similar to the move in the 30Y segment. The US
curve has steepened modestly between 2Y and 10Y. The European market has followed
the move from the US as 10Y German government bond yield has risen 10bp after having
range-traded during most of July. We do not expect the rise in yields to be more persistent,
as the rise is more related to flow dynamics given the solid increase in the issuance of US
Treasuries during Q3 as well as a more modest pace of ECB buying in early August.

Today, the Italian Debt Office will tap a total of almost EUR 7bn in the 3Y, 7Y and 30Y
segments. We expect that the auction will go well despite the spread tightening between
Italy and EU peers. The 10Y spread between Italy and Germany are back to pre-corona
levels. This is driven by the solid demand from ECB that we have seen in recent months,
which to some extent makes relative value trades obsolete.

FX markets

In Scandies, EUR/NOK continues to drift lower and also NOK/SEK has started to move
on the upside. Yesterday, equity performance and an uptick in crude prices helped sustain
the krone. Indeed, it seems the reflation theme has gained traction in recent days and
specifically in the Scandi space, the upside surprise to Swedish CPI yesterday helped
sustain that narrative. That said, we would still look to global developments for Scandi cues
in the current environment with US politics (fiscal and China) and Fed communication
cases in point. If risk/reflation sentiment sticks a move towards 10.45 for EUR/NOK could
be on the cards again.

The weakness in EM FX continues, led by high beta TRY, RUB, ZAR, BRL and IDR. The
reasons for this are likely not related to any one particular event but it may be related to
continued decent domestic CPI numbers vs US, added to low policy rates and a slight
pickup in risk aversion among the weakest of global investment options. With fed policy
being well communicated, the pickup in global demand simply being as expected and
commodities remaining relatively stable, there is arguably little scope for EM-positive
surprises right now.
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Key figures and events

Thur‘sday, August 13, p={e}={s] Period Danske Bank Consensus Previous
1:01 GBP  RICS house price balance Index Jul -0.1 -0.2
3:30 AUD Employment change 1000 Jul 30 2108
7:30 FRF  ILOunemployment % 2nd quarter 7.8%
8.00 SEK  Prosperainflation expectations
8:00 DEM  HICP, final m/mly/y Jul -0.5%|0.0% -0.5%|0.0%
8:30 NOK  Consumer confidence Net. bal. 3rd quarter -7.6
9:00 ESP  HICP,final m/mly/y Jul -1.6%|-0.7%
9:15 SEK  NIER economic forecasts

14:30 USD Initial jobless claims 1000 1186
14:30 USD  Import prices m/mly/y Jul 0.5%]|... 1.4%|-3.8%

Source: Bloomberg, Danske Bank
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Disclosure

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

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.

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

Conflicts of interest
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research based on research objectivity and independence. These procedures are documented in Danske Bank’s
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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 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 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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