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Japanese economy defies trade war pull

Market movers today

o We start the week in a quiet fashion on the data front and even the US-China trade war
might be entering a quiet phase after the recent round of escalation. The next thing to
look for is any news on more Chinese stimulus and more specific information regarding
when the next round of talks in Beijing will take place. While things may have calmed
down for now, we still see a risk of another flare-up later as the two sides seem far from
each other on the last critical bits of the deal. More financial stress is needed, in our
view, to get enough pressure to reach a deal. For more on this, see also China Weekly
Letter — China strikes defiant tone, recovery postponed, 16 May 2019.

o Later this week, markets will keep an eye on the PMI readings out on both sides of the
Atlantic to gauge what is next for the global economy after the new trade spat. In the
UK, the EU elections, which start on Thursday, could inflict a heavy defeat on the
Conservative Party and increase pressure on Prime Minister Theresa May to resign.

Selected market news

Asian stocks are up this morning, helped by election wins for incumbents in India and
Awstralia and better-than-expected Japanese GDP figures. Defying gloomy survey readings
that had pointed to a slowdown, the Japanese economy expanded by an annualised 2.1% in
Q1. However the details suggest that consumer demand has remained soft and in light of
slowing demand from China and ASEAN countries due to the trade war, we remain
cautious on the outlook for Japan.

Elsewhere, politics continues to dominate the news flow. After cross-party talks with
Labour collapsed last week, the GBP hit its weakest level since February. Over the
weekend, embattled PM Theresa May promised to make a “bold offer” and set out a “new
and improved” Brexit deal as she tries to pass her EU withdrawal treaty at the fourth attempt
in early June. Although the new offer is said to include improvements on workers’ rights,
Labour leader Jeremy Corbyn is widely quoted as being sceptical of any deal passing and
hence a June agreement is already facing headwinds. On previous occasions the GBP would
rally mildly on the news of a change in the impasse and this could very well happen again
in the coming week. However, overall, we remain sceptical, as we see only a slim likelihood
of the bill passing, after pressure on politicians to find a way forward has eased following
the Brexit deadline extension.

Austria is heading for new elections after vice-chancellor Strache from the far-right FPO
party resigned over a corruption scandal on Saturday, plunging the country into a
government crisis just days ahead of the European elections, see here.

Amid rising tensions in the Middle East - not least due to more sabre-rattling between the
US and Iran - and signs from OPEC producers of continuing output cuts, oil prices surged
past USD73/bbl.

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

No releases in the Scandi countries today.

Fixed income markets

There are limited key economic data releases today. This morning, Japanese GDP data for
Q1 was released, which surprised on the upside, as the economy grew 2.1% rather than
contracted 0.2% g/q (annualised). This was a surprise and may ease the pressure on the BoJ
and the upcoming introduction of another sales tax. The reaction to 10Y Japanese
government bonds was modest, as yields rose only 1bp this morning. We have seen a
modest rise in government bond yields this morning in the Asian region, as governments
in Australia and India won, or are expected to win, general elections and thus ease some of
the geopolitical pressure.

However, the market will continue to focus on the trade dispute between the US and China,
where negative sentiment has pushed yields lower, and with the 2y2y EUR inflation swap
rate moving towards 1%, there is room for a further decline in yields.

In the European government bond market, there is a positive net cash flow that needs to be
reinvested, as shown in our GBW: new 20Y Dutch green bond. See more here Government
Bonds Weekly - We recommend paying 9m3m EONIA and a new 20Y Dutch green bond,
we also discuss ECB pricing and argue that the pricing is too benign given the stability of
the Eonia fixing. We doubt that the ECB will cut rates and recommend paying Eonia 9M3M
forward. We are also still cautious in buying Italy even though the 2Y-5Y curve is quite
steep and 5Y looks attractive. In terms of issuance, the focus is on the new 20Y Green bond
from the Netherlands. We expect it to be priced in line with non-green Dutch government
bonds. Investors in the French, Belgian and Irish green government bonds have so far been
unwilling to pay up for the Green label.

FX markets

EUR/USD will look ahead to Thursday’s release of May’s flash PMIs. We look for a
slightly bigger rebound in the Eurozone manufacturing PMI than consensus, which should
break the negative trend seen since last summer of EUR/USD plummeting on disappointing
flash Eurozone PMIs. In the bigger picture, a US-China trade deal is not in the cards before
late Q3 and a recovery in Chinese PMIs not due before Q4. These are important
prerequisites for a sustained uptick in EUR/USD. We forecast EUR/USD at 1.12 in 1M,
1.13 in 3M and then rising to 1.15 in 6M.

Also for the Scandies, risk sentiment derived from the cocktail of Eurozone data, trade
negotiations and central bank communication will prove pivotal in a relatively thin week
on the domestic data front. Highlights of the week will be Norwegian LFS data and a couple
of Riksbank speeches that will likely be scrutinised for new information. That said, we have
just learned that the Riksbank has reverted to its old habit of poor verbal guidance between
meetings. Ironically, transparency is the theme of a speech by Mr Ingves on Thursday.

In Australia, PM Scott Morrison won re-election, although the incumbent Labor Party had
been widely expected to win. With his election, the focus of economic policy turns to
helping the housing market, prospects of tax cuts and infrastructure investment. Given a
struggling economy, an expansive policy would be helpful but the timeline remains
uncertain. We expect the AUD to struggle in the coming months.
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Key figures and events

Monday, May 20, 2019

Period Danske Bank  Consensus Previous
1:50 JPY  GDP deflator, preliminary v/y 1st quarter 0.2% -0.3%
1:50 JPY  GDP, preliminary g/qlann. 1st quarter -0.4%|... -0.1%|-0.2% 0.5%|1.9%
6:30 JPY  Industrial production, final m/mly/y Mar -0.89%|-4.6%
10:00 EUR Currentaccount EURbN Mar 26.8
15:30 USD  Fed's Harker (non-voter, hawkish)] 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

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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