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Norges Bank to hike today after dovish Fed and dovish ECB

Market movers today

e The key event today will be the Norges Bank meeting, where both consensus and
ourselves are looking for a 25bp rate hike, see page 2 and Norges Bank Preview — hiking
and signalling further tightening, 17 June 2019.

o The Bank of England also meets, but in our view, the bank is firmly on hold. It is one
of the small meetings without an updated inflation report or a press conference so we
don’t expect much change in the bank’s message. The UK also releases May retail sales.

o A two-day EU summit starts today, where the main focus will be on potential clarity
on the front-runners for the EU Commission presidency, ECB presidency other EU top
positions. We will also monitor if the EC will formally open an EDP against Italy. On
the data front, we expect Euro area consumer confidence for June to stay unchanged.

o The US Philly Fed survey and initial jobless claims will add to indications of how much
the US economy is slowing. The PMI and Empire indices have pointed to weakness.

Selected market news

Risk sentiment was benign yesterday as the market digested the dovish ECB message from
Tuesday and was waiting for the end of the Fed meeting in the evening. The risk rally
continued after the Fed meeting. Overall, the Fed was as dovish as it could be without cutting
rates at its meeting. In line with our view, there were several important dovish changes to the
statement. Most importantly, the Fed removed the wording that it was “patient” and now said
it “will act as appropriate to sustain the expansion”’ while also saying that uncertainties have
increased. Also dovish was that the FOMC was divided on whether to signal cuts outright this
year or not (8 signalling cuts, 8 on hold and 1 hike). We stick to our view that the Fed will cut
rates in July by 25bp and deliver a total of 75bp of rate cuts in H2 19 (Jul, Sep, Dec). The
trade war is an important risk to our outlook in both directions. For more details, see our
FOMC review: Fed as dovish it could be without cutting rates already.

The ECB comments on Tuesday satisfied markets so far, as the blockbuster measure (ECB
credibility measures) 5y5y is 12bp higher than prior to the speech; however, a Reuters story
suggested that the message from Draghi is not consensus in the GC.

Oil traded in a relatively tight range of around 62USD/bbl, with some volatility. The Brent
price dropped on the back of news that OPEC+ finally agreed to meet (1-2 July), as the
countries must decide on the new output level. Brent spiked above USD62/bbl on a drop in
US crude stocks.

As expected, the BoJ kept its QQE with yield curve control and its forward guidance
unchanged at a meeting ending overnight with a 7-2 vote. The BoJ kept its assessment of
the economy but it is more concerned about downside risks from overseas economies.

The NIER June confidence survey showed business confidence dropping in all sectors,
consumer confidence bounced back slightly. The overall indicator is at its lowest since 2013.
Price expectations are down to stable, most notably lower expectations in durable goods.

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

Norway. We expect Norges Bank to raise the policy rate by 25bp to 1.25% today, in line
with consensus. The new rate path needs to balance increasing domestic upside risks
against higher global downside risks. Until the global deterioration starts to affect the
domestic economy, or the NOK appreciates significantly, Norges Bnak needs to continue
the normalisation of rates. Hence, we expect the rate path to be largely unchanged through
to summer 2020 and indicate a very high probability of a further hike this year. Further out,
the rate path will point to a slower normalisation process compared to the March report.

Fixed income markets

A dovish Federal Reserve sent bond yields lower, driven from the short end, where 2Y
Treasury yields fell some 16bp, while 10Y vyields fell some 7bp. The message from the
Federal Reserve was as soft as it could be without cutting rates. The market is also pricing
cuts of 50bp. We stick to our view that the Federal Reserve will cut by 75bp in 2019.

In Europe, fixed income markets bounced back yesterday, but with the positive reaction in
the US market, Europe should open in positive territory, where we expect the periphery
will gain the most.

In Scandinavia, all eyes are on Norges Bank and whether it will hike or not in the coming
months. We still expect a rate hike of 25bp and that is more to come. See more here.

FX markets

EUR/USD tested the 1.1250 level on a dovish Fed, which justified the dovish pricing
heading into the meeting. Fed Chair Powell stressed that the Fed is monitoring the trade
talks and needs to see more weak data to pull the trigger. It means that the upcoming G20
meeting, along with upcoming key data releases, i.e. PMIs, ISM, non-farm payrolls etc.,
will be particularly important for the pricing of upcoming Fed meetings and hence for the
direction of the USD. We do not see data turning around for the better and see a risk of no
breakthrough in trade talks before the next Fed meeting, which means that there is still
upside potential for EUR/USD. After two days of dovish central banks, we still see a strong
case for a higher EUR/USD as the Fed is set to ease more than the ECB. We keep still look
for EUR/USD to rise to 1.15 in 3M, although we note that despite large movements in rate
markets, EUR/USD has so far had a difficult time breaking out of its long-held range close
to 1.12.

USD/JPY crossed 108 into 107 territory as Mr. Powell is leaning against the poor cyclical
backdrop. We extrapolate: data is likely to continue showing that a cyclical slowdown is
still with us but we expect to meet it by adjusting US yields and the dollar, appropriately.
This is exactly what global macro needs to avoid a more gloomy path. Our 3M forecast is
107 but there's clearly downside risk to(wards) 105, as highlighted here.

In the Scandies, it’s a significant session for the NOK. While Norges Bank is widely
expected to hike policy rates by 25bp, there’s a large discrepancy between analyst and rates
markets’ expectations for the rate path and forward guidance. The latter expect today’s hike
to be the last in the cycle whereas analysts including ourselves expect Olsen and Co to
signal yet another hike this year and close to another one in 2020. If we are right in our call
(see above), we see potential for a move lower in EUR/NOK; especially if NB signals a
100% probability of another 2019 hike, as this makes the September meeting “live”. Also,
the aftermath of yesterday’s FOMC meeting will be important given the NOK’s high
sensitivity to the global environment including US inflation expectations. Overall, we
expect a strong NOK session.
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EUR/SEK — Higher-than-expected unemployment and weak survey data from the NIER
had EUR/SEK drifting slightly upwards during the day. For today, the NB rate decision is
likely to set the tone for the Scandies in general. As for the Riksbank, yesterday we
published the latest issue of our FX Thermometer, where we, among other things, asked the
respondents to rate their respective central banks and a steep 75% rated the Riksbank’s
performance as “Bad” or even “Really bad”. This is a clear signal of discontent from
Swedish investors.

EUR/GBP went lower by 0.4% to 0.887, a fairly large move and contrarian to the past
month’s momentum. UK inflation came in slightly weaker than expected but the GBP
nonetheless rallied in the late session, ahead of the FOMC meeting. We think the cross will
move higher over the summer (targeting 0.9) as UK data is still deteriorating after a strong
Q1. Nonetheless, a dovish FOMC makes it less likely that we should target 0.91. Part of a
potential BoE reaction to weak domestic data is now being handled by Fed loosening global
financial conditions.

Key figures and events

Thursday, June 20, 2019 Period Danske Bank Consensus Previous

EUR EUsummitin Brussels

JPY  BoJpolicy rate % -0.10% -0.10%
0:45 NzD GDP a/aly/y 1stquarter 0.6%|2.4% 0.6%|2.3%
8:00 DKK  Consumer confidence Net. bal. Jun 59
10:00 EUR ECBPublishes Economic Bulletin
10:00 NOK  Norges Banks monetary policy meeting % 1.25% 1.25% 1.00%
10:30 GBP  Retail sales ex fuels m/mly/y May 0.4%|4.9% -0.2%|4.9%
13:00 GBP  BoE minutes
13:00 GBP  BoE government bond purchases (APF) GBP bn Jun 435 435
13:00 GBP  BoE corporate bond purchases (CBPP) GBP bn Jun 10 10
13:00 GBP BoEBankrate % 0.75% 0.75% 0.75%
14:30 USD  Currentaccount usD bn 1st quarter -123.5 -134.4
14:30 USD  Philly Fedindex Index Jun 10.5 16.6
14:30 USD Initial jobless claims 1000
16:00 EUR Consumer confidence, preliminar: Net bal. Jun -6.5 -6.5

Fr'iday, June 2 1, 2019 Danske Bank Consensus Previous

1:30 JPY  CPI-national v/y May 0.7% 0.9%
1:30 JPY  CPI-national ex. fresh food v/y May 0.7% 0.9%
2:30 JPY  Nikkei Manufacturing PMI, preliminary Index Jun 49.8

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

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-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 of research shall be referred to Research Management and the
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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