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Weak PMI's and soft central bank commmunication

Market movers today

e A busy day ahead of us as we have PMI’s for the US, euro area, Japan and Germany
plus central bank events. We expect PMI’s in all countries to deteriorate from their
current levels on the back of the slowing global growth and geopolitical risks. In the
US, we expect PMI manufacturing to drop below the 50 mark. That said, our forecast
was made before the release of the strong regional PMiIs last week, which means there
are upside risks to our estimate. In the euro area we expect the manufacturing PMI to
decline from the already 6.5 year low level of 46.5 to 46.2 driven by the still very fragile
German manufacturing sector.

e On global monetary policy, we have ECB July meeting minutes as well of a lot of
monetary policy discussions from the Fed’s Jackson Hole conference. The theme is
“Challenges for Monetary Policy”, which suggests it will focus on the same things as
in the FOMC review of the current monetary policy framework. The ECB minutes will
be scrutinised for any news regarding new policy measures.

e In the Nordics, we get Swedish unemployment figures and Norwegian Oil investment
survey.

e UK Prime Minister Boris Johnson meets with French President Emmanuel Macron
after his visit to Germany yesterday. EU has continuously rejected PM Johnson’s call
for a removal of the backstop of the withdrawal agreement.

Selected market news

As expected, there was not much news in the FOMC minutes released last night. The
minutes revealed that while the committee was much divided, the initial cut should be seen
as a mid-cycle adjustment and not the start of an aggressive easing cycle. Also, the Fed
stressed it wanted flexibility/optionality and that monetary policy was not on a pre-set
course. All in line with Fed chair Powell’s message at the press conference that left market
participants a bit disappointed. We want to emphasise that one should not put too much
weight on the minutes given that much has happened since the meeting. The trade war has
escalated further and we no longer expect a trade deal on this side of the US presidential
election. The economic indicators from Europe and China have been weaker than
anticipated. The US 2s10s yield spread inverted briefly last week and inflation expectations
have dropped further. Hence we still expect the Fed to deliver more cuts.

The reaction in the Asian equity markets this morning has been modestly negative as the
FOMC minutes did not bring much news to change the view on the Fed as discussed above.
President Trump kept up his attack on the Federal Reserve for not delivering more on
monetary policy. Hence, there will be significant focus on the speech by Fed President
Powell on Friday.

In the EU, the Brexit talks continue although it looks difficult to reach a new agreement.

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

The Swedish labour market has turned the corner. Unemployment is slowly rising, over-
time work declines fast and private businesses’ hiring plans are cooling off. Still data
released today ought to show a correction down in terms of unemployment. June data
popped both in seasonally adjusted and unadjusted terms. Higher unadjusted
unemployment in June is in itself quite normal but the 0.2 pp rise in adjusted unemployment
was more than we had expected, so that’s why we look for lower numbers this time around.
We expect adjusted unemployment to ease to 6.2% (unadjusted 5.7%). Higher figures
would suggest that the softening of labour market conditions accelerates.

In Norway, much of the reason why the economy seems to have coped so well with the
global downturn to date is the strong contribution to demand from oil investments. The Q2
investment survey back in May indicated growth of around 15% this year after allowing
for the surge in late 2018. The outlook for 2020 is naturally much more uncertain, but the
May survey at the very least did not signal a marked drop in investment next year and
actually pointed to further growth. We do not anticipate any major changes to this picture
in the Q3 survey, which should therefore confirm that oil investment will continue to boost
the economy for the rest of this year and have a moderate positive effect next year too.

Fixed income markets

The Italian government bond market continues to “ignore” the political uncertainty after
the Italian PM Conte resigned as prime minister. Spreads to core-EU continued to tighten
although we now enter a period with uncertainty; there are both rating events and a budget
for 2020 that must be sent to the EU for approval by October 15.

There has been significant focus on the lack of demand at 30Y German bond auction
yesterday. However, looking at the widening of ASW-spread and the price action in the
secondary market, we do not see a lack of demand for ultra-long bonds. We continue to
recommend buying the new 30Y German bond against swaps as the 30Y segment is the
only segment on the German curve that gives a modest positive carry.

Today, there is a string of EU and US PMI data, which we expect to be weak. This will put
focus on both expansionary monetary policy and fiscal policy in the EU. The minutes from
the ECB is not expected to bring much new information to the market.

Yesterday, we published our bi-weekly on the Danish fixed income market, where we look
at 2% callables ad how much prepayment the 2% segment can sustain. The front end of the
Danish curve looks expensive see more here.

FX markets

In the Scandies, we expect both the oil investment survey and the Norges Bank (NB)
expectations survey in Norway to support the NB narrative of at least another rate hike to
come this year. However, while we still think that Norges Bank will eventually hike rates
in September (priced at 7bp), we emphasize that the global environment (USD, inflation
expectations, commaodities, oil prices etc.) is far more important in driving NOK FX
currently. With our fairly downbeat view on the near-term global macro momentum and no
trade deal in sight we think the external environment limits the potential for a substantial
near-term NOK appreciation. Positioning has been heavily cleared in recent weeks (see
chart) which does open a NOK potential, but as long as global risk appetite remains shaky
foreign interest in NOK is likely to remain muted. In sum, we prefer to stay side-lined in
NOK FX for now and generally play the Norwegian currency as a high-beta asset on the
external environment.
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In Sweden, we expect a positive surprise in the labour market statistics today as our
estimate for unemployment (see Scandi section) is below consensus. This should lend some
support to the krona. At least temporarily. But labour market data has started to show signs
of weakness and may soon become a headwind for the economy and thus the krona.

In majors, FOMC minutes did not move markets (see front page for details). The market
has now about priced out the possibility of a 50bp rate cut by Fed in September, which has
led to a recovery in USD over the past week. It means there is room for front-end USD
rates to fall back and the market to sell USD, e.g. if PMIs disappoint further today. We see
a stronger scope for USD/JPY to fall back towards 105 level in the short-term than for
EUR/USD to bounce higher.

Key figures and events

ThUl‘Sday, AUgUSt 22,2019 Period Danske Bank Consensus Previous

USD  Jackson Hole conference

2:30 JPY  Nikkei Manufacturing PMI, preliminary Index Aug 494
2:30 JPY  Markit PMI services, preliminary Index Aug 518
8:00 NOK  SSB oilinvestment survey 3rd quarter

800 DKK  Consumer confidence Net. bal. Aug 515) 29
EHlB FRF  PMI manufacturing, preliminary Index Aug 495 487
EHlB FRF  PMl services, preliminary Index Aug 525 526
9:30 SEK  Capacity utilization, industry % 2nd quarter 91.0%
9:30 DEM  PMI manufacturing, preliminary Index Aug 431 432
9:30 DEM  PMl services, preliminary Index Aug 540 545
9:30 SEK  Unemployment (n.s.als.a) % Jul 5.7%|6.2% 5.8%|.. 7.6%|6.6%
9:30 SEK  Industrial production s.a. v/y Jul 58% 76%
10:00 EUR  PMI manufacturing, preliminary Index Aug 46.2 46.3 465
10:00 EUR  PMI composite, preliminary Index Aug 512 512 515
10:00 EUR  PMl services, preliminary Index Aug 529 530 53.2
13:30 EUR ECB minutes from June meeting

14:30 USD Initial jobless claims 1000 220
1545 USD  Markit PMI manufacturing, preliminary Index Aug 505 504
1545 USD  Markit PMI service, preliminary Index Aug 528 53.0
16:00 EUR  Consumer confidence Net bal. Aug -6.9 -6.6

Source: Bloomberg, Danske Bank

3| 22 August2019 https://research.danskebank.com




Danske Daily

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.
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Dealers Association.

Conflicts of interest
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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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