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W/ill Powell’'s speech provide new information to the market

Market movers today

e Today, markets will continue to focus on the Jackson Hole conference in the US and
especially Powell’s speech at 16:00. The FOMC minutes from Wednesday showed a
highly divided Fed on the question of rate cuts.

o Remember this was before the even weaker global macro data, inversion of the yield
curve (albeit only briefly) and even lower inflation expectations. Hence, we look for
any statements on the latest developments and/or discrepancies among the FOMC
board. ECB GC members Lane and Coeuré are also participating in the conference.

Selected market news

We have seen some modest gains in the Asian equity markets while the global financial
markets are awaiting the speech by Fed Chairman Powell this afternoon. Comments from
various Fed officials are pointing in different directions, as some members do not need see
the need for another rate cut, while others see scope for a rate cut in September.

In Italy, the president is giving the parties until Tuesday to find a new government. Not
surprisingly, League leader and interior minister Salvini is looking for a snap election,
while the 5SM party is exploring the possibility of a coalition with the PD’s Renzi. So far,
the market is looking for a positive outcome as spreads are tightening.

The Japanese inflation data released this morning did not give much support for the Bank
of Japan as CPI for July came in at 0.5% y/y versus 0.6% in June, while CPI excluding
fresh food was 0.6% y/y, unchanged from June. Hence, inflation remains low and this will
support expectations that the BoJ will ramp up monetary policy stimulus in September.

Last night, we published an update on the global economy (Global Economic Update: Stuck
in the mud but no hard landing yet). The global macroeconomic backdrop has weakened
significantly since we published our last Big Picture in June, following the escalation of
the trade war between China and the US, where we now don’t expect a resolution on this
side of the US presidential elections. We see further downside for the global economy in
the coming months, followed by a stabilisation and modest rebound on the back of
monetary and fiscal stimulus and we have downgraded our growth trajectory for both
advanced and several emerging markets with the risk of a more pronounced slowdown
having increased, but there is also positive risk, including a sudden resolution of the trade
war.
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Scandi markets

No events in the Scandi markets.

Fixed income markets

It was a pretty volatile day in the both the US and European fixed income markets on the
back of some better-than-expected headline PMI data for Europe, but a weaker-than-
expected PMI in the US. Furthermore, the ECB minutes did not provide any new
information regarding the expected easing, and finally we had comments from Fed officials
(George and Hawker) that questioned the need for a further easing of monetary policy,
while a third Fed official (Kaplan) said he could see another rate cut in September. This
shows the spilt in the FOMC regarding monetary policy, as was also visible in the FOMC
minutes released on Wednesday. Hence, there will be significant focus on the message from
Fed Chairman Powell today, and whether he can bring some clarity.

In Italy, the president is giving the parties more time to find a new government. The next
deadline is Tuesday next week to form a coalition government. The 5SM movement is
looking to former PM Renzi and his party PD, while League leader Salvini is calling for a
snap election.

Yesterday, the Bundesbank joined the discussion about fiscal easing in Germany. Not
surprisingly, the Bundesbank stated there was no need to ease fiscal policy despite the weak
economic data.

However, in the Netherlands, the Dutch government is also exploring the possibility of
increased spending through a fund set up to support economic growth by focusing on
infrastructure spending, etc, as yields are so low. This has put some pressure on the spread
between Dutch government bonds and their EU peers. The 10Y spread between
Netherlands and Germany has widened by a few bp.

FX markets

The combination of two Fed hawks (George and Hawker) talking down the need for further
rate cuts and surprisingly weak US flash PMIs failed to move the USD in either direction.
As such, EUR/USD and USD/JPY remain steady before Fed chair Jerome Powell takes
centre stage at Jackson Hole today. The market seems settled on the Fed ‘only’ delivering
a 25bp cut at the September meeting and if Powell aims at finding a middle ground in a
divided Fed, his speech today should not be a market mover. In the bigger picture, it will
interesting to see if yesterday’s US PMIs marked the beginning of a renewed string of
weaker US data. That could open up for a renewed drop in USD rates and USD FX spot.

In this respect, we still see downward potential in USD/JPY towards 105 in the short term.
The next important data points to monitor here will likely be ISM and nonfarm payrolls
due in two weeks’ time. In the Scandies, NOK/SEK bounced yesterday on the combination
of a sound Norwegian oil investment survey and a rise in Swedish unemployment. It
highlights that on a relative basis, Norwegian fundamentals remain stronger.
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Key figures and events

Friday, August 23, 2019

Period

Consensus

Previous

1:30
1:30
14:30
16:00
16:00

usb
EUR
JPY
JPY
CAD
usb
usb

Jackson Hole conference
Moody's may publish Greece's debt rating

CPI - national v/y
CPI - national ex. fresh food v/y
Retail sales m/m

Fed's Powell (voter, neutral) speaks

New home sales 1000 (m/m)

Jul
Jul
Jun

Jul

0.5%
0.6%

-0.3%

645

0.7%
0.6%
-0.1%

646.0 (7.0%)

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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