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Looking for some PM relief

Market movers today

o Focus today will be on PMIs for the euro area, the UK and the US. In the euro area
there are some rays of light, not least with the recent German ZEW figures, and we look
for a further uptick to 47.1 in PMI manufacturing for January.

o PMI will be particularly closely watched in the UK where very weak data lately has
fuelled expectations of a rate cut from the Bank of England at the end of this month.

e In the US PMI manufacturing has diverged from the US ISM manufacturing index as
PMI has moved higher in recent months, whereas the ISM index has dived lower. Given
the more positive manufacturing signals in China for some time now, we believe more
in the PMI and expect a further rise this month.

e The Corona virus is still going to get attention, as China has now put millions of people
on lockdown in two cities at the epicentre of the virus outbreak that has killed 25 people
and infected more than 800 so far. Yesterday the WHO declared it an emergency,
though not yet an international concern.

o Finally, over the weekend we have an important regional election in Italy in Emilia-
Romagna, which looks set to result in a defeat for the PD-Five Star coalition in one of
the left’s traditional heartlands, which may prompt calls for the coalition to resign.

Selected market news

Yesterday’s ECB meeting was uneventful in terms of new policy signals, as Christine
Lagarde refrained from giving clues about the future of monetary policy, because data since
the December meeting was broadly in line with expectations.

The highlight was the launch of the strategic review although the details were scarce. The
ECB highlighted the following. (1) The review will encompass a quantitative formulation
of price stability, a monetary policy toolkit, economic and monetary analyses and
communication practices. (2) Other considerations, such as financial stability, employment
and environmental sustainability, will also be part of the review. (3) The ECB expects to
conclude the review by the end of 2020. (4) The review will be based on thorough analysis
and open minds, engaging with all stakeholders.

As we expected, the ECB left its growth risk assessment as skewed on the downside, while
acknowledging some stabilisation in euro area growth dynamics and less pronounced risks
surrounding international trade since December.

Norges Bank (NB) left the sight deposit rate unchanged at 1.50% in a decision widely
expected by both markets and analysts. NB clearly expects the policy rate to remain
unchanged at least until the next 'main' meeting in March. This is in line with our
expectations, but we still pencil in a rate hike in June 2020, even if the probability of this
call materialising has fallen considerably in recent weeks and arguably is not much more
than 50% at this stage.

Important disclosures and certifications are contained from page 4 of this report.
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Selected readings from Danske Bank

e Norges Bank Review: As
expected, unchanged rates and
little news

e  Flash ECB Review: Nothing to
see so far..keep moving

e | Research: February 2020
EGB-index extension - overall
duration to increase 0.12

e X Trading Portfolio: Take profit
on EUR/NOK, CAD/NOK; stay
long NOK/SEK

e Reading the Markets Denmark:
Positive closing effects look
robust - largest in I0s

Follow us on Twitter:

@Danske_Research

DVideo

Danske Bank research playlist

Read more in Danske Bank’s recent
forecasts and publications

e Nordic Outlook
o VYield Outlook
e FX Forecast Update

o Weekly Focus

Analyst

Bjern Tangaa Sillemann
+4545 128229
bjsi@danskebank.dk

https://research.danskebank.com



https://research.danskebank.com/research/#/Research/article/a9f0bf93-e83b-497a-884a-2f5b12acaa56/EN
https://research.danskebank.com/research/#/Research/article/a9f0bf93-e83b-497a-884a-2f5b12acaa56/EN
https://research.danskebank.com/research/#/Research/article/a9f0bf93-e83b-497a-884a-2f5b12acaa56/EN
https://research.danskebank.com/link/FlashCommentECBReview230120/$file/FlashComment_ECBReview_230120.pdf
https://research.danskebank.com/link/FlashCommentECBReview230120/$file/FlashComment_ECBReview_230120.pdf
https://research.danskebank.com/abo/FIResearchIndexextensions230120/$file/FI_Research_Index%20extensions_230120.pdf
https://research.danskebank.com/abo/FIResearchIndexextensions230120/$file/FI_Research_Index%20extensions_230120.pdf
https://research.danskebank.com/abo/FIResearchIndexextensions230120/$file/FI_Research_Index%20extensions_230120.pdf
https://research.danskebank.com/abo/FXTradingPortfolioUpdate230120editedMCCC/$file/FXTradingPortfolio%20Update_230120_edited%20MCCC.pdf
https://research.danskebank.com/abo/FXTradingPortfolioUpdate230120editedMCCC/$file/FXTradingPortfolio%20Update_230120_edited%20MCCC.pdf
https://research.danskebank.com/abo/FXTradingPortfolioUpdate230120editedMCCC/$file/FXTradingPortfolio%20Update_230120_edited%20MCCC.pdf
https://research.danskebank.com/abo/RtMDenmarkUK230120/$file/RtMDenmark_UK_230120.pdf
https://research.danskebank.com/abo/RtMDenmarkUK230120/$file/RtMDenmark_UK_230120.pdf
https://research.danskebank.com/abo/RtMDenmarkUK230120/$file/RtMDenmark_UK_230120.pdf
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

Scandies
There are no significant Scandi market movers today.
Fixed income markets

An uneventful ECB meeting and Lagarde refraining from any policy signals about the
future stance ended in a sizeable rally, as investors sought carry positive positions once it
was clear that Lagarde was not going to rock the boat. The long end of the curve drove the
rally. Volatility also sold off and is trading close to record lows — a pattern that we expect
to continue in the near future. Intra euro-area spreads were broadly unchanged as the rally
was seen across the jurisdictions, except Italy where spreads tightened almost 5bp after the
political turmoil in recent days. We do expect the carry positive environment as well as
selling of volatility to continue. The EONIA front repriced 1bp in the 1yly, to -43.6bp,
which is 1.5bp above spot. We do not find attractive risk-reward in that part of the curve.

Tonight, Finland (Fitch and Moody’s) and Greece (Moody’s) are up for review. Finland is
on a positive outlook from Fitch and there is a possibility of an upgrade, as Finland has
come a long way in stabilising and reducing government debt such that it is more in line
with AAA-rated peers.

Yesterday we published Reading the Markets Denmark, where we examine the positive
closing effects, which look robust and are largest in 10s.

FX markets

The broad based USD rally continued yesterday. Following up on how we started the week,
we continue to see a stronger USD, flattening of the yield curve, higher credit spreads,
falling energy, gas and industrial metal prices and cyclical underperformance in equities.
While these moves already started last week, the current virus outbreak has acted as an
accelerator. What remains now is to consider if this is indeed a broader macroeconomic
problem where the global macro momentum is slowing and a monetary response is
required, or if this is just a buying opportunity in a few weeks’ time. For now, the
momentum is for further sell-off in favour of USD and more upticks in EUR/Scandi, see
more specifics on EUR/NOK in FX Trading Portfolio, 23 January.

EUR/USD FX forwards have dropped on 6-12M tenors on the back of the setback in risk
sentiment, which triggered a sharp drop in USD rates. The market is now priced for 30bp
cuts in December. The front end of the FX forward curve remains well anchored by Fed’s
signals to stay on hold and the expectation of a 5bp IOER hike at one of the coming
meetings. EURUSD XCCY basis has been unaffected by the move lower in EUR/USD spot
and FX forwards.

EUR/GBP has moved close to 0.84 supported partly by stronger-than-expected economic
indicators. Today’s flash PMI for January is decisive for whether the Bank of England will
cut the Bank Rate next week or not. As long as the PMI composite is below 52.0, next
week’s meeting is definitely live. If PMI composite comes out stronger than expected,
EUR/GBP will move below 0.84, as markets will price out the possibility of a rate cut,
while a disappoint could see EUR/GBP move up again closer to 0.85.
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Key figures and events

Friday, Januar'y 24, 2020 Period Danske Bank Consensus Previous

EUR Fitch may publish Finland's debt rating
EUR Moody's may publish Finland's debt rating
- EUR  Fitch may publish Greece's debt rating
0:30 JPY  CPI-national ex. fresh food v/y Dec 0.7% 0.5%

0:30 JPY  CPI-national v/y Dec 0.7% 0.5%
1:30 JPY  Nikkei Manufacturing PMI, preliminary Index Jan 484
1:30 JPY  Markit PMI services, preliminary Index Jan 494
9:15 FRF  PMI manufacturing, preliminary Index Jan 504 504
9:15 FRF  PMl services, preliminary Index Jan 52.1 524
9:30 DEM  PMI manufacturing, preliminary Index Jan 44.5 43.7
9:30 DEM PMl services, preliminary Index Jan 53.0 52.9
10:00 EUR PMI manufacturing, preliminary Index Jan 47.1 46.8 46.3
10:00 EUR PMIcomposite, preliminary Index Jan 51.1 509
10:00 EUR PMlservices, preliminary Index Jan 530 52.8
10:00 EUR ECB's survey of professional forecasters

10:30 GBP  PMI manufacturing, preliminary Index Jan 48,5 484 47.5
10:30 GBP PMl services, preliminary Index Jan 50.7 51.0 50.0
14:30 CAD Retail sales m/m Nov -1.2%
15:45 USD  Markit PMI manufacturing, preliminary Index Jan 52.8 524
1545 USD Markit PMI service, preliminary Index Jan 525 52.8

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 and should not be considered investment advice. 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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