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Global growth worries hit risk sentiment

Market movers today

o After ‘Super Thursday’ yesterday brought another set of subdued PMI data on both
sides of the Atlantic, markets are in for a more quiet day on the data front today.

o EU parliament elections continue to take place today in Ireland and Czech Republic.
Results will however only be announced when voting in all EU countries has closed on
Sunday evening. For more on our expectations regarding the EU election outcome, see
2019 EU Parliament elections: Setting the scene for the 'European Game of Thrones'

¢ Inthe UK, Theresa May is today expected to announce timetable for her resignation as
U.K. Conservative Party leader and prime minister after the backlash over her Brexit
plans, for more details on the situation, please see Brexit Monitor - End of May

e Inthe US, preliminary core capex for April is due out. Core capex has softened recently
but remains at a high level and we expect investments to continue to increase over this
year.

Selected market news

Yesterday, PMI releases in advanced economies cast doubt about the outlook for the
global economy. Most severe was the slump in the US, where both the manufacturing and
service PMIs dropped sharply. While it is not a big surprise that US manufacturing is not
immune to the weakening global economic environment (global value chains), the service
sector slowdown is more surprising given the strength of the US labour market. The
Japanese and German PMiIs also surprised on the downside while the French PMI was a
rare light of hope. The weakening of the PMIs comes amid the significant uncertainty about
trade relations between China and US triggered by the renewed trade dispute between the
two countries over the past month.

The weak signs from the leading global economies led to a sizeable sell-off in global
equity markets. The European and US equity markets finished sharply lower while US
yields plummeted fuelled partly by further expectations of rate cuts by the Federal Reserve.
Asian equity markets this morning, however, are paring losses after indications from US
President Trump following the close on Wall Street that Huawei Technologies Co., which
was put on a U.S. blacklist earlier this month, could be part of a trade pact with the country.

In the UK, Prime Minister Theresa May is expected to set a timetable for her
resignation as U.K. Conservative Party leader and prime minister following the
backlash over her latest Brexit proposal (see Brexit Monitor - End of May). According to
Bloomberg news, May intends to quit as Tory leader on June 10 so an election to choose
her replacement can begin after President Donald Trump’s state visit to Britain. The
timetable is expected to be set today. The current favourite to replace her is pro-Leave
campaigner Boris Johnson, who is in favour of a cleaner exit from the EU. The GBP saw
further decline yesterday.

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

Cecilia Skingsley speaks about The economic situation and current monetary policy” at
12:00 CET. At this point she will probably stick to the main plan as it was communicated
at the April meeting. In addition we have PPI and housing data at 09:30.

Fixed income markets

Global bond yields decline on the back of weaker PMIs, the trade dispute between US and
China as well as the possible resignation by UK prime minister May today.

Today, Spain is up for review by Moody’s and Portugal is up for review by Fitch. We
expect Spain will receive a positive outlook on the back of the fundamentals as well as
lower funding cost as shown by the low yield at the auction on Thursday. There is a
possibility that Portugal will also receive a positive outlook. A change in the rating or the
outlook is a positive factor for both Spanish and Portuguese bond yield.

FX markets

Horrific flash PMIs in both the Euro Area and the US triggered a strong risk-off move
yesterday and sent US rates and yields sharply lower. However, for once the market did not
buy the green back. As we argued earlier in the week a break with recent policy inaction
on the trade war and/or monetary policy would be needed for our medium-term view of a
higher EUR/USD to start materialising, for more please see FX Strategy - Policy inaction
keeping a lid on EUR/USD. There is not much in the forward looking indicators of the
PMIs to suggest a near-term turnaround for the better. Hence, we might be approaching the
tipping point where data and market sentiment are bad enough to force central banks” hand.
In particular, we will follow Fed speakers in coming weeks for hints as to whether they are
ready to move towards the increasingly dovish market pricing. In turn, this could be the
market’s cue to start reversing short positions in EUR/USD.

In the Scandies, both SEK and NOK sold off in late trading amid the global risk-off.
Especially the NOK took a beating on oil falling below USD 70/bbl. Paradoxically, the
move came on a day where the LFS report confirmed that the labour market clearly is in
better shape than what Norges Bank expected in March. At this stage we would need a
significant negative shock for Norges Bank not to hike next month — yet for the currency
the global environment remains the clear driver. We still think it makes sense to be
positioned for a higher NOK/SEK and a lower AUD/NOK as the two crosses are better
shielded against the global environment.

Key figures and events

Friday, May 24, 2019 Period  DanskeBank Consensus Previous

EUR EU Parliament elections

1:30 JPY  CPI-national ex. fresh food v/y Apr 0.9% 0.8%
1:30 JPY  CPI-national v/y Apr 0.9% 0.5%
9:30 SEK  PPI m/mly/y Apr 1.2%|6.3%
10:30 GBP  Retail sales ex fuels m/mly/y Apr 1.2%|6.2%
14:30 USD Core capital goods orders, preliminary % Apr 1.4%

Source: Bloomberg, Danske Bank
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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.

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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