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EU Parliament not ready to swallow EU budget cuts (yet])

Market movers today

e Today’s highlight for markets will be the July Flash PMIs released in the euro area, the
US and the UK. We expect PMIs to paint a constructive picture in Europe, with the
gradual recovery continuing and PMIs likely edging into expansion territory (above 50)
again. The US PMIs will be more interesting, though. With high frequency data
pointing to a stalling in the US recovery as of late (see High Frequency Activity
Tracker: Germany leading the European recovery, 22 July), markets will look for signs
of a similar message in today’s PMIs.

o Greece is up for review by Fitch today and it will be interesting to see how the agency
assesses the impact of the EU recovery fund. On Wednesday S&P already hailed the
instrument as a ‘breakthrough for EU sovereign creditworthiness’, mentioning lower
funding costs for the lowest rated member states as an important trigger in terms of
lowering the risks of potential future downgrades.

Selected market news

The EU recovery fund and MFF agreement struck after a four-day marathon summit earlier
this week (see EU recovery fund: White smoke at last, 21 July) received a frosty welcome
from the European Parliament (EP). MEPs particularly criticised the heavy spending cuts
for common investment and research projects and demanded a stronger rule of law
mechanism as their price for backing the deal. Although the parliament has no veto over
the recovery package, MEPs also demanded a role in the governance of the Recovery and
Resilience Facility and pushed for the EU to agree on more union-wide levies beyond the
already planned tax on non-recycled plastic waste. The EP has a binding say over the EU
budget. Although it has never vetoed an EU budget deal after it has been agreed by heads
of state, we think approval is far from a done deal this time and another round of tough
negotiations between the EP and member states might lie ahead. However, despite the
adverse reception of the MFF in parliament, the mood in European fixed income markets
stayed constructive, with 10Y Italian government bond yields falling below 1% for the first
time since the lockdown in March. The complacency might be explained by investors’
expectations that the EP will not seek to scupper the whole deal and eventually ‘swallow
the bitter pill” if the alternative is a flare up of fiscal fragilities and economic uncertainty.
We have some sympathy with this view.

For the first time since March, weekly US jobless claims rose slightly to 1.4m from 1.3m
the week before, marking yet another sign that the US recovery is losing steam. This is
especially worrying as negotiations on the extension of temporarily higher unemployment
benefits seem unlikely to result in a breakthrough before the programme expires at the end
of July. While our base case is an extension during the course of August, there is a risk of
no extension, which would lead to a significant negative income shock (see Research US -
Not extending higher unemployment benefits would lead to a significant negative income
shock, 22 July). America’s stalling rebound also increasingly weighed on equity markets
this morning with Asian shares in the red, while the US dollar extended its decline and 10Y
US Treasury yields dipped below 0.6%.

Important disclosures and certifications are contained from page 3 of this report.
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. China Macro Monitor - Recovery on
track, 23 July

o Research US - Not extending higher
unemployment benefits would lead to a
significant negative income shock, 22
July

o COVID-19 Research - Face masks are
a cheap way to contain COVID-19 and
keep the economy running until a
vaccineis ready, 22 July

° Flash comment: EU recovery fund:
White smoke at last, 21 July
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Key figures and events

Friday, Ju]y 24, 2020 Period Danske B Consensus Previous

EUR Moody's may publish Finland's debt rating
EUR  Fitch may publish Greece's debt rating

1.01 GBP GfKconsumer confidence, preliminary Index Jul -26.0 -27.0
8:00 GBP  Retail sales ex fuels m/mly/y Jun 6.6%|-5.0% 10.2%]|-9.8%
915 FRF  PMI manufacturing, preliminary Index Jul 532 52.3
915 FRF  PMl services, preliminary Index Jul 52.3 50.7
9:30 SEK  PPI m/mly/y Jun -0.9%|-3.8%
9:30 DEM  PMI manufacturing, preliminary Index Jul 48.0 452
9:30 DEM PMl services, preliminary Index Jul 50.1 47.3
10:00 EUR  PMI manufacturing, preliminary Index Jul 49.6 474
10:00 EUR  PMIcomposite, preliminary Index Jul 509 485
10:00 EUR PMlservices, preliminary Index Jul 508 483
10:30 GBP  PMI manufacturing, preliminary Index Jul 50.8 50.1
10:30 GBP PMl services, preliminary Index Jul 50.8 47.1
12:30 RUB  Central Bank of Russia rate decision % 4.00% 4.25% 4.50%
1545 USD  Markit PMI manufacturing, preliminary Index Jul 52.0 49.8
1545 USD Markit PMI service, preliminary Index Jul 51.0 47.9
16:00 USD New home sales 1000 (m/m) Jun 700 676.0(16.6%)

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 has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax 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’).]

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, 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 and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S 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 in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.
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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 A/S’s prior
written consent.

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/S, 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 A/S 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 A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority 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.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.
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