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Fed speaks

Market movers today

o Inthe US, markets will keep a close eye on a range of FOMC speeches, including from
Chairman Powell. Focus will centre in particular on any indications of whether the size
of the first cut will be 50bp or ‘just’ 25bp.

e On an otherwise quiet day in terms of data releases, market sentiment will continue to
be driven by any headlines related to the Trump-Xi meeting at the G20 summit in Japan
at the end of the week (see more here).

Selected market news

US Trade Representative Lighthizer and Treasury Secretary Mnuchin spoke on Monday
with China’s Vice Premier Minister Liu He on the phone as the two countries are preparing
for the G20 meeting, where US President Trump and China’s President Xi Jinping are set
to meet — likely on 29 June — in hopes that trade talks will be resumed.

The US has put sanctions on Iran’s supreme leader Khamenei and eight other senior
officials as tensions between the US and Iran continue to grow. In return, Iran reported that
the diplomatic path with Washington is closed forever. Meanwhile, oil prices are trading
lower, with Brent crude falling below USD65/bbl. In our view, the latest escalation of the
conflict and the new round of sanctions are less important to the oil market since Iran’s oil
production is already very low.

The Fed’s Kaplan warned in a written comment yesterday that monetary stimulus would
contribute to building up excess imbalances that would be difficult to manage. His view
stands in contrast to that of other Fed officials, e.g. the Fed’s Kashkari who on Friday said
he advocated for a 50bp cut at last week’s FOMC meeting, and to market pricing looking
for a 25-50bp cut at the upcoming July FOMC meeting.

The monthly manufacturing activity index from the Dallas Fed dropped to minus 12.1 from
minus 5.3, while consensus was expecting an increase. Along with weak German Ifo
business confidence figures, this confirmed the relatively weak reading of the world

economy as seen in Friday’s PMIs.
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e  Harr’s View: The central bank
game changer - winners and
losers

e  China Weekly Letter: Rising
chance of ceasefire at G20
meeting

Follow us on Twitter:

@Danske_Research

uVideo

Danske Bank research playlist

Read more in Danske Bank’s recent
forecasts and publications

e Nordic Outlook
o VYield Outlook
e FXForecast Update

o Weekly Focus

Senior Analyst

Jens Neervig Pedersen
+454512 8061
jenpe@danskebank.dk

https://research.danskebank.com


https://research.danskebank.com/research/#/Research/articlepreview/042aaf46-937c-4748-9ea1-9b218db4d3c8/EN
https://research.danskebank.com/research/#/Research/article/c9e7e5c6-c0a6-493f-aefe-db209ba3f729/EN
https://research.danskebank.com/research/#/Research/article/c9e7e5c6-c0a6-493f-aefe-db209ba3f729/EN
https://research.danskebank.com/research/#/Research/article/c9e7e5c6-c0a6-493f-aefe-db209ba3f729/EN
https://research.danskebank.com/research/#/Research/article/042aaf46-937c-4748-9ea1-9b218db4d3c8/EN
https://research.danskebank.com/research/#/Research/article/042aaf46-937c-4748-9ea1-9b218db4d3c8/EN
https://research.danskebank.com/research/#/Research/article/042aaf46-937c-4748-9ea1-9b218db4d3c8/EN
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

Fixed income markets

10Y US treasury yields dropped 4bp last night to 2.02% as Dallas Fed manufacturing came
in at a three-year low and as equities ended the day with small losses after a positive
opening. In Europe, we saw further support to Spain and Portugal and 10Y PGB dropped
to 0.52% after the mild sell-off the day before. In our view it is only a matter of time before
10Y drops below 50bp.

10Y BTP ended the day marginally higher ahead of a busy Italian supply week that kicks
off today with taps in the 2y CTZ and the 10Y (2028) and 20Y (2041) linkers. On Thursday,
the Tesoro is set to tap up to EUR6bnN in the 6 Floater and in the 5y and 10y BTPs. That
said, BTPs started out on the strong side after the FT reported that the Commission would
not trigger a formal Excessive-Deficit Procedure at today’s meeting.

Today, there are several FOMC speeches scheduled including Powell’s at 19.00 CEST. The
market will be looking for clues ahead of the July FOMC, where the discussion is whether
the cut will be 25bp or 50bp. More than 104bp of cumulative cuts are priced in the market
over the next 12 months. We will also keep an eye on 5y5y EUR inflation, which edged
3bp lower yesterday to 1.27% after the Draghi rally last week from 1.12%.

FX markets

In the Scandies, the NOK rally from last week has faded somewhat, which we, amongst
other things, ascribe to lower oil prices. In the coming sessions, we will evaluate
momentum and technicals as structural liquidity is set to improve at the beginning of July.
Historically, this has been a headwind for the NOK. We do believe, however, in another
leg higher from a potential trade truce following this week’s G20 meeting, as this would
counter such negatives - especially if USD weakness continues.

In the majors, USD weakness has grabbed hold. Weak German Ifo business sentiment and
hawkish comments from the Fed’s Kaplan did not stop EUR/USD from breaking the 1.14
level yesterday. Today, the market will scrutinise Fed Chairman Powell’s speech. The
market is assigning a two-thirds chance of a 25bp cut and a one-third chance of a 50bp cut
when the Fed meets in July. That is a bit on the dovish side in our view, which opens up
for a temporary setback in EUR/USD on the way towards our 3M forecast of 1.15. Further,
USD/CHF continues to decline, highlighting the relative starting point of the Fed vs the
SNB in terms of scope for policy easing (clearly greater for the former). Relatedly, we
stress that a further drop in EUR/CHF towards 1.10 is where the SNB might try to step in
but whether it will be effective in stemming further franc strength near term is questionable
in our view.

Key figures and events

Tuesday, June 25, 2019 Period Danske Bank Consensus Previous
8:45 FRF Business confidence Index Jun 106.0 106.0
9:30 SEK  PPI m/mly/y May -0.7%|4.9%
14:00 HUF  Central Bank of Hungary rate decision % 0.90% 0.90% 0.90%
14:45 USD  Fed's Williams (voter, neutral) speaks
15:00 USD FHFA house price index m/m Apr 0.1%
16:00 USD  New home sales 1000 (m/m) May 685 673.0 (-6.9%)
16:00 USD Conference Board consumer confidence Index Jun 132.0 134.1
19:00 USD  Fed's Powell (voter, neutral) speaks

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
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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.
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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
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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.
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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.

Report completed: 25 June, 06:30 CEST
Report first disseminated: 25 June 2019, 07:15 CEST

4] 25June 2019

https://research.danskebank.com




