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Draghi calling for more fiscal integration in the Eurozone

Market movers today

e Today, we only have a few data releases. We get retail sales out of Norway and
unemployment data for the euro area and Germany. The latter in particular will be
interesting given the weakness we have seen in some parts of the German economy.

o In terms of economic data releases this week, we look for a small rebound in ISM
manufacturing and a further moderation in employment growth to around 100,000. We
expect the flash release for euro area inflation to have fallen to 0.9% in September from
1.0% in August. We also get PMI manufacturing and service sector indicators from
most countries this week.

e The focus is also on politics with the UK Conservative Party Conference taking place
and the impeachment process of US President Trump. Also look out for any
announcement on trade ahead of the trade negotiations next week.

Selected market news

In an interview with the Financial Times published on Sunday, ECB President Mario
Draghi backed Emmanuel Macron’s proposal from earlier in the year of a more highly
integrated fiscal regime in the Eurozone that includes, among others, a common Eurozone
budget and fiscal transfers between member states. Although Draghi acknowledged that
the debate still has a long way to go, he was ‘optimistic’ following the recent austerity
measures taking place in many countries in the Euro Area, further signalling the need for
more coordinated fiscal measures to the general public. Draghi also reiterated the latest
ECB communication on a need for fiscal expansion to play a larger role in order to relieve
pressure on monetary policy, with the alternative being non-standard policy measures
having to play a large role for an extended period of time despite generating adverse income
effects (i.e. larger savings) and asset price inflation. Lastly, with regards to the recent
stimulus package, Draghi acknowledged the downside of further monetary stimulus, but
added that the positive consequences still outweighed the negative ones.

In Austria, Sebastian Kurz, the leader of the conservative OVP, is set to return as chancellor
for the alpine state following Sunday’s Nationalratswahl (National Council election). The
preliminary results show OVP obtaining 37% of the popular vote, up from 31% in 2017
(34% expected). This comes largely at the cost of coalition partner FPO, with ORF.at
reporting that a fifth of the party’s voters from 2017 chose to vote for OVP on Sunday (and
another one out of five chose not to vote at all). The right-wing party thus only obtained
16%, down from 26% in 2017. Although the majority obtained by Kurz and OVP was
greater than expected, forming a coalition could prove difficult following comments from
FPO stating that they did not see the results as a mandate to resume in government, meaning
that the social democrats (SPO), registering the worst election result to date, or GRUNE
would be the only alternative. Only a single minority government has ruled since 1945.

The Fed funds effectively fell to 1.85% on Friday, from 1.90% on Thursday as both of the
Fed’s liquidity providing operations (O/N and 2W term repos) came in undersubscribed.
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Scandi markets

In the Scandies, the disconnection between relative rates and the NOK is set to persist in
the coming months. While the NOK is now a G10 high scorer on carry, the global
environment of a strong USD and decelerating growth will remain a headwind. In this
morning’s Reading the Markets Norway we show some simple descriptive EUR/NOK
return statistics conditioned on the global manufacturing PMI. If we are right in more
downside in the coming months, it spells bad news for the NOK — especially at a time when
foreign accounts are afraid of the “usual” year-end weakness. Fundamentally, we still see
a correction potential for a stronger NOK but this is unlikely to be a story before 2020 in
our view. Near-term risks are instead skewed towards a weaker NOK.

Fixed income markets

We have an estimated EUR17bn coming to the EGB market in supply this week. There are
only small coupons from Italy and no redemptions at all during the week. However, the
supply comes ahead of significant redemptions and coupons over the rest of October of
more than EUR157bn. France (EUR54.2bn), Italy (EUR36.2) and Spain (EUR27.4bn) are
the main beneficiaries. In October, the PSPP redemptions are EUR29bn — the highest
amount ever. Hence, the underlying flows are very constructive ahead of the start of the
new QE programme on 1 November. For more on cash flows, see Government Bonds
Weekly. We stay positive on the periphery and argue it is only a matter of time before 10Y
Spain and 10Y Portugal also trade negatively. Denmark will tap the usual 2y and 10y
benchmark bonds and Germany taps the Oct-24 bobl, both on Wednesday.

Today, will bring the German Lander CPI data, followed by flash HICP inflation. The euro
area data are due tomorrow. The latter slumped to only 1.0% in August and 5y5y inflation
is back below levels when the ECB September package was announced. With energy price
inflation falling further into negative territory and core inflation stuck at 1.0%, we expect
headline inflation to print at 0.9% in September. We see a growing risk - given the weak
macroeconomic backdrop - that 5y5y inflation will start to fall more pronounced below the
1.20% level, that so far seems to have been a strong support level.

FX markets

The coming week will prove a test of USD strength. On the one hand, the trade war may
(or may not) be turning to the financial side as news hitting the wires said the US was
considering to restrict Chinese access to US capital markets, on Friday. But over the
weekend, this topic was later backtracked. USD strength has been gathering pace in the
past week (notably vs. GBP, SEK and EM) and over the coming week we will focus on
Fed speeches, US ISM manufacturing and the jobs report. If the environment of
strengthening of the broad dollar should turn, we think a good place to start would be the
Fed getting ahead of the (global) curve and propelling risk markets higher. For now, that
appears somewhat illusive.

EUR/USD dipped below 2019 lows and touched 1.0905 last week. This is testament to just
how supportive the current environment remains for the USD. We see at least three reasons
for that; (1) a Fed that still appears reactive rather than proactive, (2) continued worries
over trade talks and (3) investors having second thoughts regarding Brexit risks, which
have otherwise been priced out lately. In sum: do not fight USD strength near term, but we
maintain that it will not last forever and still see EUR/USD grinding higher as 2020
progresses (12M target remains 1.15). See FX Strategy - USD: what will it take to halt
dollar strength from here?
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EUR/GBP went higher last week, hovering now just below 0.89. Last week, we got some
indications that the Bank of England may be turning dovish and could be considering to
cut rates, rather than staying on hold. We still think this is a hypothetical discussion for
now but given we believe we will likely see an extension to Brexit, it’s likely the economy
will continue to be under pressure - and inflation has also come down somewhat. Thus, the
monetary discussion clearly also favours the GBP staying a bit on the weaker side. For
reasons of Brexit, the global or domestic economy or the central bank(s), we continue to
think EUR/GBP will trade close to 0.90 in the coming months and see potential for more
upside from the current spot level, in the run up to the October deadline.

Key figures and events

Monday, September 30, 2019 Period Danske Bank Consensus Previous

DEM  Retail sales m/mly/y Aug 0.5%|2.9% -1.6%|4.4%
1:50 JPY  Industrial production, preliminary m/mly/y Aug -0.5%|-3.9% 1.3%|0.7%
1:50 JPY  Retail trade m/mly/y Aug 2.4%0.7% -2.3%|-2.0%
3:00 CNY  PMI manufacturing Index Sep 49.7 49.6 495
3:00 CNY  PMI non-manufacturing Index Sep 539 53.8
3:45 CNY  Caixin PMI manufacturing Index Sep 50.0 50.2 504
8:00 NOK  Retail sales, s.a. m/m Aug -0.2% -0.2% 0.8%
8:00 DKK  Gross unemployment s.a. K (%) Aug 0.038
8:00 DKK  House and apartment prices a/qly/y Jul
8:00 DKK  GDP, final a/aly/y 2nd quarter 0.8%...
9:00 CHF  KOFleadingindicator Index Sep 96.0 97.0
9:00 ESP  HICP, preliminary m/mly/y Sep 0.5%|0.3% -0.1%|0.4%
9:00 ESP  GDP, final a/qly/y 2nd quarter 0.5%|2.3% 0.5%2.3%
9:30 SEK  Wages (blue collars/white collars) v/y Jul 2.6%
9i55) DEM  Unemployment % Sep 5.0% 5.0%
10:00 NOK  Norges Bank's daily FX purchases m Oct -700
10:30 GBP  GDP, final a/aly/y 2nd quarter -0.2%|1.2% -0.2%|1.2%
11:00 ITL HICP, preliminary m/mly/y Sep 1.7%|0.5% 0.0%|0.5%
11:00 EUR  Unemployment % Aug 7.5% 7.5%
14:00 DEM  HICP, preliminary m/mly/y Sep 0.0%|1.0% -0.1%|1.0%
1545 USD  Chicago PMI Index Sep 50.0 504

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
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Dealers Association.

Conflicts of interest
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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.
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