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A hawkish Fed drives stronger USD, weaker Scandies

Market overview

Higher inflation

As expected, the economy recovery in the developed countries have continued since our
last update, as the COVID-19 situation is improving (due to vaccines and warmer weather),
mass vaccination continues and restrictions are eased gradually. The most important event
since last month was the hawkish shift from the Fed. The Federal Reserve now signals two
rates hikes in 2023 and seven out of 18 policymakers expect a hike already next year.
Simultaneously, the Fed is now openly discussing when to start QE tapering (the bond
buying pace is USD120bn per month currently). The Fed still thinks the higher inflation is
transitory so the biggest change, in our view, is that the Fed now expects a stronger labour
market recovery, especially when the temporarily higher unemployment benefits expire (no
later than early September). US yields and the USD both moved higher, as de facto no one
had expected such a major policy shift already now. We think the meeting marked the
beginning of the end of the Fed’s very accommodative policy.

The developments in FX markets have been very much in line with our expectations of a
stronger USD and weaker SEK and NOK due to higher US real rates. As we wrote last
month, the timing of a hawkish shift from the Fed would be very important for markets —
we also believe that is the case when the Fed takes the next steps in the gradual removal of
accommodation. In addition, we are likely to see a peak in manufacturing both due to the
re-opening and tighter monetary and credit policies in China.

We have not made big revisions to our FX forecasts since May. We still expect EUR/USD
to move lower targeting 1.15 in 12M. We expect both EUR/SEK and EUR/NOK will move
higher from here targeting 10.40 in 12M. EUR/GBP is expected to move down to 0.83 in
12M.

Chart 1. Fed now signals two rate hikes by year-end 2023
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Note: Past performance is not a reliable indicator of current or future results.
Sources: Federal Reserve, Bloomberg, Macrobond Financial

Vigtige oplysninger og erkleeringer er indeholdt fra side 6 i denne analyse.
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USD - hawkish Fed strengthens the dollar

Not long ago EUR/USD traded above 1.22 but the cross is now trading
around 1.19. The main explanation is the more hawkish Fed at the June
meeting. The Fed is now signalling two rates hikes in 2023 (and some
policymakers are signalling rate hikes next year) and is openly discussing
QE tapering.

As we have been arguing for a while, the timing of a hawkish shift from the
Fed would be extremely important for USD. We expect the Fed will turn
more and more hawkish in coming months due to a very strong labour
market recovery. This will also lead to higher US real rates.

In addition, we expect a peak in manufacturing and still slower growth in
China, which are also positive for USD. We expect EUR/USD to fall further
targeting 1.15 in 12M.

We are in particular monitoring the US labour market recovery. If it turns out
to be weaker than anticipated, we are likely to see the Fed to be more patient
removing accommodation, which will weigh on USD. Another factor which
could lead to a higher EUR/USD is a stronger-than-anticipated recovery in
the euro area.

GBP - still bullish
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EUR/GBP has moved sideways since our last update (although perhaps more
down than up). On one hand, the delay of the full re-opening and the political
discussions between the EU and the UK on the Northern Ireland protocol
have likely supported EUR/GBP. On the other hand, we like to see GBP as a
“mini USD” (at least to some extent) so EUR/GBP moves lower than USD
appreciates. We saw that after the FOMC meeting where EUR/GBP moved
lower.

We still expect EUR/GBP to move lower in H2, although the declines will be
more gradual than what we saw in Q1, when GBP benefitted from investors
pricing out the no deal Brexit risk premium and the fast mass vaccinations in
the UK. In addition, the Bank of England is not

The reason why we expect EUR/GBP to move lower is that the UK is likely
to grow faster than the euro area, partly because the UK is still ahead with its
vaccination programme. The delta variant has delayed, not derailed, the full
re-opening. In addition, the Bank of England (BoE) is not struggling with low
inflation and is expected to tighten monetary policy earlier than the ECB.

We expect EUR/GBP fall towards 0.83 in 12M.

Risk is that both the Fed and the BoOE are more patient removing
accommodation than what we expect right now. There are also political
risks from the negotiations between the EU and the UK on the Northern
Ireland protocol.
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EUR/USD

1.25 - EUR/USD with DB forecast - Consensus - - Forward
128 =
1.20 -

1.08 -
1.05 -

‘ 2019 ‘ 2020 ‘ 2021 ‘2022

im 3M 6M 12M

Danske Bank 1.20 1.19 1.17 1.15

Consensus 1.20 1.21 121 121

Forward 121 122 1.22 122

Hedging recommendations
e Income: Sell USD via participating forwards.
e Expenses: Purchase USD via forwards.

Source: Macrobond, Bloomberg, Danske Bank
*Past performance is not a reliable indicator of current or future
results

EUR/GBP

- EUR/GBP with DB forecast -s-Consensus - - Forward

1 1
2019 2020 2021 2022

imM 3M 6M 12M
Danske Bank 0.86 0.85 0.84 0.83
Consensus 0.86 0.86 0.85 0.86
Forward 0.86 0.86 0.86 0.87

Hedging recommendations

e Income: Sell GBP via participating forwards.

e Expenses: Buy GBP via forwards

Source: Macrobond, Bloomberg, Danske Bank.
*Past performance is not a reliable indicator of current or future
results
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SEK - EUR/SEK moving higher medium term

EUR/SEK fell below 10.05 in early June but is now closer to 10.20 (and
was for a short period even above 10.20).

We still expect EUR/SEK to move higher from here despite our expectation
of a strong economic recovery in Sweden (like in other developed
countries).

The reason is a combination of a stronger USD, the Fed removing
accommodation and a peak in manufacturing. The Riksbank is likely to
keep monetary policy unchanged, as inflation is set to fall.

We do not expect the political crisis in Sweden will weigh on SEK.
We expect EUR/SEK to move towards 10.40 in 12M.

Arisk to our forecast is if the Fed is more patient removing accommodation
than what we expect. That would lead to a weaker USD and a stronger SEK.

EUR/SEK

11.20 - EUR/SEK with DB forecast -=-Consensus - - Forward

9.80 -
‘ 2019 2020 2021 ‘2022

im 3M 6M 12M

Danske Bank 10.10 10.20 10.30 10.40
Consensus 10.09 10.03 9i97, 9.88
Forward 10.14 10.15 10.16 10.18

Hedging recommendations

e Income: Sell SEK via forwards.

e Expenses: Buy SEK via risk reversals.

Source: Macrobond, Bloomberg, Danske Bank.
*Past performance is not a reliable indicator of current or future
results

NOK - weaker despite rate hikes from Norges Bank
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The Norwegian economy is improving and Norges Bank is signalling roughly
four rate hikes over the coming year with the first one arriving in September.
Despite the more hawkish Norges Bank, EUR/NOK has moved higher
(especially after the FOMC meeting) and is now trading around 10.25.

We still expect EUR/NOK to move gradually higher from here. As we have
been arguing for a while, market participants had already priced in tighter
monetary policy in Norway and global factors are more important for NOK
than Norges Bank.

Higher US real rates as the Fed removes accommaodation and a stronger USD
are headwinds for NOK.

We expect EUR/NOK to move towards 10.40 in 12M.

Arisk to our forecast is if the Fed is more patient removing accommodation
than what we expect. That would lead to a weaker USD and a stronger
NOK.

23 June 2021

EUR/NOK

12.50 -3 EUR/NOK with DB,forecast -s-Consensus - - Forward

12.00 -
11.50 -
11.00 -
10.50 -
10.00 -
9.50 -
! !

2019 2020 2021 2022

iM 3M 6M 12M

Danske Bank 10.10 10.30 10.40 10.50

Consensus 10.01 9.95 9.85 977

Forward 10.03 10.04 10.06 10.12

Hedging recommendations

e Income: Sell NOK via forwards.

e Expenses: Buy NOK via risk reversals.

Source: Macrobond, Bloomberg, Danske Bank.
*Past performance is not a reliable indicator of current or future
results
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135.00 - EUR/JPY with DB forecast -=- Consensus -+ Forward 1.15 -3 EUR/CHF with DB forecast -= Consensus - - Forward
132.50 - 1.
130.00 - L
127.50 - &
125.00 - 1
122.50 - 1'
120.00 - 1
117.50 - i
115.00 - 1.
112.50 - 1.
1 1 1 1
2019 2020 2021 2022 2019 2020 2021 2022
1M 3M 6M 12M 1M 3M 6M 12M
Danske Bank 130.80 130.90 129.87 128.80 Danske Bank 1.10 1.11 1.12 1.13
Consensus 130.73 130.00 130.00 130.17 Consensus 1.10 1.11 1.12 1.12
Forward 132.73 132.81 132.94 133.14 Forward 1.10 1.09 1.09 1.09
Hedging recornmendations Hedging recommmendations
e Income: Sell JPY via forwards. e Income: Sell CHF via forwards.
e Expenses: Buy JPY via forwards. e Expenses: Buy CHF via participating forwards.
Source: Bloomberg, Danske Bank. Source: Bloomberg, Danske Bank.
*Past performance is not a reliable indicator of current or future results *Past performance is not a reliable indicator of current or future results
4.70 - EUR/PLN with DB forecast -= Consensus -+ Forward 100.00 - EUR/RUB with DB forecast -= Consensus - - Forward
95.00 -
90.00 -
85.00 -
80.00 -
75.00 -
70.00 -
65.00 -
1 1 1 1
2019 2020 2021 2022 2019 2020 2021 2022
1M 3M 6M 12M 1M 3M 6M 12M
Danske Bank 4.53 4.50 4.48 445 Danske Bank 90.00 89.25 84.24 82.80
Consensus 4.53 4.50 4.47 4.45 Consensus 89.70 89.33 88.09 87.31
Forward 453 453 4.54 4.57 Forward 90.06 90.93 92.39 95.57
Hedging recommendations Hedging recommendations
e Income: Sell PLN via participating forwards. e Income: Sell RUB via forwards. We expect a slightly stronger RUB,

. but higher political uncertainty (which has become a permanent risk
e Expenses: Buy PLN via forwards.

factor for RUB) may weigh on RUB.

e Expenses: Buy RUB via forwards.

Source: Bloomberg, Danske Bank. Source: Bloomberg, Danske Bank.
*Past performance is not a reliable indicator of current or future results *Past performance is not a reliable indicator of current or future results
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Danske Banks’ FX forecasts

LastUpdate: 23/06/2021

+6m +12m End 2020

Exchange rates vs EUR

EUR/USD 1.194 1.19 1.18 1.17 1.15 1.17
EUR/JPY 1324 131 131 130 129 131
EUR/GBP 0.855 0.85 0.84 0.84 0.83 0.86
EUR/CHF 1.096 1.10 1.11 1.12 1.13 1.12
EUR/SEK 10.11 10.20 10.20 10.30 10.40 10.10
EUR/NOK 10.15 10.20 10.30 10.40 1040 10.40
EUR/DKK 7.4361 7.4360 7.4400 7.4450 7.4450 7.4550
EUR/AUD 1.579 1.57 1.57 1.58 1.58 1.52
EUR/NZD 1.696 1.70 1.71 1.72 1.72 1.64
EUR/CAD 1.468 1.46 1.46 1.49 1.47 1.54
EM

Spot +1m +3m +6m +12m
EUR/PLN 4519 451 448 442 445 4.35
EUR/HUF 349 358 360 365 370 375
EUR/CZK 254 25.5 25.3 25.1 25.0 25.5
EUR/RUB 86.7 87 86 83 81 81
EUR/TRY 10.28 104 10.6 10.6 10.8 10.2
EUR/ZAR 16.95 16.7 16.5 16.1 155 18.1
EUR/CNY 7.74 7.68 7.67 7.72 7.71 7.72
EUR/INR 88.7 88.1 87.9 87.8 87.4 83.1

Source: Bloomberg, Danske Bank
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Market Guide is a general research report, and any recommendations reflect a general opinion. As such, the report does not consider your
specific situation as an investor, including, in particular, your investment profile. This means that although the bank may have a general
recommendation, such recommendation may not be appropriate for you as an investor owing to your particular circumstances.

Market Guide does not constitute an offer or a solicitation to buy or sell securities, foreign currency or financial instruments.

We recommend that you discuss any potential transactions with your investment adviser to ensure that any investment decisions you make
are appropriate given your personal circumstances.

Disclosures
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report are presented on page 1.
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

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to
operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.

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 - montlhy

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
AJS 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
AJS 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.

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’.
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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’); (I1) 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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