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Global recovery between light and shadow

Market sentiment remains caught between bouts of optimism on signs of a strengthening
global recovery and setbacks stoked by fears of second waves on the virus front. PM s in
Europe, the US and UK rebounded sharply in June (though not quite to pre-crisis levels)
and underpinned the positive signal from high frequency data of a quickening of the
recovery pace at the end of Q2 as firms resumed production and consumers returned to
spending. The US labour market surprised positively in May, with employ ment growth of
2.5m, while job losses in Europe stayed contained due to short-time working schemes.

However, while the recovery pace has surprised some market participants on the upside, a
marked rise in coronavirus infections in the USand some emerging markets is a reminder that
risks still linger. Over 30 US states now report acceleratingnumbers of COVID-19 cases, with
the number of new daily cases in the USclosing in on the highs of late April. In our view, the
rising pressure on hospitals makes new lockdown measures increasingly likely. Europe and
China have also been hit by smaller outbreaks, leading to local lockdown measures, but the
overall development remains positive here. In contrast, the development in emerging markets
continues to be problematic for their recoveries and, not least, tourism. Itis hard to see things
gettingmuch better until we get a vaccine, which we believe is still sixto nine months away .

Policymakers around the world continue to respond to the crisis. Faced with a marked
deterioration in the euro area inflation outlook and tightening financial conditions, ECB
policy makers scaled up the Pandemic Emergency Purchase Programme (PEPP) by another
EURG600bn, with purchases runninguntil June 2021. The ECB’s liquidity measures are also
playingan increasing role in facilitating the flow of credit to the private sector, with euro
area banks taking EUR1,308bn in TLTRO3.4 liquidity in June — the highest amount on
record. In the US, the Fed reemphasised that policy rates will stay low for a significant
period of time but to strengthen its forward guidance, policymakers are increasingly
mulling the case of yield curve control. Overall, we expect the Fed to implement a mix of
yield curve control and an average inflation target at its September meeting.

In Europe, actions are also still being taken on the fiscal side. Germany keeps openingthe
spending taps and unveiled another EUR130bn (3.8% of GDP) recovery stimulus package
including a temporary VAT cut, cash handouts to families and stepped up investments in
the green transition and digitalisation. The strong fiscal policy response is one reason we
expect the German economy to weather the COVID-19 storm better than other European
countries. For southern Europ ean states with less fiscal space, hoperests still on the EU’s
recovery fund. However, initial discussions between EU leaders stayed fraught with
disagreement onthe overall size and allocation of funds. Another EU summit on 17-18 July
should we hope bring a more fruitful discussion on this important topic.

Progress on the Brexit front stayed similarly lacklustre. As expected, the UK formally ruled
out extending the transition period runninguntil 31 December 2020 but the two sides agreed
to hold more negotiation rounds in July and August, with the ambition to reach an agreement
in August ahead of the EU summit in October. Our base case (65%) remains a simple free
trade agreement on goods (not services) in the autumn. We do not expect any breakthrough
this summer. We still assign a 35% probability of a no-deal Brexit by year-end.

Important disclosures and certifications are contained from page 3 of this report.

Key points

o Signsof strengthening global
recovery...

e ..butrisingnumbers of US virus
cases leave risk of renewed local
lockdowns and market volatility.

e Monetary easing efforts continue.

o No breakthrough on Brexit and EU
recovery fund negotiations.

Other readings

Fed Monitor - A primer on the Fed's
discussions on changing its forward
guidance, 17 June

ECB Research - Record-high
TLTRO3.4 take-up, 18 June

ECB Research - ECB gave markets a
PEPP talk,4 June

Brexit Monitor - New ‘soft’ deadlinein
August but the ‘hard deadlineis still
31 December 2020,17 June

Risinginfections inthe US and
emerging markets raise the risk of
renewed lockdowns
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Macro charts overview
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Disclosures

This research report has been prepared by Danske Bank A/S (‘ Danske Bank’). The author ofthis research report is
AilaMihr, Senior Analyst.

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 ofthe 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 therules and regulation ofthe relevant regulators in all other jurisdictionswhere 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 ofinterest and to ensure the provision ofhigh -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 ofresearch 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, butdo 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 s
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
Monthly.
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 asolicitation ofan 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 representationor
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness ofthe 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 ofprofits, arising fromreliance 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 ofany such change nor ofany 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.

Disclaimerrelatedto distributionin 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 withdistributioninthe United States solely
to ‘U.S.institutional investors’.

Danske Bank A/S is notsubject to U.S. rules with regard to the preparation ofresearch 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 ofanon-U.S. jurisdiction.

Any U.S. investor recipientofthis 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 thatinvesting in non-U.S. financia
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standardsofthe U.S.
Securities and Exchange Commission.

Disclaimerrelatedto distributionin the United Kingdom

In the United Kingdom, this document is for distribution onlyto (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’); (IT) 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 personsshould not act or rely
on this document or any ofits contents.

Disclaimerrelatedto distributionin 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 inthe 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 awholly 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 ofits contents.
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