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Central banks send softer signal, intentionally or not

The US Federal Reserve, the European Central Bank and the Bank of England all
announced rate hikes this week as expected, but they also sent what markets interpreted to
be signals of lower levels of rates in the future than previously thought, and there were
rallies in equity and especially bond markets. However, the central banks, especially the
ECB, did sound very concerned about the inflation outlook still, and actual numbers for
core inflation do not seem to point towards lower rates at this point.

The Fed hiked by 25bp as widely signalled before the meeting. Chairman Jay Powell
sounded less concerned that a deep recession might be necessary to bring down inflation
enough in the US, and also played down the easing in overall financial conditions that has
taken place in recent months, despite the Fed rate hikes. The Fed still does not expect that
a rate cut will happen this year, but the market is increasingly betting that the central bank
will have to change its mind about that, as headline inflation is declining. Speaking against
the chance of rate cuts this year, though, is a still tight labour market, signs that business
activity might soon start growing again, and the Fed’s stated preference for tightening too
much rather than too little in the current situation.

The ECB hiked 50bp and seemed to send a hawkish signal in its decision statement by
saying that it ‘intends’ to hike 50bp again in March, pushing back against the media stories
that it would only be 25bp. It also stated that, after the March hike, it will ‘evaluate’ the
path of rate hikes depending on how the economy develops. At the press conference, ECB
president Christine Lagarde said that the inflation outlook has become ‘more balanced’,
which is a dovish signal. All in all, it seems that the communication was a compromise
between the different views on ECB governing council. January inflation declined to
8.5% yly in the euro area, which was lower than expected but also highly uncertain, as
information from Germany was missing, and the data will be revised. Core inflation was
unchanged at 5.2% yly, and seasonally adjusted monthly changes in the core index does
not indicate any slowing either. Unemployment in the euro area was unchanged at the
record low level of 6.6% in December. Persistently high core inflation and tight labour
market are central reasons why the ECB remains in tightening mode, and it seems that there
will be less help on those issues from slowing overall economies than previously expected.
We and others have upgraded the growth outlook significantly.

In the UK, the central bank also delivered a 50bp hike and revised up its economic
outlook. It also still signalled more hikes to come, but in a toned-down language compared
to December. Governor Bailey did not push back against market pricing of rate cuts in the
second half of 2023, leading markets to price rates even lower towards the end of the year.

The coming week is light in terms of major data releases. The German inflation data that
was missing in the January calculation for the euro area should come out on Thursday, and
there is an EU summit Thursday-Friday where there will be discussions on trade and
industrial policy such as new subsidies, but an agreement seems unlikely at this point.

Important disclosures and certifications are contained from page 8 of this report.

Key global views

e Stagnation and periodic
contractionin the US and in
Europe during 2023.

e US and euro area headline inflation
set to decline further, but core
inflation likely to stay elevated.

o More rate hikesin store.

Key market movers

e Tuesday: Reserve Bank of
Australia rate announcement

e Thursday: German CPI

e Friday: University of Michigan
consumer survey

e Thursday-Friday: EU summit

Selected reading from Danske Bank

e Fed Review - Powell sees a higher

chance of a soft landing, 1 February.

e ECB Review - Markets conclude ECB

is close to being done, 2 February.

e FEuro macro notes - from recession

to stagnation, 2 February.

e Bank of England Review - 50bp hike
today and a final 25bp hike in store
for March, 2 February.
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Scandi market movers

2]

In Denmark, the number of bankruptcies in January is set to be revealed on Tuesday.
Bankruptcy numbers ratcheted up in 2022 as the last of the pandemic loans fell due for
repayment and relief packages were phased out. We expect the scale of bankruptcies to
grow further in 2023 as the economic slowdown becomes more entrenched.

Danish current account and foreign trade figures for December are due on Wednesday.
Denmark continues to run a large but diminishing current account surplus. The surplus
reached dizzying heights in 2022 as a result of very high freight rates, which have
subsequently subsided. Given that shipping accounts for a very large share of Danish
service exports, the current account surplus is set to decline as freight prices cause the
nominal value of service exports to fall. Going forward, the current account surplus
looks set to continue trending downwards, although we certainly do not face the
prospect of it becoming a deficit.

Inflation numbers for January are due on Friday. Uncertainty is even larger than normal
this time. Many prices are traditionally only adjusted once a year, and following the
high inflation last year, we are likely to see large adjustments this time around.
However, the exact size is of course uncertain and part of the adjustment will likely
only show up in February. It is also open how big an effect there will be from January
sales. Large inventories in retail would point to large price cuts, but on the other hand,
stores have mostly been reporting intentions to hike prices. Electricity prices have been
pulled down sharply by the electricity tax being almost removed, even though higher
distribution tariffs pulls somewhat in the other direction. The market price for natural
gas declined sharply in January compared to December, but that is unlikely to affect
the CPI before February. All in all, we forecast a decline in the CPI of 0.1% m/m which
is close to the norm for January, but because of a large negative base effect, that would
imply a y/y inflation decline from 8.7% to 7.1%.

Statistics Denmark is scheduled to release its unemployment indicator for January on
Friday. Preliminary figures from the Danish Agency for Labour Market and
Recruitment indicate that unemployment fell by around 2,000 persons, but that the
unemployment rate remains at 2.7% when seasonally adjusted. Unemployment rose by
a little more than 4,000 in the final quarter of 2022, but if these latest figures hold, then
the labour market appears to be showing a counter-reaction to previous signs of
weakness. We expect unemployment to increase in 2023 — with recession expected to
dominate the headlines in 2023, higher levels of unemployment not following in its
wake would be unusual. However, we expect the increase in unemployment to be
relatively mild compared to other recessions given that the Danish economy is well
positioned to face any challenges after the upswing of recent years.

The big event in Sweden next week is of course the Riksbhank meeting. We expect the
Riksbank to raise the policy rate by 50bp from 2.50% to 3.00% and ahead of next
week’s meeting, we add another 25bp hike in April to our base case which we also
expect to be reflected in the rate path. We keep our forecast from Nordic Outlook
suggesting 100bp of cuts during 2024,

Macro developments since the November meeting have by and large been in line with
the Riksbank forecast. The November rate path suggests a rate hike of 27bp for this
month’s meeting, followed by 7bp in April (peak at 2.84%). As we see it, a larger rate
hike than this will primarily be motivated by international central banks, where
especially ECB has turned markedly more hawkish since November.
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In the shadow of the Rikshank meeting we will also get some December data, such as
household consumption and production figures. As we have already received the GDP-
indicator for Q4 (printed -0.6% q/q), next week’s figures will just give some more detail
on what was the drag on GDP. We have already received retail sales which took a hit
during December, printing -1.8% m/m. The economy tendency indicator and PMI’s
points to weak sentiment among manufacturing sector which goes hand in hand with
weak order inflow.

In Norway, Norges Bank will continue to tighten monetary policy for as long as
inflation is high and the labour market is tight. We saw the underlying trend (monthly
change) in core inflation peak during the autumn and slow at the end of the year. Prices
for food and imported goods such as furniture, as well as hotel and restaurant services,
have clearly been decelerating. We expect much of this picture to have continued into
2023, driven by a combination of lower cost increases and weaker demand. On the other
hand, we know some segments are struggling with lower margins and need to raise
prices, and January is often a month when firms take the opportunity to adjust their
pricing. We also have to expect rents to rise more than normal, as these are linked to
inflation. There is therefore considerable uncertainty, but we expect core inflation to
rise to 5.9% y/y in January, which would be in line with Norges Bank’s projections in
December. The number of new job vacancies has fallen in recent months, which points
to weaker demand for labour. Statistics Norway’s job vacancy data for Q4 on Thursday
will give us a more precise picture of how things went at the end of last year.

3 February 2023

Inflation has peaked
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Scandi update

Denmark - Denmarks Nationalbank widens rate spread to ECB

Danmarks Nationalbank has raised its benchmark rate by 0.35 percentage points to take the
certificates of deposit rate to 2.1%. The move follows on the heels of a 0.5 percentage point
rate hike from the European Central Bank (ECB). Opinion was divided ahead of the
announcement on whether Danmarks Nationalbank would match the ECB or, as we
expected, raise interest rates by just 0.4 percentage points. However, the bank surprised
with its even smaller rate hike. Denmark hiking interest rates by less than the eurozone
nations reflects the current strengthening pressure on the Danish krone (DKK), which is
undesirable due to Denmark’s fixed exchange rate policy towards the euro (EUR). In
January, the Danish central bank was forced to sell DKK13.3bn to keep the exchange rate
in check, and the total amount of DKK sold since October now amounts to 23 billion.
Normally, Danmarks Nationalbank would only widen the rate spread by 0.1 percentage
points at a time, but this is now the second time it has delivered a more aggressive 0.15
percentage point divergence. This serves as a clear signal to the market and should be
sufficient to weaken the DKK a little and negate the need to intervene and sell. The DKK
is experiencing fundamental pressure to strengthen. Denmark has a very large current
account surplus and the contrast to the eurozone has only intensified in the past year, as
rising energy prices have had a much greater impact on Denmark’s southern neighbours.
Due to the fixed exchange rate policy, the DKK does not of course actually strengthen
against the EUR, but the strengthening pressure instead shows that interest rates in
Denmark have to be lower.

Sweden - conflicting data

The Q4 GDP indicator printing -0.6 % g/q sa/-0.6 % y/y was both a negative surprise and
well expected. Actually, the g/q drop is less than we in Danske Bank have in our Nordic
Outlook forecast and it is also less than Riksbank has in its November forecast. Hence, the
outcome can very well be seen as “good”. However, the monthly GDP indicator suggest
that the dive came in the middle of Q4 as November was revised down from positive to
negative month on month and December showed another consecutive decline. That implies
a-1.8 % yly decline in December. Indeed, that is what NIER’s (Konjunkturinstitutets) ETI
(economic tendency indicator) has been suggesting past couple of months. In other words,
the GDP indicator is now confirming that Sweden is entering a recession.

The question is, how severe will it be? Manufacturing PMI seems to suggest that a turning
point is in the cards as it rose slightly in January to 46.8 from the previous 45.9. At least, it
sends the signal that the economic decline is slowing and the recession may be of the milder
sort.

Norway - Industry split into two

The manufacturing PMI was unchanged at 50.0 in January, indicating flat growth in the
sector. The index for new orders dropped from 48.0 to 46.8, suggesting a continued decline
in orders, i.e. weaker demand. On the other hand, the employment index is still up at 51.1,
which points to increased demand for labour. That said, the employment index is at its
lowest for two years, so the rate of growth is slowing. It is also worth noting that Norwegian
industry is currently very much split into two: exporters and many firms supplying the
domestic market (such as construction) are currently experiencing headwinds, while
activity in oil-related industries is clearly rising.

4| 3 February 2023

Danmarks Nationalbank widens rate
spread to ECB by 15 bp
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Sweden: signs suggest entered mild
recession in Q4 (as expected)
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Calendar - 6-10 February 2023

During the week d Danske Consensus Previous
Sat 04 USD  Fed's Bullard speaks
Monday, February 6,2023 Period Danske Bank Consensus Previous

8.00
10:30
10:30
11:00

DEM
GBP
EUR
EUR

Factory orders
PMI construction
Sentix Investor Confidence

Retail sales

m/mly/y
Index

Index

-5.3%|-11.0%

488
-175
0.8%|-2.8%

Tuesday, February 7,2023

Foreign exchange reserves

0:30
4:30
6:00
7:45
800
800
800
800
9:00
14:30
18:00
21:00

usb

Labour cash earnings

Reserve Bank of Australia rate decision
Leading economic index, preliminary
Unemployment

Budget balance

Manufacturing production
Industrial production

Industrial production

SNB balance sheet, intervention
Trade balance

Fed chair Powell speaks

Consumer credit

\Wednesday, February 8, 2023

6:00
8.00
800
8:00
8:00
800
8.00
800
1515
16:00
16:30
18:30
1945

PLN

UusD

Polish central bank rate decision
Maklarstatistik Swedish housing price data
Current account (nsalsa)
Industrial orders

Private Sector Production
Household consumption
Industrial production

Trade balance ex ships

Exports

Fed's Williams speaks

Fed's Bostic speaks

DOE U.S. crude oil inventories
Fed's Kashkari speaks

Fed's Waller speaks

Thursday, February 9, 2023

1.01
8:00
800
8:00
9:30

CNY
GBP
DEM
GER
GER
SEK
usbD

CNY
CNY
NOK
GBP
GBP
GBP
NOK
NOK
DKK
RUB
CAD
usb
usb
usb
usb

Money supply M2

RICS house price balance
HICP, preliminary

CPI

HICP

Riksbank, rate decision

Initial jobless claims

ruary 10,2023

PPI

CPI

Core inflation (CPI-ATE)

GDP, preliminary

Monthly GDP estimate

Index of services

CPI

PPI

CPI

Central Bank of Russia rate decision
Net change in full time employment
University of Michigan Confidence, preliminary
Fed's Waller speaks

Budget statement

Fed's Harker speaks

Source: Danske Bank
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Macroeconomic forecast
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Source: OECD and Danske Bank. 1] % y/y. 2) % contribution to GDP growth. 3] % of labour force. 4] % of GDP.
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Financial forecast
Bond and money markets
Keyinterest 3minterest 2-yr swap 10-yr swap Currency Currency Currency Currency Currency
rate rate vield vield vs EUR vs USD vs DKK vs NOK vs SEK
usb 03-Feb 4.75 480 437 3.38 1083 - 681.1 1004.5 1036.2
+3m 5.25 540 520 4.05 1070 - 695.3 9720 1056.1
+6m 525 540 5.10 405 105.0 - 709.0 9714 1085.7
+12m 5.25 524 4.80 365 1030 - 7233 9806 1068.0
EUR 03-Feb 2.50 255 3.18 2.72 - 1093 7445 10979 11326
+3m 3.00 3.36 3.35 3.00 - 107.0 7440 1040.0 11300
+6m 325 341 3.20 2.85 - 105.0 7445 1020.0 11400
+12m 325 3.39 2.90 255 - 103.0 7450 1010.0 1100.0
JPY 03-Feb -0.10 -0.03 #N/A N/A #N/A N/A 1205 1284 6.18 9.11 940
+3m -0.10 - - - 1338 125.0 5.56 7.78 845
+6m -0.10 - - - 1313 125.0 567 7.77 869
+12m -0.10 = = 1288 125.0 5.79 7.84 854
GBP* 03-Feb 4.00 - 3.79 311 89.1 1226 835.1 1231.7 12705
+3m 4.25 420 3.50 870 1230 855.2 11954 12989
+6m 425 420 3.50 850 1235 875.9 1200.0 1341.2
+12m 4.25 400 3.30 850 1212 876.5 11882 1294.1
CHF* 03-Feb 1.00 - 1.37 1.63 G818 91.3 745.6 1099.7 11344
+3m 1.25 - - - 100.0 93.5 744.0 1040.0 11300
+6m 1.25 - - - 990 94.3 7520 1030.3 11515
+12m 125 - - - 990 96.1 752.5 1020.2 11111
DKK 03-Feb 2.10 2.75 327 2.80 74445 681.11 - 147.48 15214
+3m 265 345 3.50 3.15 744.00 695.33 - 139.78 151.88
+6m 2.90 350 3.35 3.00 74450 709.05 - 137.00 153.12
+12m 2.90 350 305 2.70 745.00 723.30 - 13557 14765
SEK 03-Feb 2.50 2.97 2.97 2.53 11326 1036.2 65.7 96.9 1000
+3m 3.25 3.05 3.35 2.95 11300 1056.1 65.8 920
+6m 325 3.10 3.15 2.85 11400 1085.7 65.3 89.5
+12m 325 3.10 2.85 2.55 1100.0 1068.0 67.7 91.8 -
NOK 03-Feb 2.75 3.19 325 2.90 10979 1004.5 67.8 100.0 1032
+3m 2.75 2.95 345 3.15 1040.0 9720 715 - 108.7
+6m 2.75 2.95 3.20 2.80 1020.0 9714 730 - 1118
+12m 2.50 2.95 3.05 2.70 1010.0 980.6 73.8 - 108.9

*Notes: GBP swaps are SONIA and CHF swaps are SHARON.
We have updated our Norges Bank forecasts after yesterday's Norges Bank meeting but not yet our Norwegian vield outlook

Commodities
2022 2023 Average
03-Feb Q1 @ Q3 04 Q1 Q2 a3 a4 2022 2023
ICE Brent 82 98 112 105 100 95 95 95 95 104 95

Source Danske Bank
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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
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organised independently from and do not report to other business areas within Danske Bank.
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companies mentioned in this publication that is not available to or may not be used by the personnel responsible for the preparation of this report, which might affect the analysis
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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 fixed
income asset.

We base our conclusion on an estimation of the financial risk profile of the financial asset. By combining these risk profiles with market technical and financial asset-specific
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to six months.

More information about the valuation and/or methodology and the underlying assumptions is accessible via https://danskeci.com/ci/research/research-disclaimer. Select Fixed
Income Research Methodology.

Risk warning
Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant assumptions, are stated throughout the text.
Completion and first dissemination

The completion date and time in this research report mean the date and time when the author hands over the final version of the research report to Danske Bank’s editing
function for legal review and editing.

The date and time of first dissemination mean the date and estimated time of the first dissemination of this research report. The estimated time may deviate up to 15 minutes
from the effective dissemination time due to technical limitations.

See the final page of this research report for the date and time of completion and first dissemination.

Validity time period
This communication as well as the communications in the list referred to below are valid until the earlier of (a) dissemination of a superseding communication by the author, or

(b) significant changes in circumstances following its dissemination, including events relating to the market or the issuer, which can influence the price of the issuer or financial
instrument.

Investment recommendations disseminated in the preceding 12-month period

A list of previous investment recommendations disseminated by the lead analyst(s) of this research report in the preceding 12-month period can be found at
https://danskeci.com/ci/research/research-disclaimer. Select Fixed Income Trade Recommendation History

Other previous investment recommendations disseminated by Danske Bank are also available in the database.
See https://danskeci.com/ci/research/research-disclaimer for further disclosures and information.

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.
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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’.

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’); (1) 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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