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The US central bank, the Fed, is leading the charge after deciding at its meeting on
Wednesday evening to scale back its bond purchasing programme by a further USD15bn a
month to USD30bn a month. This means bond purchases are set to cease by March next
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Fed to initially hike in May 2022 followed by a further hike in September and then Source (all three tables): Danske Bank

December. We anticipate that these quarterly rate hikes will continue throughout 2023,
taking the upper limit of the federal funds rate — after no less than 7 rate increases — to 2%
by the end of 2023. Our baseline is a final rate hike to 2.25% in 2024.

The market is currently expecting less tightening, pricing a little above 2 rate hikes of 25bp Chief Analyst
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The ‘dots’ from Fed members show they expect rates to be raised three times on average
in 2022 and another three times in 2023. This represents a shift from September, when the
dots signalled only a 50/50 chance of a single rate hike in 2022.

We therefore expect that monetary policy will tend to not only push short but also medium
and long-term US yields up in the course of 2022. We also expect the 2Y-10Y yield curve
to flatten — the textbook response in a tightening cycle. Our expectation is that the market
in 2022 will be heavily focused on the endpoint for interest rates when the Fed is finished
tightening. Our assumption is that a neutral rate would be required, though we certainly
cannot rule out the need for a contractionary monetary policy given the high rate of
inflation.

What could be the endpoint for the fed funds rate?

The market is pricing the endpoint for the fed funds rate at around 1.5%. We have used a
5Y1Y (1Y interest rate in 5 years) OIS rate plus 15bp as an indicator of the market pricing
of the neutral rate or endpoint. The market priced the endpoint or ‘final rate’ at more than
2% back in April. In 2022, we expect to see fresh repricing of the endpoint for the fed funds
rate as the labour market continues to tighten. However, it remains unclear whether or not
the pandemic has shifted the neutral rate of interest (r*).

Should the market begin to price a higher end rate or neutral real interest rate (r*), that
would tend to push long nominal US yields higher in 2022.

Overall, we continue to expect 10Y US Treasury yields to increase to 2% by the end of
2022.

ECB scales back bond purchases

At its meeting on 16 December, the ECB announced that net purchases in its Pandemic
Emergency Purchasing Programme (PEPP) would stop as expected by the end of Q1 22,
and that it would be cut in Q1 next year. To avoid an unduly sharp reduction in bond
purchases in Q2 22, the ECB decided to temporarily ramp up the ‘old” APP purchasing
programme from EUR20bn to EUR40bn per month in Q2 22 and EUR30bn in Q3 22,
before cutting back to the original level of EUR20bn per month. Note that reinvestments
stemming from PEPP will continue in the coming years — which adds up to a considerable
amount given the scale of the programme. Overall, however, the announcement means that,
in contrast to both 2020 and 2021, the ECB will not buy up the entire net issuance of new
bonds in 2022. As the market starts to look ahead to 2023, the volume of bonds the market
has to absorb will increase further, which could become a theme, particularly in H2 22.

The ECB and President Lagarde used the press conference to stress that an increase in
policy rates was very unlikely in 2022. Indeed, the temporary increase in APP bond
purchases was a good opportunity to underline this point, as a rate hike alongside
extraordinary buybacks is rather improbable.

Nonetheless, the lesson of 2021 is that we need to be a little cautious about basing our own
expectations on what the central banks say about the future. Remember that the US Fed
was describing inflation as transitory just a few months ago. Likewise, the ECB may well
be wrong-footed on inflation — and given a core inflation forecast of 1.9% for 2022, little
more would be required to ruffle the feathers of the ECB’s hawks. All in all, however, we
expect the ECB to keep policy rates unchanged in 2022, in part because European wage
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growth is set to remain limited. That being said, the ECB beginning to raise interest rates
in 2023 could well be on the cards. As before, our reasoning is that the market is likely to
increasingly price rate hikes into the curve in 2023 and 2024, and this would tend to push
policy-sensitive yields up in the 2Y-5Y segment.

We expect the 10Y Bund yield to increase to 0.2% by the end of 2022.

Forecast: 10Y EUR swap rates Forecast: 10Y USD swap rates
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Eurozone forecast

EUR forecast summary

1M changein EUR swap rates
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US forecast

USD forecast summary

1M changein USD swap (3M) rates

16/12/2021 ---Forecast --- ---Festvs Fwdinbp --- 20 15
usp Spot +3m +6m +12m +3m +6m +12m
Money Market 10
Fed Funds 025 025 050 1.00 1.5 )
3M 021 023 049 1.02 -11 -8 2 O
Government Bonds 1.0
2-year 064 090 1.00 145 -5
5-year 122 1.35 145 1.80 _ 1 O
10-year 145 160 1.70 200 0.5
Swap rates -15
2-year 087 110 120 165 5 -1 20 0.0\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\-20
5-year 131 145 155 1.90 7 10 ES5) 1 pal 7 1 O 1 3 1 8 1 9 22 25 28
10-year 1.52 165 1.75 205 9 14 38
Change, bp (rhs) =—16-Dec-21 ==——16-Nov-21
Source: Danske Bank Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
3M USD Libor rates Danske Bank forecast and forwards
250 -% Yepai=:50 200 SMUSDLBOR,  _, panske ——Forward
2.25 - -2.25 1.80
2.00 - -2.00 1.60
1.75- 3MUSD Libor -1.75 1.40
1.50 - 1.20
1.25 - 1.00
1.00 - 0.80
0.75 - 0.60
050 - 8-‘2‘8
0.25 - :
G60 0.00
B - 1 1
2020 2021 2022 > & & & P
1 < & 3 9 < < 3
- =Forward (Dec-21) — Forecast (Dec-21) M 50% region ' 90% region 00 @Ib >\) QOQ Qe' @’0 )0 (90Q

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

2Y USD swap rates
3.00 -% % -3.00
2.50 - -2.50
2.00 - -2.00
1.50 - - 150
100 - 2vearUSDswaprate === ="" " -1.00
0.50 - -0.50
0.00 - : : -0.00

2020 2021 2022
- =Forward (Dec-21) — Forecast (Dec-21) = 50% region ' 90% region

10Y USD swap rates
3.00 -% % - 3.00
2.50 - - BEE
2.00 - - BEE
150- 000 MWwm O WA, - - ---- - LEE
1.00 - GG
ar USD swap rate
0.50 - - 0.50
0.00 - , . - E6E
2020 2021 2022
- -Forward (Dec-21) — Forecast (Dec-21) ®50% region " 90% region

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

Note: Past performance is not a reliable guide to future returns
Source: Danske Bank

5| 17 December 2021




Yield Outlook

UK forecast

GBP forecast summary
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1M change in GBP swap (6M]) rates
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Sweden forecast

SEK forecast summary 1M changein SEK swap [ 3M] rates
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Denmark forecast

DKK forecast summary

1M change in DKK swap (EM] rates
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Norway forecast

NOK forecast summary

1M changein NOK swap (6M]) rates
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This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
Arne Lohmann Rasmussen, Chief Analyst, Head of Corporate Research.

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.

Danske Bank is not registered as a Credit Rating Agency pursuant to the CRA Regulation (Regulation (EC) no.
1060/2009); hence, Danske Bank does not comply with nor seek to comply with the requirements applicable to
Credit Rating Agencies.

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. Danske Bank’s Research Departments are physically separated from
other business areas within Danske Bank and surrounded by arrangements (Chinese Walls) to restrict the flows of
sensitive information.

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.

Danske Bank is a market maker and liquidity provider and may hold positions in the financial instruments
mentioned in this research report.

The Equity and Corporate Bonds analysts of Danske Bank and persons in other departments of Danske Bank with
which the relevant analysts have close links are not permitted to invest in 1) financial instruments that are covered
by the relevant Equity or Corporate Bonds analyst and 2) the research sector within the geographical area (the
Nordics) to which the analyst is linked.

Danske Bank, its affiliates and subsidiaries are engaged in commercial banking, securities underwriting, dealing,
trading, brokerage, investment management, investment banking, custody and other financial services activities,
may be a lender to the companies mentioned in this publication and have whatever rights are available to a creditor
under applicable law and the applicable loan and credit agreements. At any time, Danske Bank, its affiliates and
subsidiaries may have credit or other information regarding the 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 and opinions expressed in this research report.

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 issues such as rating, supply and demand factors, macro
factors, regulation, curve structure, etc., we arrive at an overall view and risk profile for the specific financial asset.
We compare the financial asset to those of peers with similar risk profiles and on this background, we estimate
whether the specific financial asset is attractively priced in the specific market. We express these views through
buy and sell recommendations. These signal our opinion about the financial asset’s performance potential in the
coming three to six months.

More information about the valuation and/or methodology and the underlying assumptions is accessible via
http://www.danskebank.com/en-uk/ci/Products-Services/Markets/Research/Pages/researchdisclaimer.aspx.  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.
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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  http://www.danskebank.com/en-uk/ci/products-
services/markets/research/pages/researchdisclaimer.aspx. Select Fixed Income Trade Recommendation History

Other previous investment recommendations disseminated by Danske Bank are also available in the database.

See http://www.danskebank.com/en-uk/ci/products-services/markets/research/pages/researchdisclaimer.aspx. for
further disclosures and information.

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 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 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 A/S 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.
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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’); (II) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (I11) 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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