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Normalisation post banking turmoil

18 April 2023

The banking turmoil that erupted in the wake of the collapse of Silicon Valley Bank (SVB) Links

five weeks ago has subsided as a market theme as the string of negative news has come to

a halt. As a result, with traditional stress indicators declining, the focus has increasingly Forecast table
moved to the macro narrative, as we also discussed in our previous Yield Outlook -
Uncertainty about US banking sector clouds rate outlook, 17 March.

Forecast Euro area

Forecast USA
The ‘normalisation’ of the rate outlook means that markets are currently trading two major

themes which we also expect to set the tone for rates markets in coming months. While
‘Dollar Land’ is already discussing the first US rate cut, we expect the Federal Reserve to
deliver a final 25bp rate hike at the upcoming May meeting and then to keep policy rates Forecast Sweden
unchanged until Q1 24, when a gradual rate cutting cycle will likely commence. As regards
the eurozone, discussions about rate cuts are still premature. We continue to expect a further
string of rate hikes, with a 50bp hike in May followed by 25bp hikes in both June and July,

Forecast UK

Forecast Denmark

Forecast Norway

bringing the peak policy rate to 4%. This is somewhat above the current market pricing of Central bank policy rates

a 3.75% peak policy rate. The biggest risk to our forecast of a 4% peak policy rate hike is Couriiy,  Egei w5 HEW  wLEn

whether the ECB will deliver a 25bp or a 50bp rate hike in May. Markets are currently EEE 222 2:2 EEE :EE

pricing 32bp for May. The economic backdrop for our central bank calls is presented in the GBP 425 450 450 425

Nordic Outlook - Unchartered territory, 4 April. 2:{‘ ;32 Zzg iig ;jg

As a result, we see longer-term USD vyields peaking ‘now’ and expect them to stay around RN T

current levels until autumn this year before starting to decline gradually, reflecting the

expected easing cycle in 2024. The USD curve is currently heavily inverted due to markets 10Y government bond yields

expecting the Fed to start easing monetary policy as early as this summer. At the time of Country  Spot +3m +6m  +12m

writing, markets are pricing three rate cuts of 25bp each between June and December this Eiz :2 :22 :22 ::2

year. While we do not share this view, we do not expect a significant repricing posing GBP 367 360 350 340

considerable upside risk to longer-term USD yields, as markets are focusing on the next DRI =5 =5 25t

big move in rates markets, which is likely to be for lower rates. Historical evidence shows iii 2?2 2?2 :gi :gi

that, on average, the Fed has started cutting policy rates three quarters after the last rate Note: EUR = Germany

hike. We currently expect a first rate cut from the Fed in Q1 24 followed by a sequence of

cuts at a pace of one cut per quarter through 2024. This should likely support the lower

rates narrative starting in autumn this year in anticipation of monetary policy easing. 10Y swap rates

As for the eurozone, we continue to see modest upside risk to longer-term yields on a 3M C“’ “ ' ' ”

horizon in a curve flattening move, as the ECB is yet to show a strong hand in fighting the EUR 203 210 200 280

high underlying inflation prints, taking the front end up relative to the long end. We expect RS SEE 52 =6h &Y

eurozone markets to start discussing and pricing 2024 rate cuts from the ECB towards the 2:? 2;; ;:2 z;g E;:

end of this year, trailing US markets slightly. This is likely to support longer-term yields NOK 323 3.15 295 280

on 6M-12M horizons. We project an ECB rate cutting cycle starting in summer 2024. Note: Past performance is not a reliable guide to
future returns

While the very high volatility in rates markets we observed one month ago has subsided Source: Danske Bank for tables above

somewhat, volatility has remained at elevated levels, and markets are currently pricing 10Y

EUR swap rates in a broad 3.5 percentage point range by the end of our projected horizon

(with a 90% probability). Director
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Yield Outlook

The economic outlook has held up well since we published the March issue of Yield
Outlook, with little visible lasting impact of the banking turmoil. Bank and credit standards
are set to tighten, as also targeted by central banks. In Europe, the economy is showing
diverging drivers with goods production lower but services activity strengthening,
supporting the resilient economic activity.

Market based inflation expectations are reverting to pre-
banking turmoil levels

The normalisation of the market themes in recent weeks has sent inflation forwards
significantly higher again to alarming levels, in particular in the eurozone, where inflation
forwards are currently trading at 2.48% and hence call for more tightening by the ECB.

ECB to scale up QT again from July but not a dominant theme

The ECB has signalled an end to full APP reinvestments and is currently reducing its
holdings by EUR15bn per month for the period from March until June this year. We expect
the ECB to scale up on ending APP reinvestments altogether, which means that it will likely
be shaving an average EUR26bn off monthly reinvestments from July. While we continue
to expect a full end to APP reinvestments, the reinvestments of the PEPP programme still
look likely to run their course as guided by the ECB, at least, until end-2024. That said,
while it may become a brief market theme, we expect the balance sheet runoff to be only a
minor theme that will probably not exert significant upward pressure on term premia or
yields.
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Market pricing of ECB and Fed peak
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Forecasts

Horizon  Policyrate 3mxlbor 2-yrswap 5-yrswap 10-yrswap 2-yrgov

Spot 500 526 449 377 359 417
0 +3m 525 540 470 395 365 430
2 +Bm 525 5.40 480 415 355 420

+12m 5.00 488 420 385 335 380
Spot 3.00 322 357 318 3.09 288
9 +3m 375 414 355 325 3.10 300
= +6m 400 416 320 305 300 270
+12m 400 403 280 280 260 240
Spot 425 440 392 363 361
5 +3m 450 410 390 370 340
o +6m 450 410 385 360 340
+12m 425 390 370 350 320
Spot 260 330 371 333 323 302
¥ +3m 335 383 370 340 325 315
o +6m 360 385 335 320 315 285
+12m 360 374 295 295 275 255
Spot 3.00 351 362 313 299 303
X +3m 400 410 365 315 290 320
D) +6m 400 415 330 290 280 290

* German government bond yields and euro swap rates ** Based on OIS swap rates. Note: 3M GBP Liboris no
longer published

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

Source: Danske Bank
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Eurozone forecast

EUR forecast summary

1M changein EUR swap rates
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US forecast

USD forecast summary

- Forecast—

1M changein USD swap (3M) rates
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UK forecast

GBP forecast summary

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 changein DKK swap (EM]) rates
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Norway forecast

NOK forecast summary

- Forecast —

1M changein NOK swap (BM) rates
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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.

Report completed: 18 April 2023, 13:35 CET
Report first disseminated: 18 April 2023, 14:00 CET
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