REsSEARCH

Investment Research — General Market Conditions

Yield Outlook

Long yields peaked in October
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In the previous edition of Yield Outlook from 28 October we wrote: ‘The (upward) pressure Links

on long yields (is) set to ease as central bank rates and inflation approach a turning point’,

and tentatively concluded ‘that peak yield was probably reached in October and that long Forecast table

yields could retreat in 2023°. Forecast Euro area

Yield movements in November tend to confirm this view, with long yields declining Forecast US

somewhat. 10Y US Treasury yields briefly touched 4.30% in October and German yields Forecast UK
2.5%, but these two benchmark rates are now back at 3.65% and 1.90%, respectively.

Forecast Denmark
We continue to assess that yields peaked in October and that long yields could retreat

. . . . . . . . Forecast Sweden
further in 2023, as inflation expectations decline slightly and the anticipated recession takes

hold. In the short term, however, we view the recent fall in yields as overdone and so see Forecast Norway

the potential for a new uptick in long yields in the coming 1-3 months.

This is still primarily driven by the prospect of more rate hikes ahead from the ECB and Central bank policy rates

the US central bank (the Fed). Our forecast is for the ECB to hike by 50bp both in December Country  Spot +3m +6m___ +12m
and in February next year, with a final 25bp in March, taking the policy rate to 2.75%. Our e O = B
k . L K EUR 1.50 250 275 275
expectations for the ECB are slightly more modest than current market pricing, which - — — —_—
indicates ECB rates should rise by an additional 15bp to slightly below 3%. Thus in the DKK 125 225 250 250
coming 3-6 months, the market will presumably price in more than our forecast. In contrast, S By B 2 e
. . . NOK 250 275 275 275
our US forecast is for interest rates to be upped by a further 75bp hike at the December
meeting and an additional 50bp in March, bringing the Fed funds target range to 5.00- oY T
. . S . overnment bond yields
5.25% - the highest level since 2007. Our forecast is a little above market pricing for the . o
December meeting, where consensus leans more towards ‘only’ 50bp. The next inflation Canny EYoeR  GElw  GEW  SlE
figures and, not least, November’s labour market report will be crucial to determining usD 364 400 400 360
EUR 197 220 220 200
whether we see a 75bp or a 50bp hike. GBP 312 340 3.40 3.20
) ) ) ) o DKK 222 245 245 225
In the coming quarters, long yields will be particularly dependent on shifts in the current SEK 197 210 235 265
rate of inflation and, not least, on whether the ECB/Fed begin to signal that peak interest NOK 317 340 3.35 315
rates are close at hand or indeed have already been reached. We will also be carefully NECE S (e
monitoring the ECB for any announcements about an upcoming halt to reinvestments (QT),
which could happen as early as the December meeting. As we progress further into 2023
and the central banks signal that interest rates have peaked, the market will begin to focus 10Y swap rates
on when we can expect the first rate cut from the Fed and the ECB. Coumiiy _Sjpei  &m HEm e
uso 3.66 4.05 4.05 365
Multiple yield driversin 2023 HR 2 B D &
GBP[OIS] 335 3.60 3.60 340
Otherwise, we essentially expect the same factors to dominate long yields in 2023 as we DKK 283 310 310 290
discussed in the previous edition of Yield Outlook. | = S 2= ==L
NOK 333 360 355 335

1. Stillhighinflation

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

Inflation remains very high, although we are beginning to see nascent signs of inflation Source: Danske Bank for tables above

potentially having peaked. US core inflation actually rose a little less than expected in
October and many commodity prices, including oil and metal prices and especially freight

rates, have fallen considerably. Chief Analyst
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Falling gas and electricity prices falling have also been important for Europe, but whether
that will be sufficient for companies to waive price rises in the coming months following
the dramatic increases in input prices in September and October remains unclear. German
producer prices rose by 34.5% in October and while that is down from the record 45.8%
y/y in September, it remains a historically significant price shock that will be difficult for

many companies to absorb without raising prices.

Will European companies pass high purchasing prices Signs of US core inflation having peaked for now

(producer prices) on to consumers?
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Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Bloomberg, Macrobond Financial Source: Bloomberg, Macrobond Financial

2. Increasing supply of bonds

The next few years will likely see a growing supply of bonds to finance inflation relief
packages, the green transition and increased military spending (NATO contribution) in
many countries. Meanwhile, there are several central banks no longer prepared to buy
bonds and who may instead become sellers in the market. Here in Yield Outlook, we have
often argued that long yields should increase due to a rising term premium — in other words,
the additional premium investors require to buy, for example, a 10Y bond rather than 10
1Y bonds over the next 10 years. The term premium cannot be read in the market data, but
it can be estimated using various econometric techniques that involve yield volatility,
inflation expectations, etc.

3. Willthe ECB continue to reinvest in the bond market (QT)?

Thirdly, as mentioned, the market will likely focus on central bank announcements,
especially from the ECB, on their large holding of bonds from QE programmes. While the
programmes have now ended, reinvestments continue to be made when bonds expire,
which means that the ECB is not siphoning off market liquidity and that it remains an active
buyer in the bond market. The ECB confirmed at its October meeting that it had no plans
to halt reinvestments from the huge Pandemic Emergency Purchasing Plan (PEPP) before
the end of 2024 at the earliest. However, the discussion around the original Asset Purchase
Programme (APP) is more relevant here and likely to be taken up at the December meeting.
Whether the outcome will be the ECB deciding to stop reinvestments (QT) later in 2023
remains uncertain. Nevertheless, the mere fact the discussion is taking place is an upside
risk to long yields in the coming months at a time of increasing supply.
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Term premium continues to risein
Germany, but more stable in the US
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Note: Past performance is not a reliable guide to
future returns
Source: Macrobond Financial, Danske Bank

https://research.danskebank.com




Yield Outlook

4. Uncertain macro picture with high inflation and looming recession

Our economists have just published their Big Picture, which takes a closer look at the
prospects for the global economy. The outlook for the euro area looks particularly negative,
with the economy expected to contract by some 0.9% in 2023 followed by zero growth in
2024. The picture emerging is of an economy heading for a double-dip recession. Recession
and slow growth often go hand in hand with low inflation, but pronounced increases in
energy prices point to inflation running at 7.6% and 3.2% in 2023 and 2024, respectively,
in the euro area. Nor do we expect core inflation to dip below 2% before late 2024. High
inflation also means we probably cannot expect a rate cut from the ECB before sometime
in the spring/summer of 2024 at the earliest — and that despite the outlook for recession and
zero growth in 2023/2024.

The economic picture looks a little more upbeat in the US, albeit with the prospect of
negative growth in 2023 (-0.2%), but followed by modestly positive growth of 0.5% in
2024. The US is, and will remain, much less affected by high gas and electricity prices than
Europe. Conversely, monetary policy rates look set to peak at a somewhat higher level, so
in 2023 the market will begin to focus on the first rate cut from the Fed. That initial cut will
probably not come until 2024, but a US rate cut in 2023 can certainly not be ruled out.

Weak growth expectations for the global economy. Danske Bank estimate.
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Source: Danske Bank

Long vields have likely already peaked

We expect long yields to trend higher in the coming months. Still high inflation numbers
and, not least, central banks continuing to hike interest rates are expected to be the
dominating drivers. The market’s focus on ECB QT and a generous supply of bonds in
2023 point in the same direction.

However, as we mentioned in our introduction, we estimate that long yields peaked in
October. Overall, we now expect 10Y US Treasury yields to rise by around 30bp to 4.0%
in the course of the next three months. Meanwhile, we expect 10Y Bund yields to increase
by around 20-30bp to 2.20% in the coming months.

Looking 6-12 months ahead, we estimate the market will seriously begin to focus on
European and US recessions pushing inflation lower and that this will eventually provide
scope for lower monetary policy rates, putting renewed downward pressure on long yields.
We take the view that the expected increase in yields in the coming months will reverse,
but long yields falling more in H2 23 than assumed in our forecast is definitely a possibility.

Two alternative scenariosin 2023

As mentioned, we expect stable-to-declining long yields in 2023 as the market begins to
focus on central bank rates peaking and perhaps the first rate cut prompted by the economic
recession. The risk is that we underestimate the depth of the recession and the scale of the
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negative fallout on inflation and the labour market. In this scenario, yields could fall
substantially more in 2023 than we have assumed, with the ECB potentially cutting rates
as early as 2023 and 10Y Bund yields likely declining to 1-1.5%. Should electricity and
gas prices remain at current levels or even fall further, overall eurozone inflation could be

negative in a year’s time.

On the other hand, we might also be underestimating wage growth and just how strong
underlying inflationary pressures are. High inflation could also trigger more pronounced
fiscal policy easing than we have assumed. Recent movements in UK yields show the
market has difficulty absorbing strong fiscal policy stimulation at a time when inflation is
very high. In this scenario, the ECB could raise interest rates to 4% or more, with long
yields potentially rising on a similar scale.

Forecast: 10Y EUR swap rates Forecast: 10Y USD swap rates
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Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
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Forecast*

Horizon  Policy rate  3mxlbor 2-yrswap 5-yrswap 10-yrswap 2-yr gov 5-yrgov  10-yr gov

Spot 4.00 473 479 3.93 3.66 442 382 364
8 +3m 475 533 5.20 445 4.05 4.80 4.30 4.00
2 +6m 525 540 5.10 425 4.05 4.70 410 4.00
+12m 525 5.26 4.80 4.05 3.65 440 3.90 3.60
Spot 1.50 192 293 273 269 218 201 197
& +3m 2.50 2.88 2.95 2.90 2.90 2.25 220 2.20
B +6m 2.75 291 2.95 2.90 2.90 2.25 220 2.20
+12m 2.75 2.89 275 2.70 2.70 2.05 2.00 2.00
Spot 3.00 4.37 3.85 3.35 3.29 329 312
%_ +3m 879 450 4.00 3.60 3.50 3.50 340
% +6m 879 450 4.00 3.60 3.50 3.50 340
+12m 3.75 4.30 3.80 3.40 3.30 3.30 3.20
Spot 125 221 309 289 283 231 217 222
§ +3m 2.25 2.97 3.15 Si05) 3.10 240 2.35 245
o +6m 2.50 3.00 3.15 S105) 3.10 240 2.35 245
+12m 2.50 3.00 295 2.85 2.90 2.20 2B 2.25
Spot 250 242 3.20 293 275 247 212 197
5 +3m 2.75 2.80 3.30 3.25 3.10 245 2.30 2.10
0 +6m 2.75 2.85 3.25 3.25 25 2.50 245 28
+12m 2.75 2.85 3.15 3.20 3.30 240 2.50 2.65
Spot 250 356 394 349 333 352 331 317
é +3m 2.75 3.38 3.80 3.60 3.60 3.40 3.40 340
z +6m 2.75 3.10 3.70 3.50 3.55 3.30 3.30 3.35
+12m 2.75 3.10 3.50 3.30 3.35 3.10 3.10 3.15

* German government bond yields and euro swap rates ** Based on OIS swap rates. Note 3M GBP Libor is 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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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
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US forecast

USD forecast summary

1M changein USD swap (3M) rates

28/11/2022 ---Forecast --- ---Festvs Fwdinbp --- 5.0 30
usbD Spot +3m +6m +12m +3m +6m
20
Money Market 4.0
. \
Fed Funds 400 4.75 525 525 ° 10
\
3M 473 533 540 5.26 21 3 28 3.0 0
Government Bonds -1 O
2-year 442 4.80 4.70 440 2.0 -20
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Source: Danske Bank
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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
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UK forecast

GBP forecast summary

1M change in GBP swap (6M] rates

28/11/2022 ---Forecast --- ---Festvs Fwdinbp--- 5.0 30
GBP Spot +3m +6m +12m +3m +6m +12m 20
Money Market 4.0 ,\ 1o
Bank rate 3.00 3.75 3.75 3.75 0
Government Bonds 3.0
2-year 3.29 3.50 3.50 3.30 28 49 8 20 =1
5-year 3.289 35 8B 83 23 31 ) : -20
10-year 3.12 340 3.40 3.20 24 26 -1 1.0 -30
Swap rates (SONIA QIS] -40
2-year 437 450 450 4.30 9 16 23] OO [ e s S I ) S O D B D D D B -50
5.year 385 400 400 3.80 18 25 62 1 4 7 10 13 16 19 22 25 28
10-year EENS ) 360 3.60 340 27 32 22
Change, bp (rhs] ==—28-Nov-22 ===28-0Oct-22
* based on OIS swaps Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
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400- Tt %-400 T A S
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- =Forward (Nov-22) — Forecast (Nov-22] ®50% region ' S0% region - = Forward (Nov-22) — Forecast (Nov-22] ®50% region ' S0% region

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

8| 29 November 2022

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

SEK forecast summary

1M changein SEK swap [ 3M] rates

28/11/2022 ---Forecast - - Festvs Fwdinbp--- 3.5 40
SEK Spot +3m +6m +12m +3m +6m +12m 3.0 30
Money market - r\ 20
Repo 2.50 2.75 2.75 2.75 2.5 10
3M 242 2.80 2.85 2.85 -31 -47 -40 2.0 0
Government bonds 10
2-year 247 245 250 240 15 :
5-year 212 230 245 250 1.0 =l
10-year 197 210 2.35 265 05 -30
Swap rates ) -40
2-year 320 3.30 3.25 3.15 3 1 5 OO | S O A O ) S N B B B B B B N B B B N B B I B B B B B -50
5-year 293 325 325 3.20 32 35 38 1 4 7 10 13 16 19 22 25 28
10-year 2.75 3.10 3.25 3.30 55 52 63
Change, bp (rhs] ==—28-Nov-22 ==—28-Oct-22
Source: Danske Bank Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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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
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Denmark forecast

DKK forecast summary 1M changein DKK swap (EM] rates
28/11/2022 ---Forecast --- --- Festvs Fwdinbp--- 35 40
DKK Spot +3m +6m +12m +3m +6m +12m 30
Money Market 3.0
20
cb 125 225 250 250 - - - 25 10
Repo 1.40 240 265 2.65 20
3M 221 297 3.00 3.00 -1 -17. -15 ) 0
&M 265 319 320 3.19 1 -9 0 1.5 -10
Government bonds 1.0 -20
2-year 231 240 240 220 - - - -30
5-year 217 235 235 215 - - - 0.5 -40
10-year 222 245 245 225 - - - 0.0rxxwxxxxxxwxwxxxxxxwxxxxxxxwaI -50
Swap rates 1 4 7 10 13 16 19 22 25 28
2-year 309 315 3.15 2.95 -2 2 -3
5-year 2.89 305 3.05 2.85 14 17 3 Change, bp (rhs] ==—28-Nov-22 ==—28-Oct-22
10-year 2.83 3.10 3.10 2.90 25 26 8
30-year 2.23 245 2.25 2.20 23 5) 4
Source: Danske Bank Note: Past performance is not a reliable guide to future returns
Source: Danske Bank
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- —Forward (Nov-22) — Forecast (Nov-22) = 50% region © 90% region
- =Forward (Nov-22) — Forecast (Nov-22) #50% region = 90% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank
5Y DKK swap rates 10Y DKK swap rates
6.00 -% % - 6.00 6.00 -% % - 6.00
5.00 - - 500 5.00 - -5.00
4.00 - - 400 4.00 - - 4.00
3.00 - - 3.00 10-year DKK swap rate
3.00 -
2.00 - - 200
2.00 -
1.00 - - 1.00
000 - - 000 100~
5-year DKK swap rate
-1.00 - v P -.1.00 0.00 - |
' ' 2021 2022 2023
2021 2022 2023
- =Forward (Nov-22] — Forecast (Nov-22) #50% region = S0% region
- =Forward (Nov-22) — Forecast (Nov-22) ®50% region = S0% region
Note: Past performance is not a reliable guide to future returns Note: Past performance is not a reliable guide to future returns
Source: Danske Bank Source: Danske Bank

10| 29 November 2022 https://research.danskebank.com




Yield Outlook

Norway forecast

NOK forecast summary

1M changein NOK swap (6M) rates

28/11/2022 ---Forecast --- --- Festvs Fwdinbp---
NOK Spot +3m +6m +12m +3m +6m +12m 50 20
Money market 4.0 10
Deposit 2.50 2.75 2.75 2.75 = ° : 0
3M 3.56 3.38 3.10 3.10 -26 -66 -62 3.0
6M 398 353 324 E25 -50 -81 -62 : -10
Government bonds 20 -20
2-year 352 340 3.30 3.10 ’ 30
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While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
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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
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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
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2014/65/EU.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
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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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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
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13| 29 November 2022

tps://research.danskebank.com




Yield Outlook

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
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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
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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: 29 November 2022, 09:53 CET
Report first disseminated: 29 November 2022, 11:00 CET

14| 29 November 2022

https://research.danskebank.com




