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US budget deal reached, while the next UK PM is found

Market movers today

e Today’s main even is the announcement around midday of the next UK
Conservative Party leader, who is also going to succeed Theresa May as Prime
Minister. Everyone expects it to be Boris Johnson. While Boris Johnson is more pro-
Brexit than Theresa May, the arithmetic in the House of Commons is unchanged
making it difficult for him to force a no-deal Brexit despite it being the default option
from a legal point of view. Noticeably, pragmatic Conservative Philip Hammond has
said he will step down as Chancellor if Boris Johnson wins and has not ruled out he
will bring down his own government if necessary to prevent a no-deal Brexit.

e In terms of economic data releases it is a quiet day. To highlight a few, the
preliminary euro area consumer confidence indicator for July, the US Richmond Fed
manufacturing index for July and US existing home sales are due today at 16:00.

e Today IMF is releasing an update to its World Economic Outlook.
e The US corporate earnings season continues today.

o This week’s main event is the ECB meeting, where we expect tweaks to the
forwarding guidance setting the scene for a comprehensive easing package to be
unveiled in September, see ECB preview: Warming up for Draghi’s Grande Finale, 22
July.

Selected market news

Late yesterday, US President Trump announced a bipartisan budget deal was
finalised. This makes it possible for the House to pass the necessary legislation before its
summer recess starts on Friday while the Senate will vote on it next week. As it is
bipartisan, we think it would make it through congress despite some concerns among both
Republicans and Democrats. The deal includes two important things. First, the debt limit
will be suspended until 31 July 2021 (i.e. after the presidential election), which means the
US Treasury can soon start issuing bonds in a normal fashion again and also rebuild its
cash buffer. Second, the automatic reduction of the so-called spending caps, which should
have kicked in on 1 October and would have reduced total government spending by more
than USD100bn, has been cancelled. This means fiscal policy will not go from being very
expansionary to very contractionary but instead become neutral. Despite the agreement on
overall funding, there is still a risk of a government shutdown by 1 October if Congress has
not passed spending bills.

In Europe, risk is increasing that the river Rhine must close for sea transport in a few
weeks, Bloomberg reports. The combination of little rainfall and soon a heatwave means
that the water level risks falling below 50cm (already fallen to around 150cm). Last year,
the low water level in the Rhine was viewed by many as a contributing factor to the
economic slowdown in Europe despite companies’ attempt to activate contingency plans
by transporting goods by train or trucks (which, however, is much more expensive) and
stockpiling.

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

Tuesday, JU]\/ 23, 2019 Period Danske Bank Consensus Previous

GBP  New Conservative partyleader announced
8:00 NOK  Industrial confidence (SSB) Net. bal. 2nd quarter 6.9
8:00 DKK  Consumer confidence Net. bal. Jul 58
14:00 HUF  Central Bank of Hungary rate decision % 0.90% 0.90% 0.90%
15:00 USD FHFA house price index m/m May 0.4%
16:00 EUR Consumer confidence, preliminary Net bal. Jul -74 -7.2
16:00 USD _ Existing home sales m (m/m] Jun 5.35 5.36 5.34|0.025

Source: Bloomberg, Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of the research report is
detailed on the front page.

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

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where 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 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.

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.

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 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
Each working day.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for
informational purposes only. 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’).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue
or misleading, no representation is made as to its accuracy or completeness and Danske Bank, 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 responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank 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 herein.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or
the United States.

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’s prior written
consent.
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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/A, 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 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 who have prepared this research report are not
registered or qualified as research analysts with the NYSE or FINRA 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.

Report completed: 23 July 2019, 06:52 CEST
Report first disseminated: 23 July 2019, 07:30 CEST
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