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Brexit drama gets extension

Market movers today
e There is a thin calendar today, as markets await tomorrow’s FOMC meeting.

o Markets will focus on the political turmoil in the UK on the debate of a general
election after the EU agreed to (yet another) extension until 31 January next year.

o Overnight Japanese retail sales tick in. We expect to see a surge in the run up to the
October VAT hike.

Selected market news

Risk-on sentiment spurred Asian markets, as China-US trade deal optimism prevails and
the earnings season is delivering encouraging results, while a Fed rate cut tomorrow
remains broadly priced in. The American S&P 500 index closed at an all-time high again,
while the Japanese Topix index has been trading at 2019 highs.

The oil price is heading down, as markets await US crude inventory data to get a better
picture of oil demand trends. Concerns about slower economic growth are present despite
new hopes of a trade truce between China and the US. Yesterday, US President Donald
Trump declared he expected to sign a significant part of the trade deal with China ahead of
schedule but did not give any details.

Yesterday the EU agreed to a Brexit delay of up to three months accepting the UK’s request
for a flexible extension of Brexit until 31 January 2020 (we have been calling for another
extension since April). If no EU country objects within 24 hours - by Tuesday afternoon -
the delay will have been formally adopted. The EU27 agreement on the Brexit extension
was reached after talks over the weekend to get France’s support, as President Emmanuel
Macron opposed any attempts by the EU to gather countries behind a Brexit delay to 31
January.

In the UK, the House of Commons once again rejected PM Johnson’s call for a general
election but he may be more lucky today, as both LibDem and SNP have sounded positive
supporting his call for a December election (although he meets some opposition within his
own party, as some think it is better to try to force the Withdrawal Agreement Bill through
Parliament, as they fear losing a potential election). Unfortunately, it is very difficult to
predict the outcome of UK elections due to the voting system, despite the big Conservative
lead at the moment.

A potential plan B for the UK government is to pass a new one-line bill amending the FTPA
to set the date for the next election on 9 December (supported by LibDems and SNP). This
would only require a simple majority but the drawback is that such a motion is amendable
(i.e. a majority can add conditions like votes for 16-years olds, votes for EU citizens etc.).
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Selected reading from Danske Bank

e  FOMC preview: Divided Fed is
likely to cut again without pre-
commitment

e  Harr’s VView: The reversal
interest rate and cross asset
rotation

e  China Weekly Letter: China
climbs further in World Bank
‘Doing Business’index
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Scandi

Next Swedish piece of data is the PMI numbers on Friday. In the meantime, global
developments will steer.

Fixed income markets

The combination of an extension of Brexit, a partial deal between US and China on trade
as well as some increased political uncertainty in Italy and no upgrade sent bond yields and
swap rates higher yesterday. Furthermore, the upcoming tiering by ECB did have an impact
on the short-dated repo-rates for Italian government bonds, which became less negative
with some 5bp across the curve. The risk is that rates continue to move higher, even though
in the longer run we see limited scope for significantly higher rates.

Today, the City of Oslo sells a 5Y benchmark with a yield around 2%. The recent auction
in the 10Y benchmark was well received and we expect the 5Y to be met with solid demand
as well given the yield pick-up to both Norwegian government bonds and other SSA paper
in the 5Y segment such as KfW and EIB. Furthermore, if we hedged in USD, there is also
a solid pick-up to US treasuries. See Strategy: Where can you get an AAA-rated 5Y bond
with an outright yield of 2%: City of Oslo, 28 October.

In the Danish mortgage bond market we saw an increase in the prepayments for the
January-term in yesterday’s numbers. Given today’s numbers we still expect prepayments
in total of DKK160bn to DKK180bn for January 2020-term. The pace has slowed down
as rates have moved upwards, but it will still be close to what we saw in the October 2019-
term. It is the 2% and 2.5% bonds (2% 2047 and 2% 2050-series) that dominate the
prepayments for January 2020.

FX markets

EUR/SEK is printing new ’post-Riksbank’ highs, even though a full 25bp hike in December
is now 84% priced in and with continued strong momentum in Swedish equities which may
prompt SEK-negative rebalancing flows. See FX Essentials: Freeze at zero? Yes, but it
does not change SEK direction, 28 October.

EUR/USD remained steady - close to 1.1100 level - yesterday as Wednesday’s FOMC
meeting draws closer. Now that Brexit anxiety has eased, the market has scaled back on
short positions in EUR/USD (see IMM Positioning Update - large reduction in net
EUR/USD shorts, 27 October). However, we see a risk that Fed could come out on the
hawkish side in its forward guidance tomorrow, which should keep a lid on EUR/USD. The
market is about priced for a 25bp cut tomorrow and priced for another 8bp cut in
December.

Key figures and events

Tuesday, October 29, 2019

Period
8:45 FRF  Consumer confidence Index Oct
15:.00 USD Pending home sales m/mly/y Sep
15:.00 USD  Conference Board consumer confidence Index Oct

Danske Bank Consensus Previous
104.0 1040
1.0%|... 1.6%|1.1%
127.8 125.1

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
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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
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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 and should not be considered investment 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’).

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
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reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written
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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.
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