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Fed review: Balancingact with focus on data

e The Fedhikedrates by 25bp to 5.25—5.50% as widely anticipated. We make no
changes toour Fed call, and still think this was the final hike of the cycle.

e Powell’s tone was balanced, as he gave fewnewsignals on the future rate outlook.
Markets interpreted this slightly dovishly, as the latest ‘dots’ from June were still
clearly in favour of one more hike beyond July.

e The decision provided moderate support to US Treasuries, andlifted EUR/USD
close to1.11. We still see thecross at 1.06/1.03 on the 6M/12M horizon.

The Fed delivered the widely anticipated 25bp hike in the July meeting while keeping the
door open for further hikes. That said, Powell carefully refrained from pre-committing to
any future policy actions.

The focus remains on incoming data, with two more CPI prints and Jobs Reports still to
go before the September meeting. Powell highlighted that the June CPI had been a modest
positive surprise, and underscored that the combination of easing labour demand and
recovering labour force participation has loosened labour market conditions as well.

On the other hand, he acknowledged that stronger-than-expected economic activity as
well as the recenteasingin financial conditions (weaker USD, stronger equities) could
contribute to prolonging inflation pressures.

Responding to a question on the lags of policy transmission, Powell hinted that the
upcoming Q2 Senior Loan Officer Opinion Survey (due for release 31% July) will signal
furthertighteningin credit conditions. The Fed staff is no longer forecasting a recession
for the US economy, but a clear slowdown remains the most likely scenario.

Powell emphasized that the Fed’s policy stance is now clearly restrictive, as real yields
have risen sharply over the past year. We discussed this in our Fed preview, 20 July, and
this week, the Conference Board’s consumer survey showed further signs of declining
inflation expectations, despite overall positive development in the sentiment.

Powell also noted that the Fed could continue QT even when cuttingrates in the future. We
agree, as over the summer, even the increased T-bill issuance following the debt ceiling
raise has had little impact on USD liquidity conditions. So far, money market funds have
absorbed the issuance by reallocating funds from the Fed’s ON RRP facility, while bank
reserves remain steady at a healthy level. This means the Fed can continue QT well into
2024, while as our base case, we forecast the first rate cuts in Q1 next year.

Ovwerall, with few new policy signals, we make no changes to our Fed call, and still
think today markedthe end of the rate hiking cycle. We expect the upcoming inflation
releases to continue signalling cooling underlying inflation, and track the July Core CPI
close to the June print around 0.2% m/m. With excess savings soon depleted and credit
conditions still tightening, the balance of risks for the economic outlook remains tilted to
the downside despite the most recent encouraging data.

Important disclosures and certifications are contained from page 2 of this report.

Powell was optimistic that cooling
labour demand could continue to ease
underlying price pressures
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Market prices injust below 50%
probability of one more hike by the
November meeting
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Markets: Slightly dovish, no changes tolonger-term views

Today’s message from the FOMC provided moderate support to treasuries, with the
10Y UST yield down by about 4bp since the rate announcement. M oney markets are still
pricing in a decent probability (just below 50%) for a final 25bp hike by the November
meeting. Nonetheless, we expect the market pricing to align with our view of no further
hikes as signs of softening labour market conditions and inflation show up inthe data. This
should make better room for duration plays, as the end of the hiking cycle will draw market
focus towards the timing and pace of future rate cuts. Weakening US macro data should
have a stronger impact on FOM C pricing in that environment. With the 2s10s UST curve
rather extremely inverted at currently -98bp, the conclusion of the hiking cycle should also
pavethe way fora more resilient bull steepeningof the curve going forward.

EUR/USD movwed slightly higher justbelow1.11, as the market interpretation was a bit
to the dovish side. Overall, however, there were no surprises from the Fed, and hence it
does not give us reason to change our FX view. We maintain our strategic case for a lower
EUR/USD. We expect therelative strength of the US economy to weigh on the EUR/USD
in the coming months, and we continue to forecast the cross at 1.06/1.03 in 6/12M.
Tomorrow, we expect a relatively muted market reaction on the back of the ECB meeting.
If anything, EUR/USD could move lower if the ECB does not deliver any firm signs of a
September hike.

2| 26 July 2023

https://research.danskebank.com




Reseach US

Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors ofthis research report
are Antti Ilvonen, Analyst, Frederik Romedahl Poulsen, Director and Mohamad Al-Saraf, Associate

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 ofthe 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 regulated by the Danish Financial Services Authority (Finanstilsynet). Danske Bank
is authorised by the Prudential Regulation Authority in the UK. Subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. Detailsaboutthe extent ofour regulation
by the Prudential Regulation Authority are available fromus on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of Capital Market Denmark.
Conflicts of interest

Danske Bank has established procedures to preventconflicts ofinterest and toensure the provision ofhigh -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 ofrresearch 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, butdo 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
Ad hoc

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

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 asolicitation ofan 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 representationor
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness ofthe 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 withoutlimitationany loss of profits, arising fromreliance 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 ofany such change nor ofany other changes related tothe 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.

3| 26July 2023

https://research.danskebank.com




Reseach US

Disclaimerrelatedto distributionin 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 thisresearch report in connection with distributioninthe United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is notsubject 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 ofa non-U.S. jurisdiction.

Any U.S.investor recipientofthis 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 thatinvesting in non-U.S. financial
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standardsofthe U.S.
Securities and Exchange Commission.

Disclaimerrelatedto distributionin the United Kingdom

In the United Kingdom, this document is for distribution onlyto (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’); (Il) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) 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 personsshould not act or rely
on this document or any ofits contents.

Disclaimerrelatedto distributionin 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 inthe 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 awholly discretionary basis. Danske Bank A/Swill rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should notact or rely on thisdocument or any ofits contents.

Reportcompleted: 26 July 2023, 22:45 CET
Report first disseminated: 26 July 2023, 23:00 CET

4| 26July 2023

https://research.danskebank.com




