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Moderate recovery in China

In China, economic data have shown signs of a moderate recovery. While Q1 GDP beat
expectations with an increase of 6.4% yl/y (consensus 6.3%), we saw PMI manufacturing
fall back slightly again in April, which could be the same for other indicators as well. It is
not unusual that Chinese data are volatile around the Chinese New Year so the decline in
April was not a big surprise to us. We still expect a recovery in China, but the numbers
support the case that the recovery will be moderate. Investors’ hope for further
monetary easing is still alive and we see a 50-50 chance of a broad based cut in the Reserve
Requirement Ratio.

In Europe, euro area growth in Q1 rose to 0.4% g/q from 0.2% g/g. While we do not have
the subcomponents yet, earlier country figures point to a further pick-up in domestic
demand. The unemployment rate fell to 7.7% in March from 7.8%, another cycle low. That
said, PMIs for April did not bring the big rebound that markets were expecting and together
with subdued Germany Ifo readings suggest that the euro area economy is not out of the
woods yet. The ECB was on the dovish side at its last meeting. There was little new
information in terms of policy signals, but it opened the door for further policy easing, in
particular the tiering system — though recently we have not heard any public support on the
idea from governing council members.

US GDP growth in Q1 was higher than expected but that was partly due to increasing
inventories, which is likely to revert. Still, US economic data support our long-held view
that it was much too soon to talk about an imminent recession in the US. The US economy
remains in good shape, in our view.

US President Trump has said that Chinese President Xi Jinping will come to the
White House soon. The message suggests we are moving closer to a deal and we expect
it to become a reality at a Trump-Xi summit in late May or early June. We still think a trade
deal would support the Chinese recovery and emerging markets hence also supporting the
euro area. In equities, a trade deal is largely priced in. In FX markets, we would expect a
trade deal to support commodity currencies.

We now also have to watch out for the US-Iran conflict. The Trump administration
surprised markets by announcing it would not renew waivers on sanctions on Iranian oil
exports, which led to a rally in oil prices. This effectively means that a range of countries
that have been allowed to take up oil from Iran, despite the US withdrawing from the
nuclear deal, will no longer be allowed to do so, starting from 2 May.

At the extraordinary EU summit on Brexit on 10 April, the EU leaders decided to grant the
UK an extension of the Brexit deadline to 31 October and some EU leaders already appear
open to the possibility of a further extension if needed. Near-term we have to look out for
the local elections on 2 May and European elections on 23 May. Conservative
backbenchers want to get rid of Theresa May but it is not as easy as it sounds. There are no
signs of imminent breakthrough in cross-party talks. We think it is likely Brexit will come
down to the wire again in October with a high probability of a further extension.

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

Key points

e« Moderate recovery in China.

e In Europe, growth surprised to the
upside in Q1 but the economy is
not out of the woods yet.

e US economy remains in good
shape.

o Trump to meet Xi Jinping ‘soon’.
¢ \Watch out for the US-Iran conflict.

o Brexit deadline postponed to
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Other readings

e Global Research: What a US-
China trade deal will bring to
markets, 8 April

o Brexit Monitor - "See you in
October", 11 April

o ECB Review: Little news but tiering
system still part of discussion, 10
April

e China: PMl lower but moderate
recovery on track, 30 April

Moderate recovery in China on track
despite lower PMI
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Macro charts overview
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Global trade growth versus global PMI manufacturing

Economic policy uncertainty index
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
Mikael Olai Milhgj, Senior Analyst.

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
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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
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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
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
Monthly.

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/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
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.
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