REsSEARCH

Investment Research — General Market Conditions

Weekly Focus

5 March 2021

Central banks not (yet) too concerned about rise in yields

The COVID-19 virus continues to pose significant problems for western countries
amid new mutations. Cases are rising in many European countries, notably Eastern
Europe. Vaccines seems to be effective against the mutations however. On the vaccinations
process, China this week said that it aims to have 40% of population vaccinated by end of
July, while in the US Biden said that the US will have enough vaccine supply by the end
of May to vaccinate all Americans. The European medical association will likely approve
the Johnson and Johnson vaccine on Thursday.

The Euro area continues to be a two-speed economy at the moment. This week’s PMIs
revealed that the manufacturing sectors continues to do well while the service sector
activity is undermined by restrictions (restaurants, hotels etc). Notably the German and
Italian manufacturing sectors showed strong signs, while Ireland, Spain and France saw the
sharpest contraction. In China, focus next week will be on the Chinese government’s
growth target and reform plans at the National People’s Congress.

The inflation print in the euro-area for February revealed no imminent surge in
inflation pressures. Headline inflation came in at 0.88%, virtually unchanged from
January while core inflation fell back by 0.31pp to 1.10% due to base effects falling out.
Headline inflation could be boosted in the coming months from higher oil prices as Saudi
Arabia did not appear ready to boost production at this week’s OPEC meeting.

US vyields are still on the rise, spilling over to European yields: US 10 year Treasury
yields jumped 7.5bp on Wednesday reaching 1.47%. Where inflation expectations by the
end of last week took a hit due to higher real rates, real rates as well as inflation expectations
both moved higher. On Thursday Federal Reserve Chair Jerome Powell said that the central
bank is monitoring financial conditions, while adding that the economy is still a long way
from achieving a full recovery from the Covid-19 pandemic and hence Fed tapering its
support.

Next week’s ECB meeting will be very closely watched to see if the central bank is
concerned the higher yields are tightening financing conditions in the euro-area to an
extent it needs to intervene. We lean towards ECB concluding a continuation to monitor
and remain short of conclude an unwarranted tightening. This may come at a later stage if
conditions worsen ‘enough’ (for more see our preview)

On the political front, tensions are emerging between EU and UK over the Brexit deal.
The two sides are arguing over whether the UK has breached the Northern Ireland protocol
or not, as the UK unilaterally has decided not to check (in particular food) exports to
Northern Ireland from Great Britain for another six months. We did not see a reaction to
GBP but should keep in mind the free trade agreement has not been ratified by the European
Parliament yet (although no one, at least at this point, believes that EP would dare to reject
it). Animminent tightening of fiscal policies in Europe is not on the cards as EU is set
to extend budget rules suspension through 2022. This week, the EU Commission says
that it would be a mistake pulling back support too quickly and the best thing to do is to
support the recovery by extending the suspension for another year.

Important disclosures and certifications are contained from page 9 of this report.
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Europe seeing an uptick again
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Scandi market movers

2]

In Denmark, we are scheduled to receive the January figures for both industrial
production on Monday morning and exports on Thursday. Industrial production
reached pre-corona levels again in December, but the figures have been fluctuating a
lot, mostly due to pharmaceutical production, so a dip could easily be on the cards again
for January. Danish export markets performed well again in January, however, so the
trend should continue to be up for both exports and industrial production. Goods exports
still have a little catching up to do to achieve the levels of a year ago, while service
exports will continue to underperform for as long as the tourism industry is shut down.
In contrast, it’s full steam ahead for the shipping industry at the moment, and that is
helping service exports. Moreover, preliminary January figures for exports ex-EU
indicate a modest increase compared to the same month last year.

Wednesday, we get Danish CPI inflation for February. We expect inflation to increase
to 0.6% from 0.5% in January. With the February print comes the annual rent increase,
which weighs 22% of the entire consumption basket. Thus, it is hugely important for
the level of inflation through the entire year. Rent increases have stabilised at a low
level in recent years, though, and this year we expect it to increase slightly from the
0.9% increase, we got last year. The big joker is clothing prices, which is completely
off its usual seasonal patterns due to the lockdown. We expect a small increase in
clothing prices from the modest January sale.

A triplet of January data in Sweden will provide the most important impetus in terms
of macro data in the coming week as PVI, household consumption and the activity
indicator are all released. We have already got a first glimpse of the start of Q1 growth
in terms of declining January hours worked.

Retail sales rebounded sharply in January after a severe slump in December. This
suggests that we should see a slight recovery in January consumption too. Furthermore,
NIER data showed that the negative impact on consumer services appears to have
bottomed in January, hence, probably not much of a drag from that part.

There are also favourable conditions to expect private sector production (PVI) to take
another leg up in January. Even though Manufacturing PMI slowed slightly to 62.5 in
January, that high level in itself suggests a further significant expansion of
manufacturing activity. Turning to services PMI, which largely capture business-
related services rather than consumer-related ones, shot higher in January printing a
strong 59.6. These two figures taken together implies PV should make a positive print.

Finally, as most pieces except hours are pointing higher (and all are part of the activity
indicator) it is easily concluded that we should expect a positive outcome here too.

In Norway, the coming week brings a variety of data that will determine how
aggressive Norges Bank will be at its rate-setting meeting on 18 March. First up is the
central bank’s own regional network survey for Q1. Growth in the Norwegian economy
was better than expected towards the end of last year, despite additional coronavirus
restrictions hitting parts of the service sector. The reason seems to be strong growth in
sectors not directly affected by lockdown measures, such as manufacturing,
construction and, not least, business services. Together with positive vaccine news, we
expect this to help push up the aggregated output index for the next six months to
somewhere between 0.5 and 1.0, which would point to growth normalising. We would
add, however, that interpreting the index has been harder during the pandemic as a
result of the huge fluctuations in activity over the past year. Nor can we rule out the
possibility of higher infections and new restrictions having put a damper on optimism.
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We will also be keeping an eye on what firms have to say about capacity utilisation, as
we believe this gives a good idea of the size of the output gap.

The week also brings inflation for February, which will be very interesting after the
surprisingly high January numbers. We expect to see a similar pattern to last year, when
unusually low seasonal sales in January led to a less pronounced correction in February.
We therefore predict core inflation of 2.9% y/y, which would be very much in line with
Norges Bank’s projections in December and so have no impact on its rate-setting.

Finally, we have January GDP. We expect the closure of some services and retail in
parts of the country to pull mainland output down by 0.5% m/m, but this will probably
be overshadowed by the regional network data, which are released the same day.
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Scandi update

Denmark - Modest increase in unemployment

In Denmark, we received the January figures for unemployment. As indicated by the
weekly figures from the Ministry of Employment, the number out of work rose. However,
1,300 new jobless claims (seasonally adjusted) seems an extraordinarily small price to pay,
and so far the outlook is for no further deterioration in February. We expect unemployment
to begin falling as the country reopens again.

There were 212 bankruptcies in February among companies with genuine activity, which
was slightly down on January and similar to the years prior to the corona crisis. We continue
to expect a wave of bankruptcies on the back of the crisis. Some could materialise in the
coming months, but new loan options from the government may delay many until 2022.

Sweden - Mixed March PMlI's

Some mixed PMI signals was out this week. Manufacturing has been relatively unaffected
since the dip during spring. March print did continue at a high level (61.1) but the report is
a bit weaker than the headline number suggest. Partly because of the component delivery
times increased even more (from already a high level) which in normal times is positive
sign since it indicates a strong demand, this time however, some supply chain problems is
probably the explanation = rises the risk for lower growth in the coming months. But
hopefully this is a short term problem. Regarding the services report, new orders took a
large jump to 67.1 from 59.7 (highest level seen since 2010) which is probably explained
by the fact that the industry is doing well which pulls up the services linked to this.
Needless to say, 2nd or maybe even a 3rd Covid-19 waves have hit Sweden which also
make the outlook more fragile.

Norway - Higher housing prices step up pressure on Norges
Bank

Housing prices climbed 1.3% m/m in February, taking the annual rate to 9.7%. The main
reason, of course, is a very tight market, with the stock-to-sales ratio down at record-low
levels. This is the third successive month of stronger housing price inflation than Norges
Bank projected in the December monetary policy report, which means that housing prices
will join factors such as growth and wages in prompting an upward revision of the policy
rate path in the upcoming report on 18 March.
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Activity tracker

e The Google mobility trends retail & recreation has gained a lot over the past month in
both the US and Europe with all countries except France increasing more than 9pp. The
turnaround is explained by the partial reopening of retail stores over the past weeks in
many European economies. We expect the trend to continue, although there may be a
slight setback over the next weeks as many countries are seeing rising infection
numbers again, which could put a dampener on the national reopening plans.

e US is full steam ahead with 10% of the US population fully vaccinated and over 20%
having received the first dose. On the indicators this is reflected in restaurant bookings
steadily rising, up 14.3 pp on the month and 6.9pp on the week. Note that card spending
for the past 6 months has been revised upwards this past week, so we should be careful
reading too much into the level shift compared to last week’s publication.

Activity tracker

Euro area Lastobs Last4 months 1W chg 1Mchg. Low

Bundesbank weekly activity index* Week 9 -045 -0.73 -6.1
Germany, turnover textiles retail trade, weekly, % y/y Week 51 T -42p.p. -26 p.p. -54%
German truck toll mileage (1w m.a.], % y/y 24-Feb - 3.8p.p. 4.6p.p. -16.2%
OpenTable restaurant bookings, Germany (1w m.a.J** 03-Mar Op.p. Op.p. -100%
[WESYN
NY Fed weekly economic index* 037 -0.40 -11.5
Transaction card spending, (1w m.a.}, % y/y -94p.p. -54p.p. -40.6%
OpenTable restaurant bookings (1w m.a.J** 6.9p.p. 14.3p.p. -100%
Google mobility trends retail & recreation (1w m.a.)**
Germany 4p.p. 13.1p.p. -67.3%
France 2.1p.p. 1.7p.p. -88.0%
Italy 0.6p.p. 124p.p. -88.9%
Spain 4.6p.p. 10.9p.p. -91.7%
UK 2.9p.p. 9.1p.p. -77.6%
Japan 6.3p.p. 11p.p. -37.9%
United Statss 10p.p. S.1p.p. -46.1%
Electricity demand (1w m.a.)***
Germany -1.4p.p. -6.6p.p. -16.2%
France 1.3p.p. -5.9p.p. -23.1%
Italy 7.1% e o g T -1.4p.p. -5p.p. -28.2%
04-Mar
Spain -3.0% TN — -0.5p.p. 43pp. -24.2%
UK -5.6% P AW aan Vsl NG 2p.p. -3.6p.p. -22.1%
Japan TN N -9.3p.p. -11pp. -18.3%
United States 04-Mar -1.3% __m—-\_;-\.ﬁ-—/“\v -5.6p.p. -5.1p.p. -12.5%
*NOWcast, Actual index value, **Relative to same day/weekin 20189, *** Relative to same day/weekin 15-19 avg.

Source: Google mobility data, ENTSO-E, EIA, Open Table, Statistisches Bundesamt, TextilWirtschaft, Bundesbank, NY Fed, Macrobond Financial
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Macroeconomic forecast

Macro forecast. Scandinavia
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Financial forecast
Keyinterest 3minterest 2-yrswap 10-yrswap Currency  Currency  Currency  Currency Currency
rate rate yield vield vs EUR vs USD vs DKK vs NOK vs SEK
usb 05-Mar 0.25 0.19 024 1.62 1193 = 623.5 8586 854.3
+3m 0.25 0.20 0.25 125 122.0 > 609.8 827.9 819.7
+Bm 0.25 0.20 0.30 145 119.0 > 6256 857.1 857.1
+12m 0.25 0.20 0.40 1.75 116.0 - 641.8 887.9 887.9
EUR 05-Mar -0.50 -0.54 -0.48 0.02 1193 7436 1024.0 10188
+3m -0.50 -0.55 -0.50 -0.05 122.0 744.0 10100 1000.0
+Bm -0.50 -0.55 -0.50 0.00 1190 744.5 1020.0 1020.0
+12m -0.50 -0.55 -0.40 0.15 - 116.0 7445 1030.0 1030.0
JPY 05-Mar -0.10 -0.08 -0.04 0.13 1205 108.5 6.17 8.50 8.45
+3m -0.10 > 1244 102.0 598 8.12 8.04
+6m -0.10 - 1202 101.0 6.19 849 849
+12m -0.10 - - . 117.2 101.0 6.35 8.79 8.79
GBP 05-Mar 0.10 0.07 0.26 0.97 86.5 137.9 860.0 11842 11783
+3m 0.10 0.07 0.20 0.75 86.0 141.9 865.1 11744 11628
+6m 0.10 0.07 0.25 0.85 85.0 140.0 875.9 1200.0 1200.0
+12m 0.10 0.07 0.40 1.00 85.0 136.5 8759 12118 12118
CHF 05-Mar -0.75 -0.75 -064 0.02 1108 929 671.1 824.1 9195
+3m -0.75 > 108.0 88.5 688.9 935.2 9259
+6m -0.75 - 110.0 924 676.8 927.3 927.3
+12m -0.75 - - . 1100 94.8 676.8 9364 9364
DKK 05-Mar -0.60 -0.21 -0.13 0.29 743.62 623.49 - 137.70 137.01
+3m -0.60 -0.26 -0.15 0.20 744.00 609.84 > 135.75 13441
+6m -0.60 -0.27 -0.15 0.25 744.50 625.63 - 137.00 137.00
+12m -0.60 -0.30 -0.10 0.35 744.50 641.81 > 138.35 138.35
SEK 05-Mar 0.00 -0.02 0.04 0.82 10188 854.3 73.0 100.5 100.0
+3m 0.00 -0.05 -0.05 0.53 1000.0 819.7 744 101.0 >
+Bm 0.00 -0.05 -0.05 0.60 1020.0 857.1 73.0 100.0 -
+12m 0.00 -0.05 -0.05 0.70 1030.0 887.9 72.3 100.0 =
NOK 05-Mar 0.00 0.46 0.86 1.85 1024.0 858.6 726 100.0 99.5
+3m 0.00 042 0.85 1.70 10100 827.9 73.7 99.0
+Bm 0.00 061 0.80 1.75 1020.0 857.1 73.0 100.0
+12m 0.25 0.80 1.00 2.00 1030.0 887.9 72.3 100.0
2021 2022 Average
05-Mar Q1 02 03 04 0 @02 a3 o4 2021 2022
ICE Brent 68 55 55 60 60 65 65 65 65 58 65

Source Danske Bank
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AJS has not independently verified the contents hereof. While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, completeness or reasonableness of the 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
without limitation any loss of profits, arising from reliance on this research report.
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