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Rise in US yields not going to last

A massive sell-off in bond markets have over the past weeks pushed long US
government bond yields to new highs. The 10Y UST yield has risen 60bp over the past
couple of weeks, and the current level is now trading at 4.72% - an increase of 100bp since
June and close to the highest level since 2007. Market inflation expectations have only risen
marginally, which has left real rates significantly higher. And apparently without a clear
macro trigger as growth data has generally been in line with expectations, core CPI is still
on the downward trajectory and the Fed communication has been very similar to the 'higher
for longer' signals presented at the September meeting. So what is going on? A number of
factors have likely worked to shift the supply-demand balance in the market. A record high
issuance of long-end US bonds has increased the supply of bonds. At the same time demand
has been weak due to investor positioning being overweight long bonds, the Fed is doing
quantitative tightening (QT) and demand from China and Japan seems to have come down.
However, we do not believe the increase is sustainable. It adds to financial tightening and
puts downside risks to growth forecasts in 2024, which in turn could lead to earlier Fed
cuts. The rise also comes on top of other new headwinds to US private consumption from
US student loan payments that resumed on 1 October and the rise in gasoline prices eroding
household purchasing power. There is also a risk that new skeletons fall out of the closet
due to the sharp rise in yields, as was the case in March with the collapse of Silicon Valley
Bank. We thus continue to look for lower yields with US 10Y yield falling to 3.70% on a
12M basis, see also Research — US: Yields not bound to be high for long, 5 October.

The Fed has not commented a lot on the latest run-up in yields, but Cleveland Fed
President Loretta Mester did say Thursday that officials are watching the rise in yields,

while adding that it’s not clear the increase would be sustained.

On the economic front there are some signs that the global manufacturing may be at
a turning point, at least temporarily. The US ISM index for September showed a rise in
the new orders index to 49.2 from 46.8 in August and up from the low of 42.6 in May.
Export data out of Asia have also improved lately, normally a sign of a manufacturing
inflection point. However, it is likely mostly related to a turn in the inventory cycle, which
will only give a temporary lift if underlying demand is not improving and we see downside
risks to the latter. While manufacturing looks to improve, the service sector has been
weakening. It was also confirmed by a decline in the US ISM service order index to 51.8
in September from 57.5 in August. US labour market data were mixed with the JOLTS job
openings showing a renewed increase, while ADP employment disappointed (US non-
farm payrolls were released after the deadline of this publication). We haven’t had
much economic news in the Euro area or China (where it has been Golden Week
holiday), but

we released the Euro area macro monitor: Data still supporting soft landing, 2 October

which provides an overview of recent developments.

Next week focus will also be on the US with the release of CPI for September. We
forecast both headline and core CPI below consensus expectations at +0.2% in m/m SA
terms (consensus 0.3%) underpinning the picture of slowing underlying inflation and our
forecast that the Fed will stay on hold, not least in light of the latest financial tightening.

Important disclosures and certifications are contained from page 9 of this report.
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Key global views

e Stagnation and periodic contraction
in the US and in Europe in 2023

e US and euro area headline inflation
set to decline further, but core

inflation to remain sticky

e Fed and ECB policy rates have
peaked

Key market movers

e Monday: Euro Sentix survey,

e Tuesday: US NFIB business
optimism,

¢ \Wednesday: ECB inflation
expectations, US PPI

e Thursday: US CPI

e Friday: China CPI and trade, US
consumer inflation expectations (Uni.
of Mich])
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Scandi market movers

2]

In Denmark, foreign trade figures for August 2023 are due on Monday. Many of
Denmark’s European trading partners are experiencing an economic slowdown, which
could reduce exports. However, Denmark exports a great many pharmaceutical
products, which are less sensitive to the business cycle. Moreover, the US is also a
major trading partner, and the US economy remains strong. We are eagerly waiting to
see what news the figures bring.

Denmark’s inflation figures for September are scheduled for Thursday. In August,
Denmark had the lowest inflation rate in the EU. While the Netherlands has since
overtaken Denmark in this race, we expect Danish inflation fell further, to 1.3% from
2.4% in August, mainly due to a very strong rise in electricity prices last September
falling out of the inflation statistic. In terms of the month-on-month change, we expect
the consumer price index rose by 0.2%. The data has been subject to a great deal of
noise in recent months, so just how strong underlying inflationary pressures really are
is unclear. Will the pressure have eased, just as the latest figures indicated for the
eurozone?

Thursday should also bring the unemployment indicator for September. Denmark’s
labour market has been rock solid so far, though most economic data now indicate the
Danish economy is in recession. Meanwhile, wages are rising on the back of collective
agreements, so we are expecting a modest increase in unemployment in September.

The week ends with September’s bankruptcy figures on Friday. August saw 215 active
businesses go under, which was markedly lower than in July, though that figure was
record high. The statistic tends to fluctuate considerably, but given that business costs
— especially in relation to loans and interest rates — have risen substantially, and
considering the economy is more or less in recession, we expect bankruptcy numbers
to rise.

In Sweden, the GDP indicator for August is due for release next week and we expect it
to confirm the positive GDP momentum going into Q3 23. Two out of three of the
already released sub-components of the indicator have been positive. August
production, however, appear to decline as new orders plunge in July and as both the
NIER confidence and PMI surveys showed weakness in the manufacturing sentiment.
All in all, data seems to suggest a positive trend in demand indicators (net exports,
consumption) while the supply ones (PVI, hours worked) are rather showing the
opposite. Overall, however, we expect demand to have the upper hand.

The monthly money market inflation expectations survey is released. CPIF inflation
expectations have recently stopped falling and stabilized clearly above 2 %.
Expectations should resume to decline as most factors suggest waning inflationary
pressure. For example, mended supply chains have pushed container cost lower which
eases goods inflation, global petrol prices are hitting a yearly low, electricity prices
have plunged, Swedish wage growth currently being lower than the Eurozone’s and the
fading inflationary impact from the SEK.

The week ends with September’s inflation numbers dropping. We expect a broad-based
decline in September in basically all measures. CPI is expected to drop 1.5 p.p. from
7.4 % YoY t0 5.9 % YoY, CPIF slows by 1.2 p.p. from 4.7 % YoY to 3.5 % YoY and
core inflation, CPIF excl. Energy is forecasted to decrease by 0.6 p.p. from 7.2 % YoY
t0 6.6 % YoY. If correct, CPIF will be 0.3 p.p. below the Riksbank’s forecast, while it
will be spot on with core inflation. We expect fairly seasonally normal price changes in
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We expectinflation fell to 1.3% in
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most core COICOP components, i.e., we see rising prices on alcohol, clothes, furniture,
health, cars, communication, hotels/restaurants and other goods and services. That said,
there are significant uncertainty regarding two distinct areas: food prices and
recreation/transportation services. Food is expected to see a marginal decline, while the
other, such as holiday travel prices are expected to drop further after its surge during
the summer. Falling electricity prices will push the energy component lower as it
outweighs the rise in petrol prices. Mortgage cost will increase again; however, we
expect the smallest increase since April 2022, only 2.5% MoM, adding about 0.1 p.p.
to monthly CPI.

In Norway, we expect the annual rate of core inflation to slow to 6.1%, due mainly to
base effects. This would be in line with Norges Bank’s projections in the September
monetary policy report and so neutral in terms of the central bank’s rate-setting plans.
Besides base effects, there are some signs that inflationary pressures may now be
easing. After tumbling in the first half of the year, the krone has now stabilised.
Together with lower global price pressures, this will soon start to bring imported
inflation down somewhat. We have also seen that producer prices for food have stopped
rising, which could mean that food prices at consumer level have peaked. There may
therefore be some downside risk to our prediction for inflation. We also think GDP
could surprise slightly to the upside. Various leading indicators point to mainland
growth in the region of 0.1-0.2% in August, which would be higher than Norges Bank’s
estimate of -0.1% in the September report and so also lend support to its rate-setting
plans. The big uncertainty in the GDP numbers is activity in the service sector, where
the July data were boosted by holiday effects. Weak growth in household income may
have meant a sharper correction than usual in August.
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Food price inflation may have peaked
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Scandi update

Denmark - Collective agreements now impacting wage costs

In Denmark, average wage costs rose by 4.8% in Q3 23 compared to the same period last
year, according to the flash estimate from the Confederation of Danish Employers (DA).
This is substantially higher than the 3.4% increase in Q2 and reflects the further
implementation of this year’s collective agreements. More businesses have introduced the
agreed pay rises and the increase in the employer pension contribution has now also been
included. Real wages have also risen as a result and are now 2.5% higher than at the same
point last year, assuming inflation expectations pan out.

Danmarks Nationalbank did not intervene in FX markets in September, as the EUR/DKK
cross was stable around the central parity rate. FX reserves nevertheless declined by
DKKO.6bn in connection with the government repaying international loans.

Industrial production was basically unchanged overall between July and August.
Pharmaceuticals account for a very large share of production, however — ignore this and
industrial production fell by 1% from July to August and is now in fact 12.6% lower than
at the same time last year. This is a clear reflection of the economic slowdown in Denmark’s
export markets.

Sweden - Manufacturing again shows lower activity but seems
to start to also spread to services.

The Riksbank’s Minutes of the September Monetary Policy Meeting dropped was
published and continues to have the SEK in focus (mentioned 43 times vs. 44 in the June
minutes), and especially with respect to the impact on inflation. Note here however that the
SEK currently is approximately 3.5% stronger than the KIX forecast for Q4, which alleviate
some of the fears going forward. Service inflation remains worrisome and overall, as
indicated in their recent rate path, the door is open for a possible hike in November as well.
The Riksbank’s Governor Erik Thedéen even flagged that further tightening can come at a
later stage. No member voiced any strong objections to the rate path, so there was
seemingly a broad consensus.

Manufacturing PMI came in weaker than we hoped for, four out of five subindexes
contributed to the decline in the September PMI total of 43.3 compared to August's 45.5.
The price index for raw materials and intermediate goods rose in September for the second
month in a row to 45.4 from 42.0 in Augusts showed that price pressure in industry
continues to fall, although not to the same extent as before. Service PMI fell in September
to 46.3 from 48.4 in August. Its index for raw materials and intermediate goods fell to 58.9
from the drastic increase in August of 69.0. As sticky service inflation remains one of the
major concerns for the Riksbank, makes these news welcome after and a slight relief after
the increased price plans indicated in last week’s Business confidence survey. However,
this decrease should not be trendsetting as it more could be seen as a rebound from last
week irrational. The subindices for employment fell to 44.7 from 50.9 for manufacturing
and 51.0 from 55.2 services and made a negative contribution to overall PMI by 1.3 index
points for manufacturing and 0.8 for service. The index remains in the growth zone for
services and even rose in the third quarter despite crumbling new orders. This continues to
indicate that “Labour Hoarding” is still occurring in service companies. However, these
decreases indicate that the robust labour market faces increased challenges with the risk of
more reduced employment when the global economy weakens. The coming months will
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Wage costs rose 4.8%in Q3 23
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The Swedish Service sector cools
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likely be a big test to the resilience of the Swedish labour market. Also, the number of
bankruptcies increased by 14% YoY, the mainly concerned sectors were construction,
hotels, and restaurants. This increase made bankruptcies end up on the highest level for a
decade.

Norway - Weak outlook for the housing market

Housing prices fell 0.2% m/m SA in September and have now fallen in four of the past five
months, leaving them 1.3% lower than this time last year. With mortgage rates still
climbing and ever more properties on the market, prices will probably remain under
pressure in the coming months. However, real housing prices (deflated by wage growth)
are set to fall around 10% in 2023 and 2024, which will make prices more attractive again
once interest rates peak. We have also seen a substantial decline in construction, which
means that the market will shift to excess demand towards the end of next year or in 2025.

5| 6 October 2023

Growing number of homes on the
market
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Calendar - 9-13 October 2023
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Macroeconomic forecast

Macro forecast. Scandinavia
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Financial forecast
Keyinterest 3minterest 2-yr swap 10-yr swap Currency Currency Currency Currency Currency
rate rate vield yield vs EUR vs USD vs DKK vs NOK vs SEK
usD* 05-Oct 5.50 - 494 443 0.95 - 7.09 11.00 11.03
+3m 5.50 - 4869 391 093 - 6.96 11.03 1084
+Bm 525 - 4.30 361 094 - 7.02 11.04 11.04
+12m 4.75 - 3.95 345 097 - 7.23 11.07 1146
EUR 05-Oct 4.00 393 3.79 348 - 1.05 7.4575 1158 1161
+3m 4.00 394 351 307 - 1.07 7.4450 11.80 11.60
+B6m 4.00 3.80 3.32 293 - 1.06 7.4450 11.70 11.70
+12m 3.50 3.34 3.00 2.80 - 1.03 7.4500 1140 11.80
JPY 05-Oct -0.10 - - - 0.006 0.007 a4.77 7.40 7.42
+3m -0.10 - - - 0.007 0.007 490 7.77 7.63
+6m 0.00 - - - 0.007 0.008 5.32 8.36 8.36
+12m 0.00 - - 0.007 0.008 5.56 851 881
GBP* 05-Oct 5.25 - 5.16 447 1.16 1.10 861 1337 1341
+3m 525 - 4.96 403 1.15 1.23 8.56 1356 1333
+Bm 525 - 466 393 1.14 1.20 846 13.30 13.30
+12m 4.75 - 4.30 3.75 1.14 1.17 847 1295 1341
CHF 05-Oct 1.75 - - - 1.04 1.09 7.75 12.03 12.06
+3m 1.75 - - - 1.05 1.13 7.84 1242 1221
+6m 1.75 - - - 1.06 1.13 7.92 1245 1245
+12m 1.25 - - - 1.06 1.10 793 1213 1255
DKK 05-Oct 360 397 3.90 3.63 0134 0.141 - 155 1.56
+3m 3.60 3.99 366 3.22 0.134 0.144 - 158 1.56
+6m 360 3.85 347 3.08 0.134 0.142 - 1.57 1.57
+12m 3.10 3.39 3.15 295 0.134 0.138 - 1.53 1.58
SEK 05-Oct 4.00 407 3.97 3.52 0.086 0091 064 1.00
+3m 4.00 413 3.85 321 0.086 0.092 064 1.02
+B6m 4.00 408 345 297 0.085 0091 064 1.00
+12m 3.75 360 3.10 2.85 0.085 0.087 063 097 -
NOK 05-Oct 4.25 4.86 491 4.35 0.086 0091 064 - 1.00
+3m 4.25 4.74 4.34 381 0.085 0091 063 - 0.98
+6m 4.25 461 407 363 0.085 0091 064 - 1.00
+12m 3.75 3.99 3.80 345 0.088 0.090 0.65 - 1.04

*Notes: GBP swaps are SONIA, USD swaps are SOFR

Commodities
2023 2024 Average
05-Oct Q1 02 Q3 04 Q1 02 a3 a4 2023 2024
ICE Brent 84 82 78 80 85 80 80 80 80 81 80

Source Danske Bank
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