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Will the SNB lead the way in the cutting cycle?

US inflation data was the centre of attention this week for financial markets, as price
pressures remain elevated. Monthly core CPI inflation of 0.4% for the second consecutive
month is too high for the Fed as strong wage growth pushes service prices higher at an
annualised 7% pace. Markets zigzagged somewhat on the release but in the end the outcome
was higher global yields. Producer prices and New York Fed inflation expectations added
to the impression of a sustained inflation pressure in the US, with both increasing more
than expected. It supported the move higher in yields and strengthened USD. On the dovish
side, retail sales were weaker than expected, a challenging combination for the Fed.

With risk appetite improving through the week, prices for oil and industrial metals
have also increased. Qil traded back above USD 85 per barrel in a week where an IEA
report indicated an expected deficit in the oil market this year on the back of OPEC+
production cuts.

We have seen signs of global manufacturing bottoming out over the past couple of months.
The data does not support any kind of boom, though, and we got some further weakening
signs this week. Euro area industrial production was down 3.2% m/m in January,
implying we will see no growth contribution from here until Q2 or Q3. At the same
time, Asian export data, a leading indicator of global manufacturing, have been to the weak
side.

In Japan, the biggest labour union federation released the first tally of this year’s pay deals.
This largely reflects big businesses which got 5.28%, close to what they asked for. The
big question, however, remains whether this will rub sufficiently off on SMEs, where wage
increases have been very modest so far. Elsewhere in Asia, the Chinese housing market
continues to struggle as prices declined 1.4% y/y in February, the biggest annual drop in
13 months. The Peoples Bank of China kept rates unchanged as it likely awaits clearer
signals of Fed easing.

Next week has a very busy central bank schedule. We expect no changes at the FOMC
meeting but will look for clues about the timing of rate cuts and the end game for QT. We
could also be in for an unusual couple of days with a Bank of Japan rate hike followed
by an SNB cut two days later. While we expect the BoJ to hold the horses until April, we
do expect a cut from the SNB. Both are close calls, though.

On the data front, we will start next week with key Chinese data on home and retail sales
covering the first two months of the year. It will give us important information on the state
of the housing crisis and the Chinese consumer. Thursday is PMI-day and it will be
particularly interesting to see if the upward trend in global manufacturing PMIs continues
after the recent signs of setback. In Japan we will look closely at the second wage tally at
the end of the week.

Important disclosures and certifications are contained from page 8 of this report.

Key global views

o \Weak near-term growth outlook in
the US and Europe, but recovery
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Scandi market movers
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In Denmark, on Wednesday we get consumer confidence for March. Sentiment
improved throughout 2023 but stabilised in deep negative territory at the end of the
year. This pessimism is a bit of a surprise given the very low unemployment rate and
rising real wages, but it appears that household sentiment continues to be formed by the
chock of high inflation in recent years. However, with Inflation still printing lower, and
the recently concluded public sector wage negotiations resulting in fairly high pay rises
for the coming years we expect to see confidence improve and print at -6 for March.

Thursday brings business confidence for March. Business confidence improved in
February, particularly in manufacturing which has previously been very pessimistic.
Overall sentiment was still in negative territory leaving some way to go.

Also on Thursday, we get monthly home sales for February, from Boligsiden.
Apartment sales took a dive in January, with a 30.6% drop compared to December,
driven by the new housing taxation scheme, which has a significant adverse effect on
apartments. House sales also declined, with the figure showing 6.5% fewer sales than
in December. Data from the broker home suggests a slight drop in February, as outlined
in Boligbrief — Februar 2024. We expect Boligsiden’s statistics to show the same
picture.

Sweden next week lacks any statistic releases worth highlighting. Other than that,
Riksbank Deputy Governor Flodén speaks on the economic situation and current
monetary policy.

In Norway, we expect Norges Bank (NB) to keep the policy rate unchanged at 4.5% at
rate meeting on 21 March. We also believe NB reiterates that the policy rate will
probably be kept at this level for quite some time to come. In December, the interest
rate path in the Monetary policy report indicated that the policy rate will most likely be
kept unchanged until September, while a full cut was not until the end of the year. Since
December, there have been a mixed picture where global rates and the oil price/oil
investments will pull the rate path upwards whereas a stronger NOK and lower inflation
will pull in the opposite direction. Overall, we are expecting a downward adjustment of
the rate path by 10-15 bp. In that case, it will move the rate path approximately one
quarter closer in time, and open the door for a cut already in June. This is of course
supported by the fact that inflation is now about a quarter ahead of schedule, i.e. core
inflation in Q1 will be roughly at the same level as what NB expected for Q2. However,
we recognize that central bank are risk managers, and given that both wage and price
growth are still high, NB will probably be sure that inflation is on the way down before
they open the door to rate cuts. This clearly suggests that NB will using its discretion
to adjust the rate path upwards, so that the probability of a June cut ends up below 50%.
But at the same time, NB must deal with the fact that inflation appears to be decreasing
faster than expected. In December, NB wrote in the risk assessment: ‘If there is a more
pronounced slowdown in the Norwegian economy or inflation declines more rapidly,
the policy rate may be lowered earlier than currently envisaged.” Hence, NB will signal
a significant probability for a cut in June, should inflation continue to moderate at the
current pace in the coming months.
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Scandi update

Denmark - Inflation declined more than expected in February

Inflation declined to 0.8% y/y in February from 1.2% in January. On a monthly basis, prices
increased 0.5%. However, this was particularly due to seasonality, as the past year’s rent
increases are largely captured in the February print, and once you adjust for this, prices
were on average unchanged from January to February. It is the same story for core inflation.
Digging deeper, food prices continued to decline in February, showing a 0.4% drop m/m.
Conversely, service prices gained 1.0% as wage increases weigh on costs. We expect that
pressure from wage increases will contribute to increasing inflation in the coming months,
but all in all, February’s print indicates that inflation has normalized in Denmark.

Unemployment increased by 300 persons in February, and January’s decline was revised
to a 0. This is evident from the latest unemployment indicator. We are back to the picture
of a modestly increasing unemployment figure, coupled with increasing employment. This
tendency reflects a growing workforce on one hand, but also that the labour market is
cooling on the other. Going forward, we expect that wage pressures will push
unemployment up, but at a slow pace due to increasing activity.

The current account surplus declined to 25.5 bn. in January. After increasing in December,
the surplus on service trade almost disappeared in January and the surplus on goods not
crossing the Danish border also decreased. The overall surplus is still at a high level
comparable to the first half of 2023, but not at the record highs seen during 2022.

Sweden - Riksbank hearing & February inflation down under

Public Employment Service (PES) reported that unemployment increased to 6.8 (6.6
seasonally adjusted) in February. PES’ market analyst commented the increase that it is a
bit worrisome. But he added, like we have been arguing for a while, that if you put it in
perspective and compare the development to the ones in earlier recessions, the situation is
not close to being as severe. The thing that worries him is that long term employment is
steadily increasing, however this is not connected to any business cycle factors but rather
long-term and structural factors in the economy. He also stated that their overall former
assessments and its forecasts stands unchanged. Their forecast for 2024 is that their
unemployment measure will average 6.6% while the official Labour Force Survey
unemployment rate from Statistics Sweden will be 8.3%, which is the same as ours.

The Executive Board took part in an open hearing at the Committee on Finance about the
Riksbank's operations and its Annual Report for 2023, as well as current monetary policy.
Governor Thedéen clarified that even though they left the policy rate unchanged at the
monetary policy meeting in February, they still actually took a decision. The important
decision that they took was to talk about rate cuts for the first time in two years and
officially leaving their restrictive stance. This stand clearly in contrast to the
communication from ECB’s President Lagarde at their last monetary policy meeting. She
on the other hand stated that governing council of the ECB did not discuss any rate cuts on
their last meeting and are just beginning to discuss the dialling back of their restrictive
stance (despite having a lower inflation in most aspects in comparison to Sweden).

Deputy Governor Jansson also stated when being asked during the hearing to compare the
service inflation situations in Sweden and in the US, that Sweden are in a more favourable
position now. He thought that the Fed cannot yet fully be sure that no demand driven
inflation still lingers in the American economy and that it therefore might be hard in their
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Sweden: February inflation down
under Riksbank expectations

February Danske Market Riksbank Actual Diffvs Riksbank

cPI %m/m 0.1 04 02

%y/y a4 47 55 45 0.1
CPIF %m/m 0.1 03 02

%y/y 24 28 2.9 25 04
A %m/m 06 0.7 06
Energy
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“last mile” in reaching the inflation target. On the other hand, he said that the Riksbank was
more secure that there were no underlying inflation pressure sparking in the real Swedish
economy and that it therefore will be easier for them than the US to reach the inflation
target. Rather the contrary, he saw a risk of using too restrictive monetary policy that
instead could cause the inflation rate to end up below the target.

All basic measures of February inflation turned out below or even well below Riksbank’s
forecast. While core CPIF excl. Energy inflation was spot on our forecast, CPIF and CPI
was both a tenth above. That said, the outcome was overall below market consensus. All
this is in the withstanding table.

Frontloaded inflation (% 3m SAAR), is even lower: CPIF at 2.1 % and CPIF excl. Energy
at 2.8 %. Measured this way goods and imported inflation rare both actually negative (-1.3
% and -0.8 % resp.). Hence, it is services that keeps core inflation higher, but not just any
services inflation. It is actually “housing services” i.e. the component that contains
mortgage costs, rents and tenant-owner apartment monthly charges, that pulls it higher.
These are of course a direct bi-product of Riksbank’s previous tightening, currently adding
to core inflation. If you also strip out heating you get Services ex. Housing which rose by
2.8% 3m SAAR, not at all that bad.

We see no reason to change our view on Riksbank start cutting by end-June as this outcome
was very much in line with our forecast.

Norway - the cooling continues, at a lower pace

The regional survey indicates that the cooling of the Norwegian economy continues, but at
a somewhat lower pace than in Q1. The corporates expect a moderate fall in Q1 and zero
growth in Q2. In terms of sectors, there is less pessimism in the retail sector and somewhat
less optimism in oil-related industry. The service sectors now look brighter on Q2, and
there is still the greatest pessimism in construction. Capacity utilization was unchanged at
31%, which is well below the level from before the pandemic (42%) and lower than the
historical average (34%), which indicates that the economy is in a mild recession. The
proportion of companies reporting labour shortages to limit growth was unchanged at 21%,
which is also lower than pre-pandemic (25%) and the historical average. The companies in
the Regional survey now expect wage growth of 4.9% this year, up from 4.5% in the
December survey. This is somewhat lower than NB's estimate from PPR in December
(5.0%), but keep in mind that these are the employers. Expectations for employment growth
were marginally adjusted upwards, and companies expect moderate growth (0.1%) in both
Q1 and Q2. Businesses still expect a 3% drop in investment this year, and expect a moderate
drop in 2025. All in all, a report that confirms that the economy is cooling, and that
pressures are easing and are now below normal levels.
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Calendar - 18-22 March 2024
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Macroeconomic forecast
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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* 14-Mar 550 - 456 3.88 092 - 6.85 1056 1033
+3m 525 - 4.20 3.90 094 - 7.03 10.75 10.75
+Bm 5.00 - 3.99 3.90 095 - 7.10 11.14 11.05
+12m 450 - 3.80 3.90 0.96 - 7.16 1144 11.15
EUR 14-Mar 4.00 3.89 3.20 267 - 1.09 74570 11.50 11.25
+3m 3.75 364 2.89 2.70 - 1.06 74550 11.40 11.40
+6m 350 343 2.74 2.70 - 105 7.4500 11.70 11.60
+12m 3.00 295 2.50 2.70 - 1.04 74500 11.90 11.60
JPY 14-Mar -0.10 - - - 0.006 0.007 462 7.13 6.97
+3m 0.00 - - - 0.007 0.007 4.85 7.42 7.42
+6m 0.00 - - - 0.007 0.007 5.00 7.85 7.78
+12m 0.00 - - - 0.007 0.007 5.19 8.29 8.08
GBP* 14-Mar 525 - 453 3.76 1.17 1.08 873 1347 13.18
+3m 525 - 419 3.75 1.15 1.22 857 13.10 13.10
+6m 5.00 - 3.99 3.75 1.14 1.19 847 13.30 13.18
+12m 450 - 3.75 3.75 1.14 1.18 847 13.52 13.18
CHF 14-Mar 1.75 - - - 1.04 1.13 7.75 11.96 11.70
+3m 1.75 - - - 1.06 1.13 7.93 12.13 1213
+Bm 1.50 - - - 1.08 1.13 801 12.58 1247
+12m 1.00 - - - 1.08 1.12 801 12.80 1247
DKK 14-Mar 360 3.89 331 2.81 0134 0.146 - 1.54 151
+3m 3.35 359 3.05 2.90 0.134 0.142 - 1.53 153
+6m 3.10 3.33 2.89 2.90 0.134 0.141 - 1.57 1.56
+12m 260 2.85 265 2.90 0.134 0.140 - 1.60 1.56
SEK 14-Mar 4.00 401 3.18 2.62 0.089 0.097 066 1.02 -
+3m 4.00 397 2.84 2.79 0.088 0.093 065 1.00
+Bm 3.75 371 269 2.86 0.086 0.091 064 101
+12m 325 3.22 2.50 2.90 0.086 0.090 064 1.03 -
NOK 14-Mar 450 4.79 435 367 0.087 0.095 065 - 0.98
+3m 450 448 429 3.80 0.088 0.093 065 - 1.00
+B6m 4,00 402 397 3.74 0.085 0.090 064 - 0.99
+12m 3.25 3.60 3.40 3.65 0.084 0.087 0.63 - 0.97

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

Commodities
2023 2024 Average
14-Mar Q1 02 Q03 04 0 02 Q03 04 2023 2024
ICE Brent 85 82 78 8 83 80 80 80 80 82 80

Source Danske Bank
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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 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.

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 of any such change nor of any other changes related to the 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.
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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/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 this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S 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 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 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.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (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’); (II) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (I11) 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 persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in 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 in the 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 a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.

Report completed: 15 March 2024, 13.00 CET
Report first disseminated: 15 March 2024, 13.15 CET
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