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Hawkish messages from the Fed and ECB

In a big central bank week, the ECB delivered a 25bp hike, which was no surprise, but
an upward revision to the 2025 inflation forecast to 2.2% from 2.1% clearly indicated that
the ECB has more work to do. ECB President Lagarde confirmed that the hiking journey
is not over yet and that a rate increase in July was “very likely”. As expected she left little
guidance beyond July as uncertainty is high and they take a meeting-by-meeting approach.
However, we continue to expect the ECB to reach the rate peak in September at 4.0% as
there are no signs that the super tight labour market is easing in the coming months, see
ECB Review — Very likely to hike again in July’, 15 June.

The Fed on the other hand paused its rate hiking cycle on Wednesday as widely
anticipated, but they delivered a hawkish message as the updated median rate projection
signalled two more 25bp rate hikes by the end of 2023. The 2023 GDP forecast was lifted
to 1.1% (from 0.4%), suggesting that the outlook for more rate hikes relies on a fairly
optimistic growth assumption. As we remain more pessimistic on the macro outlook for
H2, we also think that the projected rate hikes will not end up materializing, and stick to
our previous forecast of no rate changes by the Fed for the remainder of the year, read more
from our Fed review: Powell's hawkish bluff, 14 June, and see also our thoughts on the
latest inflation data and outlook from Global Inflation Watch - Euro area inflation
pressures remain sticky, 14 June.

The Chinese central bank is going against the global trend and cut the policy rate by
10bp this week. It follows signs of a sputtering recovery and data on Thursday confirmed
weakness in housing and manufacturing in May, while the service sector is holding up still.
We expect to see a broader stimulus package soon aimed at providing more support to
housing and sustaining demand from consumers. Bank of Japan did not make any
changes on Friday but we expect to see a moderate tightening in July or September.

Bond yields trended higher this week on the back of the hawkish signals from the Fed
and ECB with especially short end yields rising. The central banks didn’t scare stock
markets, though, which saw further upside taking S&P500 to the highest level in more than
a year, not least driven by a strong rally in tech stocks. EUR/USD also rebounded again
lifted by a stronger rise in euro short end rates relative to the US.

Next week the key focus will be Flash PMI’s for May in US and the Euro zone.
Manufacturing has been weak lately while service has been strong. Will we see some
convergence this month? We also have a range of Fed speakers that may cast more light
over Fed’s view on future tightening. Inflation data in Japan will be key to gauge the
outlook for a possible tightening of monetary policy. In Emerging markets, the central bank
meeting in Turkey on Thursday will be interesting following new appointments of Simsek
as finance minister and Erkan as central bank governor. Also look out for possible stimulus
announcements in China. On Tuesday we will publish Nordic Outlook with updated
macro forecasts for the Nordics as well as the global economy.

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

Key global views

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

e US and euro area headline inflation
set to decline further, but core
inflation likely to stay elevated.

o ECB to deliver two more rate hikes,
the Fed on hold rest of the year

Key market movers
e Monday: US NAHB housing index

e Thursday: US existing home sales,
Turkey central bank meeting

e Friday: Euro Flash PMI, US Flash
PMI, Japan CPI

Selected reading from Danske Bank

ECB Review - ‘Very likely to hike again
in July’, 15 June.

Fed review: Powell’s hawkish bluff, 14
June

Global Inflation Watch - Euro area
inflation pressures remain sticky, 14
June

Executive Briefing - strong service
sectors and weak manufacturing, 2
June

Editor

Allan von Mehren
+454514 1488
alvo@danskebank.com

https://research.danskebank.com


https://research.danskebank.com/research/#/Research/article/db10ff54-58ec-4785-8439-f52f180d2241/EN
https://research.danskebank.com/research/#/Research/article/3fbb4800-cd56-44b8-aa5a-915a0e031223/EN
https://research.danskebank.com/research/#/Research/article/6065808b-4af4-4f5e-ba7e-fc571bd7dda0/EN
https://research.danskebank.com/research/#/Research/article/6065808b-4af4-4f5e-ba7e-fc571bd7dda0/EN
mailto:alvo@danskebank.com
https://research.danskebank.com/research/#/Research/article/db10ff54-58ec-4785-8439-f52f180d2241/EN
https://research.danskebank.com/research/#/Research/article/db10ff54-58ec-4785-8439-f52f180d2241/EN
https://research.danskebank.com/research/#/Research/article/6065808b-4af4-4f5e-ba7e-fc571bd7dda0/EN
https://research.danskebank.com/research/#/Research/article/6065808b-4af4-4f5e-ba7e-fc571bd7dda0/EN
https://research.danskebank.com/research/#/Research/article/6065808b-4af4-4f5e-ba7e-fc571bd7dda0/EN
https://research.danskebank.com/research/#/Research/article/ac12729c-3c86-4013-b9e3-30164c99be90/EN
https://research.danskebank.com/research/#/Research/article/ac12729c-3c86-4013-b9e3-30164c99be90/EN

Weekly Focus

Scandi market movers

2]

In Denmark, we are expecting wage earner employment figures for April on
Wednesday. Denmark’s labour market remains red-hot. Unemployment was unchanged
for the first four months of the year, though it rose a little in May, and given the still
decent demand for labour, we expect the time is ripe for a new increase in employment
numbers in April.

June’s consumer confidence figures are due on Thursday. We expect an increase to -9,
from -15 in May which would mean consumers here in Denmark remain pessimistic
about their own finances and the Danish economy but have also gradually grown less
pessimistic since the figures bottomed out at -37 in October. Consumers continue to
view their own finances and the Danish economy very negatively compared to one year
ago but are positive about both when looking to the future. We expect Danish
consumers to remain roughly as positive about the future in next week’s figures, but at
the same time to turn considerably less negative about their own finances and the
Danish economy compared to 12 months ago.

Swedish labour force survey (LFS) (June 21): The labour market has continued to show
resilience and data from PES showed that the unemployment rate dropped further
during May, hence remains on the lowest level seen since 2009. LFS data should
indicate the same direction, although at a higher level. The LFS survey will also provide
information regarding the employment rate, labour force and hours worked. Hours
worked is usually an early indicator were the labour market is heading. It’s worth noting
that hiring plans in NIER business survey improved during May.

Riksbank (June 29): We expect a hike of 25bp to 3.75% and also an increase of QT
volumes (+50%). After this, we keep our call for a final 25bp hike in September
reaching 4.00%. As for the policy rate path, we expect the Riksbank to signal a
probability for another hike in September, say around 10-15bp. This is similar to the
profile in the April meeting. We expect that markets will continue to ignore the
Riksbank’s rate path beyond the coming 1-2 meetings, and keep aligned to market
pricing in primarily EUR and USD markets. In general, macro developments have also
been much better than feared during 2023, and also the housing market seems to be
bottoming out. Hence, the general macro picture also supports more rate hikes, as we
see it.

In Norway, we expect Norges Bank to raise its policy rate by 25bp to 3.50% at its
meeting during the week and signal that it will most likely go up again in August. In
the new monetary policy report, we expect the policy rate path to be revised up by
around 50bp in the coming quarters. This is because wage growth and price inflation
have been stronger than expected, the NOK has depreciated further, and global interest
rate expectations have risen. Norges Bank’s regional network survey also shows that
firms now expect slightly stronger growth in the coming months, even though capacity
utilisation is continuing to fall. The only factor pulling in the other direction is a sizeable
increase in money market premiums. Following recent data, the fixed-income market
has priced in a higher probability of Norges Bank delivering a double hike at the June
meeting, but we do not expect this to happen. Food prices and airfares accounted for
around 0.5pp of the jump in inflation in May, and this is also supported by the average
of Norges Bank’s two measures of core inflation falling from 6.4% in April to 6.2% in
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May. Economic growth is also now clearly slowing, and unemployment has begun to
creep up. Both wage and price expectations seem to be easing, and interest rates are
probably above the equilibrium level, making monetary policy contractionary. All of
this points towards Norges Bank settling for a quarter-point hike. However, there is no
doubt that developments since March demand more aggressive monetary policy, and
Norges Bank will probably signal that the policy rate is likely to go up again in August,
with the policy rate path in the monetary policy report showing a further hike in
September. The chances of a double hike have also increased and will depend on how
Norges Bank now sees the balance of risk.
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Scandi update

Denmark - Pronounced fallin inflation

Denmark’s inflation printed at 2.9% in May — a marked decline from 5.3% in April. The
main reason was energy prices now being actually lower than last year, not least for
electricity and also petrol, for example. Core inflation was 5% in May, so also well down
on April’s 6.1%. In month-on-month (seasonally adjusted) terms, core inflation was 0.3%,
or just over 4% annually, so underlying inflationary pressures remain excessive in
Denmark, although we are progressing in the right direction. Nevertheless, this major
decline in inflation does not mean the issue is resolved. While energy and other commodity
prices have fallen sharply as the global economy has slowed, many areas are still
experiencing rather solid price growth, which has then simply been offset by cheaper
electricity, gas and so on. In our view, many prices are continuing to rise because
companies are still in the process of passing on earlier increases in their costs to consumers,
while a strong economy is causing shortages of labour in particular and also pushing prices
higher. The economy will seemingly have to slow further to truly tame inflation, and that
process could well take several years.

The number of jobless rose by 1,600 from April to May, taking gross unemployment in
Denmark to 83,800. This was the largest uptick in unemployment since December, and
perhaps indicates that the Danish labour market is losing a little steam. Nevertheless, the
increase was still relatively modest, and it would be premature to say anything negative
about the labour market right now. The unemployment rate is still 2.8%, but we expect this
to trend up in the second half of 2023.

Danmarks Nationalbank hiked interest rates by 25 basis points in reaction to the European
Central Bank (ECB) doing the same a little earlier on Thursday. There is still considerable
leeway between the current EUR/DKK exchange rate and the fluctuation band around the
central parity rate, so we expect Danmarks Nationalbank to maintain the current interest
rate spread of 0.4 percentage points, also at upcoming rate meetings.

May saw 4,451 houses and 1,382 apartments sold in Denmark. Seasonally adjusted, house
sales were thus up 5.2% and apartment sales down 0.7%. All in all, activity levels continue
to track higher in the housing market. We should, however, remember that sales activity
had sunk to a very low level, from which it has now risen for six months in a row.

Sweden - The Beyonceé Effect

It sounds a bit ridiculous, but the start of Beyoncé’s World Tour in Stockholm was most
likely responsible for pushing hotel rates in and around Stockholm to multiples compared
to normal at the two day event. The impact on inflation was increases in the restaurant and
hotel component by 3.3 % mom contributing to the monthly change in core inflation by 0.3
percentage points. We guess Beyoncé’s shows might be responsible for 0.2 percentage
points of this. This is a rare but not unique thing. In May 2017 hotel rates surged even more
when the Europa League final between Ajax and Manchester United took place at Friends
arena in Stockholm. Most likely this just caused a ”’blip” in inflation statistics as we guess
hotel rates are returning to normal in June. That said, world stars such as Bruce Springsteen,

Coldplay, Metallica, Elton John to mention a few will soon perform ...

Looking at the 12-month percentage change in COICOP components we can conclude that
all of them most likely appear to have peaked and are set for a steady decline, bringing
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inflation lower. There is only one exception: mortgage cost, the component that Riksbank
interest rate hikes impacts directly.

The higher than expected May outcome does not change our call on Riksbank, rather the
opposite. This rather firms our view for two additional 25 bp hikes to 4.0 % by September.
The weak Krona and ECB’s determinance to hike rates a few more times are also important
factors which backs this view.

Norway - Pressures in the economy easing

Mainland GDP shrank 0.4% m/m in April, and growth in March was revised down from
0.5% to 0.2%. These figures clearly confirm a slowdown in the Norwegian economy,
driven by low real wage growth, higher interest rates and strong cost inflation.

Norges Bank’s regional network survey is now pointing to a moderate increase in economic
growth, with expected next-quarter output growth climbing from 0.0% g/q for Q2 in the
previous survey to 0.3% g/q for Q3. This is slightly higher than expected, and also more
than Norges Bank assumed in the March monetary policy report. On the other hand, the
share of firms reporting full capacity utilisation decreased further from 41% to 39%, and
the share of firms reporting labour shortages as a constraint on production fell from 28% to
27%. This suggests that the combination of weaker global growth, stronger inflation and
higher interest rates is eroding demand, and that the output gap is closing. There are
considerable variations between sectors, with considerable optimism in oil services and the
service sector, while exporters are now anticipating moderate growth, and there is still real
pessimism in both construction and retail. Expectations for wage growth this year are at
5.4%, roughly in line with estimates following the pay settlement. Next year, firms expect
wage growth to slow to 4.4%, exactly as Norges Bank projected in March. Firms still
anticipate moderate growth in employment, but expectations for investment growth next
year were revised down. Interestingly, firms are again reporting a reduction in profitability.
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Calendar - 19-23 June 2023

ay,June 19,2023 riod Danske Bank Consensus Previous

6:30 JP’ Industrial production, final m/mly/y

10:00 EUR  Current account EUR bn Apr

12:30 USD  Fed's Bullard speaks

14.00 HUF  Central Bank of Hungary rate decision %

14:30 USD  Building permits 1000 (m/m)] May

14:30 USD  Housing starts 1000 (m/m) May

17:45 USD  Fed's Williams speaks

800 GBP CPI m/mly/y May

800 GBP CPlcore v/y May

14:30 CAD Retail sales m/m Apr

16:00 USD  Fed chair Powell speaks

Thursday, June 22,2023 Period

8:00 NOK  Credit indicator (C2) v/y May

800 DKK  Consumer confidence Net. bal. Jun

845 FRF  Business confidence Index Jun

9:30 CHF  SNB policy rate %

10:.00 NOK  Norges Banks monetary policy meeting %

10:00 USD Fed's Waller speaks

13:00 GBP  BoE minutes

13:00 GBP  BoE Bankrate %

13.00 TRY  Central Bank of Turkey rate decision %

14:30 USD Initial jobless claims 1000

14:30 USD  Current account usD bn 1st quarter

1555 USD Fed's Bowman speaks

16:00 EUR  Consumer confidence, preliminary Net bal. Jun

16:00 USD Fed's Mester speaks

16:00 USD Fed chair Powell speaks

16:00 USD  Existing home sales m (m/m) May

17:00 USD DOE US.crude oilinventories K
USD  Fed's Barkin speaks

ne 23,2023

GBP  GfK consumer confidence Index Jun
JPY  CPI- national ex. fresh food vy May
JPY  CPI- national v/y May
JPY Nikkei Manufacturing PMI, preliminary Index Jun
JPY  Markit PMI services, preliminary Index Jun
GBP  Retail sales ex fuels m/mly/y May
ESP  GDP, final a/aly/y 1st quarter
FRF PMI manufacturing, preliminary Index Jun
FRF PMI services, preliminary Index Jun
DEM  PMI manufacturing, preliminary Index Jun
DEM  PMl services, preliminary Index Jun
EUR  PMI manufacturing, preliminary Index Jun
EUR  PMI composite, preliminary Index Jun
EUR  PMl services, preliminary Index Jun
GBP  PMI manufacturing, preliminary Index Jun
GBP  PMl services, preliminary Index Jun
USD  Fed's Bullard speaks
USD  Markit PMI manufacturing, preliminary Index Jun
USD  Markit PMI service, preliminary Index Jun
USD Fed's Mester speaks

Source: Danske Bank
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Macroeconomic forecast
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Financial forecast
Bond and money markets
Keyinterest 3minterest 2-yr swap 10-yr swap Currency Currency Currency Currency Currency
rate rate yield vield vs EUR vs USD vs DKK vs NOK vs SEK
usb 16-Jun 525 St 489 3.76 1096 - 680.0 10514 10584
+3m 525 540 400 345 107.0 - 695.8 10935 1046.7
+6m 525 5.32 3.70 345 106.0 - 7024 1066.0 1066.0
+12m 5.00 4.74 3.30 3.35 103.0 - 723.3 10485 111685
EUR 16-Jun 3.50 G577 3.77 307 - 1096 745.1 11521 11598
+3m 375 402 3.50 305 - 107.0 7445 11700 11200
+6m 4.00 402 3.15 2.95 - 106.0 7445 11300 11300
+12m 4.00 5159 2.85 2.85 - 1030 7450 1080.0 11500
JPY 16-Jun -0.10 -0.03 - - 1205 141.0 6.18 9.56 962
+3m -0.10 = = = 1412 132.0 5.27 8.28 793
+6m 0.10 - - - 136.7 1290 544 8.26 8.26
+12m 0.10 - - 1308 127.0 5.70 826 8.79
GBP* 16-Jun 450 - 5.52 4.30 856 1279 870.0 1345.2 1354.1
+3m 5.00 440 400 880 1216 846.0 13295 12727
+B6m 5.00 4.30 400 880 1205 846.0 1284.1 1284.1
+12m 475 420 400 880 1170 846.6 1227.3 1306.8
CHF* 16-Jun 1.50 - 204 1.98 97.7 89.1 7628 11794 1187.3
+3m 1.75 - - - 970 90.7 7675 1206.2 11546
+6m 1.75 - - - 96.0 906 7755 11771 11771
+12m 1.75 - - - 96.0 93.2 776.0 11250 11979
DKK 16-Jun 3.10 3.58 3.88 3.19 745.10 679.98 - 154.62 15565
+3m 3.35 3.82 365 320 74450 695.79 - 157.15 15044
+6m 360 385 3.30 3.10 744.50 702.36 - 151.78 151.78
+12m 360 858 300 3.00 745.00 723.30 - 14497 154.36
SEK 16-Jun 3.50 3.78 384 3.05 11598 10584 64.2 99.3 100.0
+3m 400 4.10 365 290 11200 1046.7 66.5 104.5
+B6m 4.00 415 3.30 2.80 1130.0 1066.0 65.9 100.0
+12m 375 3.70 3.00 2.75 11500 11165 64.8 93.9 -
NOK 16-Jun 325 416 444 368 11521 10514 64.7 1000 100.7
+3m 375 402 405 G5 11700 10935 63.6 - 95.7
+6m 375 3.85 3.70 325 11300 1066.0 65.9 - 100.0
+12m 3.50 3.60 B35 2.95 1080.0 10485 69.0 - 106.5

*Notes: GBP swaps are SONIA and CHF swaps are SHARON.
We have updated our Norges Bank forecasts after yesterday's Norges Bank meeting but not yet our Norwegian yield outlook

Commodities
2023 2024 Average
16-Jun Q1 02 03 04 0 0 Q03 04 2023 2024
ICE Brent 76 87 90 85 80 80 80 80 80 " 86 " 80

Source Danske Bank
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banking, custody and other financial services activities, may be a lender to the companies mentioned in this publication and have whatever rights are available to a creditor
under applicable law and the applicable loan and credit agreements. At any time, Danske Bank, its affiliates and subsidiaries may have credit or other information regarding the
companies mentioned in this publication that is not available to or may not be used by the personnel responsible for the preparation of this report, which might affect the analysis
and opinions expressed in this research report.

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 fixed
income asset.

We base our conclusion on an estimation of the financial risk profile of the financial asset. By combining these risk profiles with market technical and financial asset-specific
issues such as rating, supply and demand factors, macro factors, regulation, curve structure, etc., we arrive at an overall view and risk profile for the specific financial asset. We
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to six months.

More information about the valuation and/or methodology and the underlying assumptions is accessible via https://danskeci.com/ci/research/research-disclaimer. Select Fixed
Income Research Methodology.

Risk warning
Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant assumptions, are stated throughout the text.
Completion and first dissemination

The completion date and time in this research report mean the date and time when the author hands over the final version of the research report to Danske Bank’s editing
function for legal review and editing.
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(b) significant changes in circumstances following its dissemination, including events relating to the market or the issuer, which can influence the price of the issuer or financial
instrument.
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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
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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
AJS 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.

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
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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’); (1) 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 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.
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