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Weekly Focus

UK joins the “10% inflation club”

Macroeconomic indicators this week pointed to further headwinds for the global
economy. In the US, the New York Empire Manufacturing Index slumped to -31.3 (from
11.1) in August, the lowest level since slump after the first Covid-19 lockdown. The sharp
drop was driven by weaker current conditions, while the expectations index improved
slightly. The current Empire level implies US Manufacturing PMI clearly below 50, in line
with what the new orders index predicted already in July.

Also in Europe, there were weak indicators with the German ZEW expectations
diving further during August to the lowest level since October 2008. The ZEW signals
further declines in PMI ahead and increasing recession risk in the German economy, which
is also our base case for the second half of this year, see Research Germany - Zeitenwende,
25 July. Our forward looking macroeconomic model, Macroscope, this week also pointed
to further weakening momentum in the global economy across regions over the next six
months, see MacroScope: rising recession risks, 18 August.

On the inflation front, UK CPI inflation surprised to the upside creeping above 10%
in July. The UK is thereby joining the “club” of countries, mostly in Eastern Europe and
emerging markets, with double digit inflation rate. We think this highlights the need for
Bank of England (BoE) to continue to frontload rate hikes, although a looming recession
may curtail its hiking intentions into next year. The EUR/GBP cross initially moved lower
on the back of the print, but later rebounded amid weak global risk sentiment.

Another central bank that is upping its policy rate hikes is Norges Bank, which
yesterday as expected carried out a 50bps rate hike. The move comes after the upward
inflation surprise in July. The central bank dropped its specific forward guidance for the
September meeting, just indicating that the policy rate “will most likely be raised further in
September”. We expect the Bank to raise its policy rate at that meeting by 25bps against
market expectation of a bigger 50bps move.

In financial markets the clear winner was the USD while both equity markets and
rates markets traded mostly sideways. We published our new FX Forecast Update this
week, FX Forecast Update - USD to shrug off recession fears, 17 August, and see USD
strength continuing with EUR/USD falling below parity over the next 12M due to Europe
suffering from an energy related negative terms of trade shock and further tightening of
global financial conditions.

Looking into next week, a key focus will be August flash PMIs out in most western
economies on Tuesday. In Europe, further declines — as also signaled by ZEW — will
probably be in store, as the energy crisis is taking its toll on demand in manufacturing and
services and recession fears are rising. In the US, lower gasoline prices and rebound in real
incomes may support service sector demand. Look also out for the US personal expenditure
data on Friday. The Jackson Hole Symposium will take place from Thursday until Saturday.
Here Federal Reserve officials may outline their view on monetary policy amid a
weakening economy.

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

e High risk of recession in Europe in
H2. We expect the US to fall into
recessionin Q22023

e USinflation to peakin Q3, wage
growth to stay high. Euro inflation to
stay elevated in Q3 on higher
electricity prices. Easing pressure
from oil, metals, freight and food to
pull global inflation lower in 2023.

e Fed to hike by another 125bp this
year, then stop. ECB to hike a further
100bp this year, then stop.

Key market movers

e Tue: Flash manufacturing and

service August PMls
e Thu: German IFO for August
e Fri: US personal consumption data

Thu-Sat: Fed’s Jackson Hole Symposium
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Reading the Markets Norway - Norges Bank:
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Scandi market movers

2]

In Denmark, June’s employment figures are due on Monday. The Danish labour
market has long looked very strong, with a record number of people on the labour
market. Employment has been growing for 16 months in a row now, and still by
relatively large increments. Looking ahead, we expect employment to slow. However,
given the latest unemployment figures, there is no indication that the slowdown will
materialise in next week’s figures.

August’s consumer confidence numbers are due on Tuesday. Consumer confidence
remains at historical lows, driven, in particular, by high inflation and rising interest
rates. These challenges have not yet dissipated, so a further fall is not unrealistic.
Nevertheless, the current very low level makes further large declines difficult to
imagine, so relatively unchanged consumer confidence is probably the most realistic
outcome.

Retail sales figures for July are scheduled for Friday. The first half of 2022 has been
difficult for the retail trade, which experienced declining revenues in four out of the
year’s first six months. Nevertheless, retail sales remain high historically speaking, with
the consumption of goods particularly high during the pandemic. Whereas consumers
were previously buying goods at a brisk pace, consumption has now shifted towards
greater consumption of services and experiences, which has left its mark on retailers.
We therefore expect retail sales to decline further in the time ahead.

Next week provides more information about the developments in the Swedish housing
market as July figures are published. Up until June, house prices were down by around
3% s.a. and according to our own Housing indicator (Boprisinikatorn) for Stockholm,
the downturn accelerated further during July. And Stockholm usually is a quite good
flash estimate for the direction in Sweden in total and so far prices is down by 10%
from the price top in March.

Also the Labour Force Survey is out next week. The unemployment rate index continue
to be volatile but the survey will give more details regarding hours worked and the
employment. So far monthly surveys continue give signals of high demand on workers.
Labour market indicators will however be key to follow coming months since a shift
there would worsening the economic outlook quite sharply.

In Norway, declining purchasing power as a result of high inflation, coupled with a
shift in consumption from goods to services, has pulled down retail sales in recent
months. Further high inflation and the prospect of much higher interest rates have
caused consumer confidence to plummet to a record low. We expect this to mean that
retail sales continue to tumble, with a drop of 1.5% m/m in July.
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Consumers deeply pessimistic
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Scandi update

Denmark - Impressive growth in Q2 22

Overall economic growth in Q2 22 came in at 0.7% relative to the previous quarter. That
surpassed our expectations and far outpaced the slowdown that Danmarks Nationalbank’s
model for quarterly GDP had indicated. We cannot yet see detailed figures that would show
what specifically has driven growth, but industrial production has significantly improved
and many service industries have picked up after a Q1 that was still under the shadow of
lockdown. The past quarter has otherwise been one where most have become somewhat
poorer due to prices rising faster than wages, though this has seemingly not been sufficient
to slow the overall economy. Looking ahead, we probably have to expect sales to dip.
Companies in, for example, the construction sector have begun to report a drop in demand,
which is unsurprising when consumers in Denmark and abroad have been hit hard by price
increases, while market rates have risen steeply. We expect a period in which the overall
economy more or less stagnates.

Figures from the Confederation of Danish Employers show private sector wage costs rose
by 3.4% in Q2 22 compared to the same period last year. That was lower than in Q1 and
thus indicates that wage pressures eased in Q2 this year. Given the current high level of
inflation, low unemployment and record-high employment in Q2, wage pressures easing
now comes as a surprise. In truth, this is the perfect cocktail for increasing wage pressure,
which nevertheless remains absent for now. On the other hand, still modest wage growth
combined with high inflation adds up to a marked decline in real wages. We would have to
go three years back to find lower real wages in the private sector.

Sweden - Very high inflation but peak approaching

First of all, after July inflation outcome, we have lifted the path for core CPIF inflation
(CPIF excl. Energy) this fall further up so that it now hovers close to 7 % yoy until year-
end. The main reason behind that change is food prices which is now expected to peak at
17 % yoy late this year. We also expect furniture and household appliance prices growth to
remain double digit. Other core categories such as cars, transportation services and
hotel/restaurant prices will be close 10 % yoy.

Secondly, looking at the energy component, we have pencilled in electricity prices in area
3 (including Stockholm and Gothenburg) to gradually rise to SEK 225 ére/KwH in January
2023 before falling back again. As a comparison we expect an average price of SEK 200
Ore/KwH for the Dec-Mar period compared with about SEK 145 6re/KwH the previous
period (i.e. year on year). That means an increase of some 40 %.

Looking at risks for core CPIF, they are probably clearly skewed to the upside over the
short-term. In particular, food prices appear extra exposed to this risk. However, globally
there are signs of deflationary pressures from container freight rates, raw industrials and
base metals. Furthermore, in principle all other commodities including chemicals are
falling in price although not in yoy terms (but yoy peak was in mid-2021). All of these will
eventually exert a downward pressure on core inflation components, but the time lag is
extremely hard to pinpoint.

Headline CPIF is exposed to forces of energy and risk distribution is probably more
balanced around our forecasts. Hence, we cannot preclude that electricity nor oil/fuel
moves even higher than assumed, but it could likewise turn out lower than expected.
Developments are dictated by global demand for oil and Russian gas warfare and extent of
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Impressive growth in the Danish
economyin Q2 22
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summer drought on continental Europe, Swedish precipitation (water reservoirs), wind and
temperatures later this fall as nuclear plannable power has been reduced over the past
couple of years.

The inflation forecast table with specific numbers will be published on Danske Bank’s
Research portal as usual.

Norway - Policy rate raised again

As expected, Norges Bank raised its policy rate by 50bp to 1.75% at its meeting during the
week. The background is that inflation has been much higher than expected and is likely to
remain high for some time. This was one of the bank’s interim meetings, with no monetary
policy report or press conference, only a press release — which concluded: “Based on the
Committee’s current assessment of the outlook and balance of risks, the policy rate will
most likely be raised further in September.” This means that while the bank expects to raise
the policy rate again at the September meeting, it is keeping its options open as to whether
it hikes by 25bp or 50bp. The outcome will depend on whether or not the inflation outlook
changes, and the inflation numbers for August published on 9 September will be crucial
here. Our forecasts indicate that core inflation will increase only marginally to 4.6% y/y in
August, in which case we would expect the bank to settle for 25bp, but there is considerable
uncertainty. For example, the committee notes that “a markedly higher policy rate is needed
to ease the pressures in the Norwegian economy and to bring inflation down towards the
target”, which could be interpreted as the committee anticipating another double hike in
September — but if this were clear-cut it would presumably have been stated explicitly in
the conclusion. We still expect a clear downturn in both the global and the domestic
economy during the autumn, with the result that the policy rate peaks at the end of the year.
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Calendar - 22-26 August 2022

day, August 22,2022

Tuesday, August 23,2022
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riod

Consensus

Danske Banl Consensus

Danske Bank Consensus

Previous
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Friday, Au
800
800
800
800
845

10.00
10:00
10:00
1430
1430
14:30
14:30
16:00
16:00

JPY  Nikkei Manufacturing PMI, preliminary
JPY  Markit PMI services, preliminary

DKK  Consumer confidence

FRF  PMI manufacturing, preliminary

FRF  PMl services, preliminary

DEM  PMI manufacturing, preliminary

DEM  PMl services, preliminary

EUR  PMI manufacturing, preliminary

EUR  PMI composite, preliminary

EUR  PMl services, preliminary

GBP  PMI manufacturing, preliminary

GBP  PMl services, preliminary

USD  Markit PMI manufacturing, preliminary
UsSD  Markit PMI service, preliminary

EUR  Consumer confidence, preliminary
USD  New home sales

USD Fed's Kashkari speaks

NOK  Credit indicator (C2)

USD Core capital goods orders, preliminary
USD  Pending home sales

USD Fed's George speaks

USD  DOE U.S.crude oil inventories
ugust 25, 2022

SEK  Household lending

DEM  GDP, final

DEM  Private consumption

DEM  Government consumption

DEM  Gross fixed investments

FRF  Business confidence

DEM  IFO - business climate

DEM  IFO - current assessment

DEM  IFO - expectations

USD GDP,___release

USD Initial jobless claims

USD  PCEcore
ust 26, 2022

SEK  PPI

NOK  Retail sales, s.a.

DEM  GfK consumer confidence

DKK  Retail sales

FRF  Consumer confidence

EUR  Money supply (M3)

EUR Loans to households (adj. for sales and sec.)
EUR Loans to NFCs (adj. for sales and sec))
USD  Personal spending

UsSD PCEcore

USD  PCE headline

USD  Advance goods trade balance

USD  Fed chair Powell speaks

USD  University of Michigan Confidence, final

Source: Danske Bank
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Macroeconomic forecast

Macro forecast. Scandinavia

Private Public Fixed Ex- Im- Infla- Wage Unem- Public Public Current

Year GDP? cons.! cons.! inv.t portsl por‘ts1 tion* gr‘owth1 ph:iym3 budget‘l debt? acc?
Denmark 2021 49 4.3 4.2 6.2 80 80 1.9 30 3.7 26 36.7 83

2022 35 2.1 -0.3 33 41 1.9 75 3.7 25 10 319 88

2023 0.7 1.3 08 -04 2.2 25 34 40 2.7 0.7 299 81
Sweden 2021 4.8 6.1 26 59 76 9.3 2.2 2.7 88 -0.2 373 52

2022 11 26 0.1 -03 54 6.3 64 20 74 -0.3 330 49

2023 1.6 1.7 12 1.3 39 34 35 2.1 7.2 0.3 31.0 52
Norway 2021 41 49 3.8 -08 a7 2.8 35 35 3.2

2022 36 6.7 1.3 31 6.0 75 46 3.7 1.8

2023 16 25 1.3 20 40 40 20 3.7 2.1

Macro forecast. Euroland

Private Public Fixed Ex- Im- Infla- Wage Unem- Pubtic Public Current
Year GDP! cons.! cons.! inv.! por‘ts1 pDr‘ts1 tion® gr‘owth1 p10ym3 budget4 debt? acc?
Euroarea 2021 53 36 39 39 104 81 0.0 0.0 7.7 -5.1 974 32
2022 29 25 14 3.1 56 7.0 00 00 6.8 -3.7 947 24
2023 05 06 24 2.2 26 48 0.0 00 6.8 -25 92.7 29
Germany 2021 26 0.3 29 10 95 90 00 00 36 -3.7 69.3 74
2022 10 24 0.7 26 1.8 6.8 00 00 30 -25 664 64
2023 00 0.2 28 25 2.1 48 0.0 00 30 -10 645 6.8
Finland 2021 30 36 2.7 11 56 56 22 23 7.7 -26 723 093
2022 15 16 15 40 10 25 6.0 28 64 -2.8 65.0 -06
2023 16 25 10 25 20 35 25 26 6.3 2.3 64.8 -0.2

Macro forecast. Global

Private Public Fixed Ex- Im- Infla- Wage Unem- Public Public Current

Year GDP* cons.! cons.! inv.! ports’ ports® tion* gmwth1 p]oym3 budget4 debt? acc?
USA 2021 5.7 7.9 05 7.8 45 140 4.7 4.2 54 -124 1269 -3.5

2022 24 29 -08 8IS 29 96 79 52 36 -42 1240 -35

2023 0.1 0.1 11 -1.2 -2.3 -1.7 3.7 42 39 -3.8 121.0 -3.2
China 2021 80 102 - 52 - - 0.7 50 - -5.6 68.9 30

2022 2.8 4.8 - 30 - - 25 50 - -7.7 778 11

2023 57 65 5.0 25 55 -7.1 81.8 10
UK 2021 74 6.2 143 59 -1.3 38 26 51 45 -54 956 -26

2022 40 48 1.3 81 0.7 147 84 44 36 -39 955 -4.8

2023 -0.2 -0.3 1.2 -1.9 -24 -24 56 33 41 -1.9 97.0 -3.7
Japan 2021 1.7 11 2.1 -1.3 119 51 -02 - 2.8

2022 1.7 33 14 -18 36 41 16 - 25

2023 1.8 16 0.7 1.7 29 11 11 - 25

S

ource: OECD and Danske Bank. 1) % y/y. 2] % contribution to GDP growth. 3) % of labour force. 4) % of GDP.
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Financial forecast
Bond and money markets
Key interest 3minterest 2-yr swap 10-yr swap Currency Currency Currency Currency Currency
rate rate yield yield vs EUR vs USD vs DKK vs NOK vs SEK
usb 19-Aug 2.50 2.98 361 2.98 1006 - 739.3 9794 10555
+3m 3.50 3.94 3.75 3.30 98.0 - 7589 1061.2 10816
+6m 3.75 400 375 3.30 96.0 - 7755 10625 11250
+12m 3.75 BEE 340 2.80 950 - 784.2 10316 11579
EUR 19-Aug 0.00 043 1.65 201 - 1006 7438 985.2 1061.8
+3m 0.75 0.98 1.70 2.15 - 980 7438 1040.0 1060.0
+6m 1.00 112 1.80 2.20 - 96.0 7445 1020.0 1080.0
+12m 1.00 1.12 1.70 2.00 - 95.0 7450 980.0 1100.0
JPY 19-Aug -0.10 -0.01 011 0.38 1205 1366 6.17 818 881
+3m -0.10 - - - 1313 134.0 5.66 792 8.07
+6m -0.10 - - - 127.7 133.0 5.83 799 8.46
+12m -0.10 - - - 1188 1250 6.27 825 9.26
GBP* 19-Aug 1.75 - 346 261 849 1185 8764 11609 1251.1
+3m 2.50 255 2.30 86.0 1140 864.8 1209.3 12326
+6m 2.50 255 2.35 85.0 1129 8759 1200.0 12706
+12m 2.50 2.35 205 840 1131 886.9 1166.7 1309.5
CHF* 19-Aug -0.75 - 0.89 146 96.2 95.6 7730 1024.0 11035
+3m 0.25 - - - 95.0 96.9 7829 1094.7 11158
+6m 0.75 - - - 940 97.9 7920 1085.1 11489
+12m 0.75 - - - 93.0 979 801.1 1053.8 11828
DKK 19-Aug -0.10 0.73 1.95 2.28 743.77 739.33 - 13247 142.76
+3m 0.65 1.17 2.00 245 743.75 758.93 - 13983 14252
+6m 0.80 1.30 2.10 2.50 74450 77552 = 137.00 145.06
+12m 0.90 1.30 2.00 2.30 74500 784.21 - 131.54 147.65
SEK 19-Aug 0.75 1.31 266 247 1061.8 10555 700 92.8 100.0
+3m 1.25 1.95 2.70 240 1060.0 10816 70.2 98.1 -
+6m 2.00 2.25 265 2.50 1080.0 11250 68.9 944
+12m 2.00 2.25 250 240 11000 11579 67.7 891 -
NOK 19-Aug 1.75 246 3.72 324 985.2 9794 755 100.0 107.8
+3m 1.75 253 305 3.35 1040.0 1061.2 715 - 1019
+6m 225 2.60 2.95 340 1020.0 10625 730 - 1059
+12m 2.25 2.60 2.85 3.20 980.0 10316 76.0 - 1122

*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
2022 2023 Average
19-Aug Q1 02 03 04 Q1 Q2 Qa3 a4 2022 2023
ICE Brent 95 98 112 115 100 95 95 95 95 106 95

Source Danske Bank
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This communication as well as the communications in the list referred to below are valid until the earlier of (a) dissemination of a superseding communication by the author, or

(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.

Investment recommendations disseminated in the preceding 12-month period

A list of previous investment recommendations disseminated by the lead analyst(s) of this research report in the preceding 12-month period can be found at
https://danskeci.com/ci/research/research-disclaimer. Select Fixed Income Trade Recommendation History

Other previous investment recommendations disseminated by Danske Bank are also available in the database.
See https://danskeci.com/ci/research/research-disclaimer for further disclosures and information.

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should not be considered investment, legal or tax 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”).

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
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.

8| 19 August 2022 https://research.danskebank.com



https://danskeci.com/ci/research/research-disclaimer
https://danskeci.com/ci/research/research-disclaimer
http://www.danskebank.com/en-uk/ci/Products-Services/Markets/Research/Pages/researchdisclaimer.aspx.

Weekly Focus

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
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 () 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.

Report completed: 19 August 2022, 14:00 CET
Report first disseminated: 19 August 2022, 14:15 CET
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