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Weekly Focus

Risk sentiment on the back foot

Weak US economic data brought a setback to the soft landing narrative and start-of-the-
year risk rally. US retail sales fell by more than expected (-1.1% m/m) in December, while
industrial production declined 0.7% m/m, supporting the view that the US economy is
losing further momentum. Risk sentiment soured and yield curves flattened from the long
end, despite comments from Fed officials that stressed more rate hikes are needed.

In contrast, the euro optimism got another boost after German ZEW expectations showed
a larger than expected rebound in January, turning positive for the first time since Russia’s
invasion of Ukraine. The German economy has been holding up better than feared and
leading indicators suggest that the European recession could actually be milder and shorter
than we have previously anticipated. That said, until the energy crisis is truly resolved,
Germany is unlikely to return as the euro area's economic powerhouse anytime soon.

An ‘ECB sources’ news story further added to the European fixed income rally, reporting
that policymakers are starting to consider a slower pace of rate hikes than President
Lagarde indicated in December. While the 50bp hike she signalled for February remains
likely, the prospect of a smaller 25bp increase at the following meeting in March is gaining
support according to officials. Implied ECB peak rate pricing edged down to 3.3%, but we
stick to our call of 50bp hikes in both February and March and only expect ECB to slow
the hiking pace to 25bp in May amid still high core inflation pressures.

Bank of Japan kept monetary policy unchanged at its meeting this week. The market had
speculated another hike of the cap over 10Y yields could come and was left disappointed,
which triggered a rally in USD/JPY above 131. We stick to our view that a policy rate hike
to 0% and another hike in the yield curve control target awaits in Q2 23.

The Chinese economy performed better than expected in Q4 22 (0.0% qg/q versus our and
consensus expectations of a decline of -1.0% qg/q), leaving annual growth for 2022 at 2.9%.
Data also suggests that Q1 23 could be stronger than expected, as Covid cases have already
peaked in the big cities and we now look for an even more frontloaded recovery starting
already in early Q1 (see China growth update - More frontloaded recovery, 18 January).
That said, longer term the Chinese economy faces some of the same challenges as most
western economies, with the population declining in 2022 for the first time in 60 years.

UK inflation eased 0.2pp to 10.5% in December, but with core inflation remaining
unchanged at 6.3% and wage growth edging even higher (+0.2pp to 6.4% in November),
pressure is rising for Bank of England to deliver another 25bp rate hike not only in
February, but also in March.

The macro highlight next week will be the January PMI figures on Tuesday. It will be
interesting to see whether the rebound in euro area leading indicators extends into Q1 23.
In the US, we expect PMIs still to paint a weak overall picture, as it seems the economy
clearly lost steam in December and we look 2.8% g/q AR in the Q4 22 GDP figures released
on Thursday.

Important disclosures and certifications are contained from page 7 of this report.
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Key global views

e Europeinrecession during the
winter. US recession hits in Q2 23.

e US and euro area headline inflation
have peaked and set to come down
gradually. Tight labour markets and
wage pressures keep core inflation
high for some time.

o Fed hikes by 25bp in February, but
still target peak rate at 5.00-
5.25% in May. ECB to hike by S0bp
in February and March, and by
25bp in May.

Key market movers

e Tuesday: PMisin euro area, US,
UK, Japan

e \Wednesday: German IFO
e Thursday: US GDP

e Friday: US personal spending

Selected reading from Danske Bank

e China growth update - More
frontloaded recovery, 18 January

e Euro macro notes - The China
connection: short-term boost, long-
term worry, 12 January
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Scandi market movers

2]

In Denmark, the key data release next week will be Statistics Denmark’s business
confidence indicator, which should arrive on Tuesday. Activity indexes have been
clearly pointing to a recession in recent months, so it will be interesting to see whether
the slightly more upbeat view of the economy recorded in other countries has percolated
through to Denmark. The figures will also provide an indication of the direction for the
labour market via corporate employment expectations and assessments of labour
shortages. We will also be keeping a close watch on inventory evaluations and expected
price changes, especially in the retail sector.

Consumer confidence figures are due on Monday. Consumer confidence rose for a
second consecutive month in December, but remains extremely low from a historical
perspective. The statistic has at times proved to be a good pointer for actual private
consumption, though that was not really the case in 2022.

In Sweden, Prospera’s survey of money market players’ inflation expectations ought
to show a significant drop, in particular at the 1-year horizon from the most recent print
of 4.6%. This is because we ourselves forecast inflation to be quite close to 2% in the
beginning of 2024.

December PPI likely to show a high print again as electricity prices rose sharply.

Valueguard releases December HOX data. Expect a further decline in housing prices in
general, however, probably at a slowing pace.

December trade balance appears unlikely to buck the previous 2022 trend with
increasingly bigger deficits.

NIER’s January confidence survey should give important signals in different respects.
Beside the aggregated confidence prints, particular interest will be devoted to retail
price expectations and hiring expectations in the overall economy.

The December LFS seems likely to reveal an uptick in the unemployment rate noting
that the labour market has been very resilient so far with still significant shortage of
skilled labour.

December household lending may have come to a complete standstill looking at a
seasonally adjusted monthly change judging from the trend in recent months.

Retail sales showed a strong rebound in November on the back of Black Friday sales.
We expect it to have drop back down again in December.

In Norway, retail sales grew again towards the end of last year, which was a surprise
given the headwinds from increased consumption of services, negative real wage
growth and higher interest rates. Much of this was because consumers drew on their
savings to support their spending, an effect which will probably fade or reverse in the
first part of 2023. We also reckon that Black Week will have pulled some Christmas
trading forward to November. Figures from BankAccept for card transactions in
December suggest that Christmas trading was fairly healthy nonetheless, so we expect
retail sales to fall just 1% m/m SA.
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Companies expecting a recession
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Price and hiring expectations likely
lower again
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Scandi update

Denmark - Difficult collective bargaining round under way

Denmark’s latest round of collective bargaining has officially started, including in the
industrial sector, traditionally the benchmark for the entire labour market. Following a
decline in private sector real wages of 3.8% in 2022, pay is at the very centre of the
negotiations. Claus Jensen, president of the Danish Metal Workers’ Union (Dansk Metal),
has indicated real wages should preferably recover within two to three years. Based on our
expectations for inflation, a full recovery within three years would require a pay increase
of around 4.4% a year. The government has presented a plan to scrap ‘Great Prayer Day’
(Store Bededag) as a public holiday but compensate by hiking the holiday supplement by
0.45% of wages, roughly the equivalent of one additional workday at full pay.

Sweden - no economic data

In Sweden no economic data were published this week.

Norway - Norges Bank on hold

As expected, Norges Bank left its policy rate unchanged at 2.75% at the January meeting.
In its assessment, the bank notes that growth in the Norwegian economy is holding up
slightly better than expected, the labour market is tight, and there is still strong pressure on
prices, but that gas prices have fallen and global inflationary pressures are easing. It also
says that the growth outlook seems to be deteriorating, and that there is considerable
uncertainty about the impact of the sharp rise in interest rates since last summer. The bank
argues that this warrants a more gradual approach so that it has more time to assess these
effects. It has therefore kept the policy rate unchanged for now, but concludes: “Based on
the Committee’s current assessment of the outlook and balance of risks, the policy rate will
most likely be raised in March.” We have long argued that the December hike would be
the last in this cycle. While growth has been better than expected, and the labour market
tighter, we believe that the economy is at a turning point and that consumption will slow
and unemployment will start to rise. However, for Norges Bank to stay on hold in March,
hard data will now need to reflect the decline seen in leading indicators, with
unemployment in particular needing to rise. Alternatively, inflationary pressures will need
to be somewhat weaker than the bank envisaged in December. As the bank puts it in its
assessment: “The outlook for the Norwegian economy is more uncertain than normal. The
future policy rate path will depend on economic developments. If economic pressures
persist and signs emerge that inflation will remain high for longer than projected, a higher
policy rate may be needed than envisaged earlier. If inflation falls faster or unemployment
rises more than projected, the policy rate may be lower than projected in December.”
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Pronounced decline in real wages in
2022

125 - Index (2005 = 100) = 125
120 - -120
1dg= Real wage P 11
110- -110
105 - - 105
100 - -100
g = = &5
90E - 80
85 - - 85

I
1996 2000 2004 2008 2012 2016 2020

Source: DA, Statistics Denmark, Danske Bank

Growth has been better than expected
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Calendar - 23-27 January 2023

Consensus Previous
8:00 DKK  Consumer confidence Net. bal. Jan -289
16:00 EUR Consumer confidence, prelimina Net bal. Jan -20.0 -22.2
Tuesday, January 24,2023 Danske Bank Consensus Previous
1:30 JPY  Nikkei Manufacturing PMI, preliminary Index Jan 489
1:30 JPY  Markit PMI services, preliminary Index Jan 51.1
800 SEK  Prospera inflation expectations
8.00 DEM  GfK consumer confidence Net. Bal. Feb -33 -37.8
845 FRF  Business confidence Index Jan 1030 1020
915 FRF  PMl services, preliminary Index Jan 498 495
915 FRF  PMI manufacturing, preliminary Index Jan 496 492
9:30 DEM  PMI manufacturing, preliminary Index Jan 480 47.1
930 DEM  PMl services, preliminary Index Jan 496 492
10.00 EUR  PMI manufacturing, preliminary Index Jan 485 478
10:00 EUR  PMI composite, preliminary Index Jan 499 493
10:00 EUR  PMl services, preliminary Index Jan 502 498
10:30 GBP  PMI manufacturing, preliminary Index Jan 454 453
10:30 GBP  PMl services, preliminary Index Jan 496 499
14.00 HUF  Central Bank of Hungary rate decision % 13.0% 130% 130%
1545 USD  Markit PMI manufacturing, preliminary Index Jan 46.5 46.2
1545 USD  Markit PMI service, preliminary Index Jan 46.0 447
22:45 NZD  CPI a/ql 4th quarter 1.4%\7.1% 2.2%|7.2%
Wednesday, Januar‘y 25,2023 Danske Bank Consensus Previous
1:30 AUD CPI a/aly/y 4th quarter 1.6%|7.5% 1.8%|7.3%
6:00 JPY Leading economic index, final Index Nov 976
800 SEK  PPI m/mly/y Dec 2.0%|19.5%
10:00 DEM  IFO - business climate Index Jan 90.1 886
10.00 DEM  IFO - current assessment Index Jan 949 944
10:00 DEM  IFO - expectations Index Jan 850 83.2
16:00 CAD Bank of Canada rate decision % 425% 45% 425%
16:30 USD DOE UsS. crude oil inventories K 8408
21:30 USD  Fed's George speaks
nuary 26,2023 eriod Danske Banl Consensus Previous
800 SEK  Trade balance SEK bn Dec -54
8:00 DKK  Retail sales m/mly/y Dec -0.5%|-7.6%
9:00 SEK  Consumer confidence Index Jan 54.1
9:.00 SEK  Economic Tendency Survey Index Jan 84.7
9:00 SEK  Manufacturing confidence Index Jan 104.1
9:00 SEK  Consumer confidence Index Jan 541
9.00 SEK  Economic Tendency Survey Index Jan 84.7
900 SEK  Manufacturing confidence Index Jan 104.1
14:30 USD Core capital goods orders, preliminary % Dec -02% 0.1%
14:30 USD  Advance goods trade balance usD bn Dec -888 -833
14:30 USD  Initial jobless claims 1000 190
14:30 USD GDP,___release, preliminary aq/q AR 4th quarter 0.028 0.026 0.032
1430 USD  PCE core, preliminary g/q AR 4th quarter 0.047
16:00 USD New home sales 1000 (m/m) Dec 614 6400 (5.8%)
20:15 USD  Fed's George speaks
8:00 SEK  Retail sales sa. m/mly/y Dec 2.2%|-6.3%
800 SEK  Household lending v/y Dec 41%
8:00 NOK Retail sales, s.a. m/m Dec -1.0% 0.9%
845 FRF  Consumer confidence Index Jan 830 820
9:00 ESP  GDP, preliminary a/aly/y 4th quarter 0.1%|2.1% 0.1%|4.4%
10:00 EUR  Money supply (M3]) v/y Dec 46% 4.8%
10:00 EUR Loans to households (adj. for sales and sec)) % Dec 46% 4.8%
10:00 EUR Loans to NFCs (adj. for sales and sec)) % Dec 46% 4.8%
14:30 USD  Personal spending m/m Dec -0.1% 0.1%
1430 USD PCEcore m/mly/y Dec 0.3%|4.4% 0.2%|4.7%
1430 USD  PCE headline m/mly/y Dec 0.0%|5.0% 0.1%|5.5%
16:00 USD Pending home sales m/mly/y Dec -1.0%.. -4.0%|-38.6%
16:00 USD  University of Michigan Confidence, final Index Jan 64.6 646

Source: Danske Bank

4| 20 January 2023 danskeba




Weekly Focus

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 vield vield vs EUR vs USD vs DKK vs NOK vs SEK
usb 20-Jan 450 481 442 341 1085 - 6859 986.8 10285
+3m 5.25 540 520 4.05 1070 - 695.3 9720 1056.1
+6m 525 540 5.10 405 105.0 - 709.0 9714 1085.7
+12m 5.25 524 4.80 365 1030 - 7233 9806 1068.0
EUR 20-Jan 200 242 3.19 2.72 - 1085 7439 10702 11154
+3m 3.00 3.36 3.35 3.00 - 107.0 7440 1040.0 11300
+6m 325 341 3.20 2.85 - 105.0 7445 1020.0 11400
+12m 325 3.39 2.90 255 - 103.0 7450 1010.0 1100.0
JPY 20-Jan -0.10 -0.03 0.32 105 1205 1293 6.17 8.88 9.26
+3m -0.10 - - - 1338 125.0 5.56 7.78 845
+6m -0.10 - - - 1313 125.0 567 7.77 869
+12m -0.10 = = 1288 125.0 5.79 7.84 854
GBP* 20-Jan 3.50 - 412 3.38 87.7 1237 848.1 1220.1 12716
+3m 3.75 420 3.50 870 1230 855.2 11954 12989
+6m 3.75 420 3.50 850 1235 875.9 1200.0 1341.2
+12m 3.75 400 3.30 850 1212 876.5 11882 1294.1
CHF* 20-Jan 1.00 - 1.34 161 Cl2l7 91.9 746.3 1073.7 11191
+3m 1.50 - - - 100.0 93.5 744.0 1040.0 11300
+6m 1.50 - - - 990 94.3 7520 1030.3 11515
+12m 1.50 - - - 990 96.1 752.5 1020.2 11111
DKK 20-Jan 1.75 267 3.35 2.86 743.89 685.94 - 14387 14994
+3m 265 345 3.50 3.15 744.00 695.33 - 139.78 151.88
+6m 2.90 350 3.35 3.00 74450 709.05 - 137.00 153.12
+12m 2.90 350 305 2.70 745.00 723.30 - 13557 14765
SEK 20-Jan 2.50 2.90 321 2.66 11154 10285 66.7 959 1000
+3m 3.00 305 3.35 2.95 11300 1056.1 65.8 920
+6m 3.00 3.10 3.15 2.85 11400 1085.7 65.3 89.5
+12m 3.00 3.10 2.85 2.55 1100.0 1068.0 67.7 91.8 -
NOK 20-Jan 2.75 325 3.30 2.92 10702 986.8 69.5 100.0 1042
+3m 2.75 2.95 345 3.15 1040.0 9720 715 - 108.7
+6m 2.75 2.95 3.20 2.80 1020.0 9714 730 - 1118
+12m 2.50 2.95 3.05 2.70 1010.0 980.6 73.8 - 108.9

*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 vield outlook

Commodities
2022 2023 Average
20-Jan Q1 @ Q3 04 Q1 Q2 a3 a4 2022 2023
ICE Brent 86 98 112 105 100 95 95 95 95 104 95

Source Danske Bank
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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
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’); (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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