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Selected readings from Danske Bank

Market movers today

 Strategy - 'Reflation' hype leaves
ECB looking overpriced, 5 January.



Ge rmany is due to release industrial production at 8:00 CET for November, which is

 Nordic Outlook, 5 January

e xpected to show a decent rebound of 1.8% m/m after the 1.4% m/m drop in O ctober.

 Research US – The subtle push for
price level targeting continues, 3
January



Euro unemployment for November is estimated to have declined to 8.7% from 8.8%
in O ctober. It would be the lowest level since 2009 and below the long-term average.
at 8.4% for 2018.

 Five macro themes for 2018, 3
January

The US is due to release NFIB small business optimism index around noon. It continues
to be at very strong levels –boosted partly by the expectation of a US corporate tax cut.
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However, it is still above the EU Commission’s estimate for long-term unemployment





Chinese inflation numbers will be released overnight. We expect an increase in the CPI
inflation from 1.7% to 1.9% – still far below the 3% target. PPI inflation should drop
back to 4.8% y/y from 5.8% y/y due to base effects from a very strong m/m November
increase in 2016.
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Selected market news
Overnight, USD/JPY dropped on news that the BoJ has cut back its bond purchases in the long
end of the curve. T he cut back is a consequence of the central bank’s yield curve control target,

Read more in Danske Bank’s recent
forecasts and publications

but triggered concerns in the market that an exit from quantitative easing is drawing closer.
Yesterday saw a couple of interesting dovish comments from members of the Fed. T he Atlanta
Fed’s Bostic (voter in 2018) stated that his base case is two to three hikes in 2018 contrary to
the median dot of three hikes, that low inflation expectations is a risk and that the Fed should be
extremely cautious if the yield curve gets close to inverting. In addition, San Francisco’s
Williams was advocating for price level targeting and arguing that it is in fact a very modest
change compared to the current inflation target.

 Nordic Outlook
 Yield Forecast Update
 FX Forecast Update
 Weekly Focus

T here was also a string of interesting news from the White House. According t o Reuters, US
President T rump is said to be close to nominating a person for the position of Fed Vice Chair
and apparently Richard Clarida is out of the race for that position. According to a Bloomberg
story, US T reasury Secretary Steven Mnuchin has apparently asked congress to lift the debt
ceiling before 28 February, which in turn would put a lid on any concerns in the market about a
near-term US debt default. Finally, the White House is apparently considering a targeted strike
in North Korea as a reaction to a missile test in order to illustrate that the high price the nation
could pay for nuclear progress would be feasible according to WSJ. T he market did not react to
the news, but it serves as a reminder of the geopolitical risks looming in the background.
In the oil market, we have seen supply-related news out of Libya and Iraq. T he former was said
to ready a rise in output after a pipe blast two weeks ago, while the latter is confronting the
Kurds about the crude production taking place in the northern part of Iraq. T he oil market saw
little reaction to the news.
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Fixed income markets
Plenty of supply on board today with Austria tapping the Apr-27 and Feb-47s, the Dutch DMO
tapping the Jan-24s and the Finanzagentur tapping the 46s Linker. Portugal could announce a
new 10Y via syndication today and the EFSF is expected to announce a new bond in the 20Y to
30Y. Italy has announced that the taps for T hursday’s auction will be in the Oct -20 (EUR 2.53bn) and Nov-24 (EUR 2.5-3bn).
T he first week of the new QE ‘run rate’ has passed and the first data is available. With only
EUR2.9bn of total QE last week, of which PSPP accounted for EUR2.5bn (86%), the purchases
are off to a slow start, which makes it difficult to interpret on the figures. However, QE should
pick up this week and we expect the figures ahead to disclose that PSPP will account for the
bulk of the total QE reduction with an average share of purchases of total QE around 70% (85%
on average in 2018).

FX markets
EUR/USD dipped below 1.20 yesterday and as stressed in yesterday’s FX Essentials: EUR/USD
ripe for near-term dip, the cross indeed seems ripe for a correction lower, not least if current
euro optimism fades and the Fed keeps March hike expectations alive; further details in
EUR/USD: set for short-term 'REWIND', but prepare for 'FAST FORWARD' again in H2.
T he next focal point for the cross is T hursday’s ECB minutes; good support seen at 1.1902 . US
T reasury secretary Mnuchin is said to have asked congress to lift the debt ceiling before 28
February, according to Bloomberg yesterday. T hat would mean USD liquidity could start to
tighten already in March on the back a rebuild of the US T reasury cash balance. Consequently,
EURUSD CCS could start to widen again short term from the present relatively tight levels – an
additional factor supporting our view above that EUR/USD could dip near term.
USD/JPY dropped to 112.6 overnight on the news that the Bank of Japan has lowered bond
purchases in the long end of the curve, triggering renewed concerns that an exit to quantitative
easing is drawing closer. Near term, US yields and risk sentiment are likely to remain key drivers
for the cross. However, we see little chance of a substantial break h igher in USD/JPY due to
very stretched speculative positioning, according to the IMM, and tactically, we would consider
selling USD/JPY on rallies towards 114.
EUR/GBP dropped below 0.8825 for the first time since 19 December , driven mainly by a selloff in EUR/USD. T echnically, EUR/GBP still trades in neutral territory with key resistance and
support seen at 0.8924 (4 Jan high) and 0.8761 (14 Dec low), respectively. EUR/GBP is likely
to remain in the hands of investor appetite for EUR and Brexit news near term, and we still
expect EUR/GBP to remain relatively volatile within the 0.8650 -0.90 range in coming months.
Even if yesterday’s manufacturing production data out of Norway fell short of expectations, the
NOK was quick to shrug off any weakness. In our view, this illustrates a market bias to buy the
NOK, which is in line with our recommendations to sell EUR/NOK and buy NOK/SEK. T he
next key data release is tomorrow’s inflation print, where we have a call in line with consensus.
For more information see Reading the Markets Norway: Potentially stronger NOK to be a key
driving force for Norwegian fixed income, 8 January.
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Key figures and events

Tuesday, January 9, 2018

Period

Danske Bank

Consensus

Previous

1:00

JPY

Labour cash earnings

y/y

Nov

0.6%

0.2%

6:00

JPY

Consumer confidence

Index

Dec

45.0

44.9

7:45

CHF

Unemployment

%

Dec

3.0%

3.0%

8:00

DEM

Industrial production

m/m|y/y

Nov

1.8%|4.0%

-1.4%|2.7%

8:00

DEM

Trade balance

EUR bn

Nov

21.3

8:00

DKK

Current account (nsa|sa)

DKK bn

Nov

...|14.8

8:00

DKK

Trade balance ex ships

DKK bn

Nov

6.6

8:00

DKK

Exports

m/m

Nov

9:00

CHF

SNB balance sheet, intervention

CHF bn

Dec

9:30

SEK

Budget balance

SEK bn

Dec

11:00

EUR

Unemployment

%

Nov

12:00

USD

NFIB small business optimism

Index

Dec

16:00

USD

Fed's Kashkari (non-voter, dovish) speaks

738.2
17
8.7%

09 January 2018

8.8%
108.0

Source: Bloomberg, Danske Bank
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Disclosures
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of the research report is detailed
on the front page.
Analyst certification
Each research analyst responsible for the content of this research report certifies that the views expressed in the research
report accurately reflect the research analyst’s personal view about the financial instruments and issuers covered by the
research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst
was, is or will be, directly or indirectly, relat ed to the specific recommendations expressed in the research report.
Regulation
Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the
rules and regulation of the relevant regulators in all o ther jurisdictions where it conducts business. Danske Bank is subject
to limited regulation by the Financial Conduct Authority and the P rudential Regulation Authority (UK). Details on the
extent of the regulation by the Financial Conduct Authority and the P rudential Regulation Authority are available from
Danske Bank on request.
Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities Dealers
Association.
Conflicts of interest
Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research
based on research objectivity and independence. These procedures are documented in Danske Bank’s research policies.
Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the
objectivity and independence of research shall be referred to Research Management and the Compliance Department.
Danske Bank’s Research Departments are organised independently from and do n ot report to other business areas within
Danske Bank.
Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment
banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or debt capital
transactions.
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 security, issuer and/or country. Documentation can be obtained from the
authors on request.
Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis of relevant
assumptions, are stated throughout the text.
Expected updates
Each working day.
Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer
This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for informational
purposes only. 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 In struments’ ).
The research report has been prepared independently and solely on the basis of publicly available information that Danske
Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue or misleading,
no representation is made as to its accuracy or completeness and Danske Bank, 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 responsible for the research report and reflect their
judgement as of the date hereof. These opinions are subject to change and Danske Bank 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 herein.
This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or the United
States.
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’ 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/A, 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’ .
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Danske Bank 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 who have prepared this research report are not registered or
qualified as research analysts with the NYSE or FINRA 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.
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