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Market movers today


In the US, the Markit PMI manufacturing and services for June is due out. Manufacturing
PMI has cooled off since it peaked at 55 in January. T he current level of manufacturing PMI
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Research UK: Minority government is
weak from the beginning

points to GDP growth around 1.6% and even though this does not sound impressive, we
believe that this level is representative of the underlying econ omic strength. Thus, we do not
look for any significant changes to the PMI manufacturing. We expect PMI services to have
increased to 54.2 and continue to believe that the moderate growth will be driven primarily
by the service sector.
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In the euro area, PMI figures are due out. Manufacturing PMI rose from 56.7 in April to
57.0 in May while the service PMI declined from 56.4 in April to 56.3 in May, leaving
composite PMI unchanged. Seemingly, the weak manufacturing PMIs observed in recent
months in the US and China did not drag euro area PMIs down in May, but could still weigh
on the June figures. We expect PMIs to remain somewhat unchanged in June, as activity in
the euro area is still strong, although risks seem tilted to the downside. New orders are
currently at a six-year high and the order-inventory balance, which is usually a good leading
indicator, has started to diverge and could drag manufacturing PMI down in June.
Additionally, the weakness in the external environment already mentioned could drag on
export orders.
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After a week of significant turmoil in financial markets on the back of the plun ge in oil prices,
Asian equity markets are seeing a relatively quiet session this morning. Oil prices are also
stabilising with the Brent oil price now having recovered over the past two days to USD45.4 per
barrel. One supporting factor may be the relatively soft comment from Fed governor James
Bullard, who said that while the rate hike yesterday was ‘not such a big problem’ , the projection
to raise the federal funds rate to 3% over the next 2.5 years is ‘unnecessarily aggressive’. Bullard
is known to be a dove, so the soft comments may not be so surprising, but nevertheless point to
some disagreement within the Fed’s policy committee about the outlook for monetary policy in
the US.
In relation to the Brexit negotiations, Theresa May made an offer yesterday at the EU summit to
allow the three million or so EU citizens living in Britain lawfully at the point at which the UK
leaves the bloc in March 2019 to stay, and also not to require any families with EU citizens to
be split up. T his proposal clearly signals a softer stance by the UK administration, which has
been on the defensive following the poor election result on 8 June.
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Scandi markets
T here are no significant market movers in the Scandi area today.

Fixed income markets
Norges Bank (NB) came out cautiously hawkish yesterday and removed the rate cut probability
in the rate path. T hat said, the first hike is still not pencilled in before 2019. In general, we look
for a steeper FRA curve in Norway. See Norges Bank Review: 'Cautiously hawkish' - steeper
FRA curve, limited NOK upside, 22 June 2017. T oday, we will see the release of the so-called
Gjedrem report. It could contain a recommendation to lower the inflation target from 2.5% to
2.0%. If the target is lowered officially, it should add to the flattening of t he Norwegian curve
for 5Y10Y. However, even now, Norges Bank does not expect inflation to move above 2.0%
during the bank’s projection period. T he target is de facto already 2.0%, one could argue.
5Y Germany continues to set the tone in the EUR FI market , displaying a large intra-day
underperformance especially relative to swaps. While the implied repo in the futures contracts
have normalised some (i.e. the expectation of the repo levels, especially over quarter -end, have
eased), positioning seems to have added to the directionality of the move. Yesterday, Bobl ASW
tested the lower levels last seen late last year, but ended the day slightly tighter.
An array of PMIs are due to be released today with the eurozone aggregate the centre of
attention. T he composite print is expected to dro p, however only slightly, underlining the
continued very high confidence in the euro area business climate.
It is Friday and that means possible rating action. Up for review by Moody’s are Germany,
France, Greece and Austria while Fitch is reviewing Belgium.
T he Danish Debt Office has published its updated borrowing requirement for 2017 (see here).
Despite a lower net financing requirement than originally assumed, the Debt Office kept the
issuance target unchanged at DKK65bn for 2017 and will continue to focus on issuance in the
20s and 27s. It will continue to conduct buy-backs and support the market through switches. The
Swedish market is closed today due to Midsummer. In Reading the Markets Sweden, 22 June
2017, we looked at the early signs of a lack of supply, especially in shorter maturities. T his is
due to two and a half years of QE, reduced supply in T -bills, government bonds and mortgage
bonds, together with a large amount of redemptions.

FX markets
In Scandi FX markets, focus will remain on the NOK as markets digest T hursday’s Norges Bank
(NB) meeting and today’s release of the Gjedrem report.
Following yesterday’s meeting. See Norges Bank Review: 'Cautiously hawkish' - steeper FRA
curve, limited NOK upside, 22 June 2017, EUR/NOK has fallen but the downside was as
expected limited by the flatness of the rate path. Going forward, we emphasise that the global
environment remains a headwind for the NOK. Hence, we do not see the NB meeting as a trigger
for a sustained EUR/NOK trend lower – not least, the near-term oil price outlook seems
challenging with markets focusing increasingly on weak demand amid OPEC losing its market
influence (key for our cautious stance since early March).
T oday’s release of the Gjedrem report in Norway could contain a recommendation to lower the
inflation target from 2.5% to 2.0%. If it happens, it would be a natural next step relative to the
structural change of the Norwegian economy relative to peers; most recently reflected in the
proposal to lower the use of oil money from 4% to 3% of the petroleum fund. An argument
against lowering the target is the central bank’s ability to cut the real rate at a t ime when the
nominal rate is close to the lower bound. It is difficult to get a sense of consensus for tomorrow’s
release, but at least other Nordic banks have also stated that a change in the inflation target is
not unlikely. What should it mean for the NOK? On balance, it would mean that NB should keep
monetary conditions accommodative for a shorter period of time. T his would mean a steeper
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FRA curve and a stronger NOK. However, looking at NB’s revised inflation forecast it is clear
that a change would NOT lead to an urged tightening need as NB does not even expect inflation
to move above 2.0% during the whole of the bank’s projection period (ending Q4 20, gap
illustrated here in a tweet by Danske Bank Markets). As a result, a change in the inflation
mandate would increase the market sensitivity to positive inflation surprises going forward but
is unlikely to drive a significant NOK-appreciation near term.
In summary, we are strategically NOK-bullish on constructive domestics but remain tactically
cautious on global demand and the oil price outlook even if the Gjedrem report could add
temporary support. We prefer to position for a lower EUR/NOK via options.
In South Africa, the rand strengthened against the USD yesterday after the high court found that
any no-confidence vote in parliament could be decided by a secret ballot , but only if parliament
demands the ballot to be secret. T he decision is seen as increasing the chance of ANC members
voting against the Jacob Zuma and hence ousting him. We expect political uncertainty to remain
high over the next six months which will weigh on the rand.
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Key figures and events

Friday, June 23, 2017
-

EUR

Moody's may publish France's debt rating

-

EUR

Moody's may publish Germany's debt rating

-

EUR

Fitch may publish Belgium's debt rating

-

EUR

Moody's may publish Greece's debt rating

-

EUR

Moody's may publish Austria's debt rating
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JPY

Nikkei Manufacturing PMI, preliminary

8:45

FRF

GDP, final

9:00

FRF

9:00

FRF

9:30

Period

Danske Bank
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Previous

Index

Jun

q/q|y/y

1st quarter

0.4%|1.0%

0.4%|1.0%

53.1

PMI manufacturing, preliminary

Index

Jun

54.0

53.8

PMI services, preliminary

Index

Jun

57.0

57.2

DEM

PMI manufacturing, preliminary

Index

Jun

59.0

59.5

9:30

DEM

PMI services, preliminary

Index

Jun

55.4

55.4

10:00

EUR

PMI manufacturing, preliminary

Index

Jun

56.7

57.0

10:00

EUR

PMI composite, preliminary

Index

Jun

56.6

56.8

10:00

EUR

PMI services, preliminary

Index

Jun

56.2

14:30

CAD

CPI

m/m|y/y

May

15:45

USD

Markit PMI manufacturing, preliminary

Index

Jun

53.0

15:45

USD

Markit PMI service, preliminary

Index

Jun

54.2

16:00

USD

New home sales

1000 (m/m)

May

17:15

USD

Fed's Bullard (non-voter, dove) speaks

18:40

USD

Fed's Mester (non-voter, hawkish) speaks

20:15

USD

Fed's Powell (voter, neutral) speaks

56.3
...|1.6%

53.0

52.7

600

569.0 (-11.4%)

53.6

Source: Bloomberg, Danske Bank
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Disclosures
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘ Danske Bank’). The
author of this research report is listed 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, related 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 other 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.
The research reports of Danske Bank 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 not 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 b e obtained from the
authors on request.
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.
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 has been prepared by Danske Bank Markets (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 Instruments’ ).
The research report has been prepared independently and solely on the b asis 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, i ts 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 in this
research report.
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/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’ .
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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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