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Weak growth in Euroland set to make
its mark on Denmark

Our worst fears were confirmed by the past week s
data for the European economy. Growth in Euroland is
clearly on the way down, even allowing for some of the
high level of activity in Q1 being due to temporary fac-
tors (such as good winter weather for the construction
industry and stockbuilding) that were partially re-
versed in Q2.

The euro economies have been weakened by high infla-
tion, the financial crisis, weaker growth in export mar-
kets and a strong currency and growth is weak al-
most right across Euroland. GDP fell by 0.5% from Q1
to Q2 in Germany and by 0.3% in France and lItaly,
while Spain reported its lowest growth for 15 years of
just 0.1%.

Economic indicators have also deteriorated substan-
tially in Euroland. Most notably, Germany now looks set
to become the last of the big euro economies to be hit
hard. Indicators suggest that the economy is teetering
on the brink of recession.

Bad news for the German economy is also bad news for
the Danish economy, as Germany is still our largest ex-
port market. Although its relative importance has de-
clined somewhat in recent years, there is no doubt that
Danish industry will be hurt when Germany comes un-
der pressure, as the German market accounted for
17.5% of Danish goods exports in H1. Danish exports
to Germany actually performed surprisingly well in Q2,
climbing 14.7% (excluding oil), and have grown by
16.7% over the past year. However, even though ex-
ports to Germany are still growing, it is probably only a
matter of time before the slowdown in our big
neighbour to the south makes its mark at home..

Editor in Chief: Chief Economist Steen Bocian, + 45 45 12 85 31, stbo@danskebank.dk

Internet: www.danskebank.dk/danskeanalyse
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Denmark

Steen Bocian, Chief Economist, +45 45 12 85 31, stbo@danskebank.dk

Exports continue to surprise

Exports are currently one of the few bright spots in the Danish economy. Despite the strong DKK, continued
erosion of our competitiveness and increasingly slow growth in our export markets, Danish exports are
continuing to grow. Monday brought the figures for June, which means that we now have data for the whole
of Q2 and there was a clear positive trend. Exports climbed 4.2% g/q, which is a much faster rate of
growth than in Q1. This growth was broad-based, although exports of oil stand out, having benefited from
high global energy prices during the quarter to climb almost 15% g/q. But high oil prices do not tell the
whole story. Traditional industrial exports grew by 3.5% in Q2, and agricultural exports also increased, so it
really is fair to say that it was a broad-based upswing.

Looking at the breakdown by country, it was particularly exports to EU countries that grew in Q2. Compa-
nies selling to the USA, on the other hand, had a tougher time, with exports to the USA falling 7% in Q2.
Much of this was due to the deterioration in the USD, however, as the foreign trade statistics are compiled
in current rather than constant prices.

Another reason why exports can be expected to make a healthy contribution to growth in Q2 is that imports
actually fell slightly from Q1 to Q2. There is therefore much to suggest that net exports will help to ensure
that the Danish economy moves back out of recession in Q2. This is not to say that the Danish economy is
in rude good health but it does show very clearly that the economy has not run completely off the rails.

Healthy growth in exports Key events of the week ahead
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Sweden

Roger Josefsson, Chief Economist, +46 8 568 80558, roger.josefsson@danskebank.se

Revised growth forecast

We have been arguing for the past two years that the ongoing slowdown would worsen into, at least, a re-
cession-like mode. And by most measures we have been on the money. However, it is time to change our
forecast, in part because of the unexpectedly low outcome for Q2 GDP, but also because some key assump-
tions have deteriorated lately. It could be argued that first half growth in the US was stronger than ex-
pected, but this was largely due to one-off effects that will not be repeated. US growth will continue on its
anaemic path in H2, and more important still, growth prospects in Asia and (especially) Europe have wors-
ened. All in all this will mean lower export growth in the coming quarters.

In addition, domestic demand has plunged, with the National Institute for Economic Research presenting a
growth indicator much below normal . This has also been mirrored in other data both survey and hard.
Unfortunately, this is still not all. Corporate profits are declining and household balance sheets are weaken-
ing on the back of plummeting stock markets and a dire outlook for house prices. And to top it off, banks are
tightening credit standards (in addition to the higher interest rates that households and companies face).

Adding it all up, we believe that (calendar adjusted) GDP growth will come in at 1.0% (1.8%) this year and
0.9% (1.8%) next year. It is not until 2010 that fundamentals will kick in more visibly and push growth
above the 3% y/y-mark. The unemployment rate should start to rise in H2 this year and peak above 8%2%
towards winter 2009.

New forecasts Key events of the week ahead
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Date Time Event I Period | DanskeBank  Consensus | Previous
Thu21 930 SEK  Statistics Sweden, Unemployment % Jul 55 6.2 8.1
Thu21 15:00 SEK  Riksbank speech by Dep Governor Oberg on "The economic situation
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Euroland

Sgren Dijohn, Senior Analyst, +45 45 12 85 16, srdi@danskebank.dk

Slight growth downgrade from the ECB

The final inflation numbers for July saw the preliminary figure revised down from 4.1% to 4.0%. Core infla-
tion remains in check excluding energy, food, alcohol and tobacco, consumer prices rose 1.7% y/y, which
is 0.1 percentage point less than in June. According to the ECB definition (ie, total minus energy and non-
processed food), prices increased by 2.5%, which is the same as in June.

Euroland growth is clearly weakening. GDP in Q2 was down 0.2% on Q1. The downturn is in part due to cor-
rections in the wake of temporary effects that boosted growth in Q1 we estimate that underlying growth in
Euroland was 0.2% g/q in Q2. The correction hit all-four Euroland majors: German GDP fell 0.5% relative to
the previous quarter, France and Spain saw a fall of 0.3%, and Spain experienced its slowest growth in 15
years just 0.1%. Thus, the ECB s comment in connection with last week s rate meeting that there is some
materialisation of these (downside) risks (to growth) now clearly applies to the national accounts of the
member countries. We expect more weak data in the coming months, and low growth and the risk of reces-
sion will remain themes until at least the end of the year.

In the coming week this will be reflected in weaker numbers in Germany, where we expect that manufactur-
ing PMI will fall below 50, ie, indicating contraction. As regards German service PMI, we expect a fall to 51.
This marks a resumption of the downturn after the largely sideways movements of recent months. The
ZEW indicator is also due, and we estimate it will come out at 64. Thus our view of the German economy is
more pessimistic than consensus, and this has had a spill-over effect on our forecast for Euroland PMlI,
where we also expect greater falls than consensus.

Business sentiment declining Key events of the week ahead
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Germany, we expect manufacturing PMI at
49.5 and service PMl at 51.

I Period I DanskeBank  Consensus | Previous

Mon 18 830 FRF  Bank of France, business sentiment Index Jul 94 95
Mon 18 11:00 EUR Trade Balance EUR bn Jun -15
Tue 19- 25 - DEM Import prices m/mly/y Jul 1.5%|8.9%
Tue 19 800 DEM PPI m/mlyly Jul 0.9%]6.7%
Tue 19 11:00 DEM ZEW economic sentiment Index Aug -630 -61.8 639
Tue 19 11:00 DEM ZEW current situation Index Aug 120 13.0 17.0
Thu21 9.30 DEM PMI services, preliminary Index Aug 510 52.0 53.1
Thu21 930 DEM PMI manufacturing, preliminary Index Aug 49.5 50.5 50.9
Thu21 950 FRF  PMI manufacturing, preliminary Index Aug 47.0 47.1
Thu21 950 FRF  PMI service, preliminary Index Aug 47.5 475
Thu21 10:00 EUR PMI service, preliminary Index Aug 475 48.0 48.3
Thu21 10:00 EUR PMI manufacturing, preliminary Index Aug 46.0 47.1 47.4
Fri22 10:00 EUR Currentaccount EUR bn Jun 73
Fri22 11:00 EUR Industrial new orders m/m|y/y Jun -1.4%|.. -3.5%|-4.4%
Fri22 15:00 BEF Business Confidence Index Aug -76
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UK

Allan von Mehren, Chief Analyst, +45 4512 80 55, alvo@danskebank.dk
John Hydeskov, Senior Analyst, +45 45 12 84 97, johy@danskebank.dk

Bank of England softer than expected

The Bank of England (BoE) released its August Inflation Report on Wednesday 13 Aug. As expected, the
BoE revised its growth path downwards and the inflation path upwards compared to the May Inflation Re-
port. Although such revisions were generally expected, markets were surprised by how negative the report
was and also how downbeat BoE Governor Mervyn King was at the press conference afterwards. Market
reaction to the Inflation Report was quite strong: EUR/GBP rose from 0.7860 to 0.7930, before falling
slightly back, and the yield on the 2Y UK gilt dropped around 15bp to 4.52%. These movements were Sig-
nificant, as reaction to the May report, which also had a concerned tone and some controversial content,
was rather limited. In our view, the Inflation Report depicts a pretty fair picture of the challenges confronting
UK policymakers. Growth prospects are unusually bleak due to the downturn in house prices threatening to
suppress consumption, but the BoE cannot justify resuming the easing cycle while inflation is soaring. How-
ever, as soon as inflation has peaked and starts coming down to more tolerable levels, the BoE can again
cut rates. Accordingly, we expect the BoE to lower the base rate to 4% by end-09 (base rate currently 5%)
to stimulate the economy and to ensure that inflation does not undershoot its target. Our outlook of GBP
underperformance remains intact. We expect EUR/GBP will return to territory above 0.80 (GBP/DKK be-
low 9.32), though higher (lower) levels cannot be ruled out when the magnitude of the slump in the UK
economy becomes clearer.

In the past week we also had numbers for housing in terms of the RICS survey. The survey rebounded a bit
and was better than expected. However, it is still at a very low level, highlighting the current weakness of the
UK housing market (see chart). Unemployment data showed a stronger than expected rise of 20.1k (con-
sensus 17.1K). Finally, inflation jumped to a new high of 4.4% (consensus 4.2%), highlighting the dilemma
for the Bank of England. Core inflation rose to 1.9% from 1.6% last month.

RICS survey still shows very weak housing Key events of the week ahead
115- Netbal yly3ma 125 e Monday: Rightmove house price index. Has
2‘;' <<RICS house price index 1(7):2 shown pronounced declines recently.
40- 50 » Wednesday: Minutes from the latest Bank of
_13: .25 England meeting. Focus on how the votes were
:gg: - 00 cast this time. We go for a 7-1-1 decision.
85 ETeaiesss - 25 e Wednesday: CBI industrial trends should
-110; 50 weaken.

e Thursday: Retail sales will give more informa-
tion on the state of the UK consumer. We see
downside risks to the number.

I Period | Danske Bank Consensus | Previous
Mon 18 101 GBP Rightmove House Prices m/m|y/y Aug -1.8%|-2.0%
Wed 20 10:30 GBP  Public Finances (PSNCR) bn.GBP Jul 90 155
Wed 20 10:30 GBP M4 Money Supply, preliminary m/mly/y Jul 1.8%|11.4%
Wed 20 10:30 GBP  Minutes from MPC meeting
Wed 20 12:00 GBP CBlIndustrial Trends Aug
Thu21 10:30 GBP  Retail Sales m/mlyly Jul -0.2%[2.0% -3.9%|2.2%
Fri22 10:30 GBP  GDP, preliminary q/qlyly 2nd quarter 0.2%|1.6% 0.3%|1.6%
Fri22 10:30 GBP  Index of services 3m/3m Jun 0.4%

DANSKE BANK 6


mailto:alvo@danskebank.dk

AUGUST 15, 2008 WEEKLY FOCUS

Switzerland

Niels Blomquist, Assistant Analyst, +45 45 42 81 57, niblo@danskebank.dk
New interest and exchange rate forecasts

As a consequence of the current development in economic data and at the financial markets we have re-
vised our view of the Swiss National Bank (SNB). As the growth forecasts for Europe have worsened and in-
flation have spiked we don t see any changes for interest rate hikes within the next 12 months.

A change in interest rates does not normally impact fully on the economy for about 18 months. An interest
rate hike at the next rate-setting meeting in mid-September would only worsen the outlook for the real
economy, which is already facing a downturn. The KOF leading indicator suggests GDP growth of less than
1% y/y in six months time, down from 3.1% y/y in Q1 this year. Furthermore, the recent downward trend in
commodity prices, which had hitherto been a major factor in the rise in inflation in Switzerland, suggests
that the pressure on inflation is only temporary. In its latest inflation forecast, the SNB forecasts that infla-
tion will move below the target of 2% y/y in Q2 09. Adding these factors together means that we now ex-
pect the SNB to leave interest rates alone.

Since the SNB s last rate-setting meeting in June there has been a marked shift in the focus of central
banks. At the beginning of June there was a lot of focus on inflation, but now the focus is also on the nega-
tive growth outlook the inflation-obsessed ECB in particular has recently expressed concern about the
growth outlook for Euroland. The SNB has not been particularly forthcoming since the June rate meeting,
when it put out a relatively neutral press release. There has also been a marked shift in the market s focus.
At the time of the June meeting, rate increases of 75bp over the next 12 months were priced into the OIS
curve, whereas now just a single 25bp hike is priced in for the next 12 months.

Relative to Euroland the key figures have been better in Switzerland and as we expect this trend to continue
in the near future, we still expect to see a stronger CHF vis-a-vis EUR and DKK. A stronger CHF is also con-
sistent with our expectation of an appreciation of JPY, as defensive currencies as usual track each other.
Our forecast is still EUR/CHF 1.60, 1.58 and 1.56 in 3, 6 and 12 months, respectively.

The past week has brought consumer confidence data that confirms that Swiss private consumption is be-
ginning to look weaker. The coming week brings producer and import prices. Given recent movements in
commodity prices, these figures are expected to mark a provisional peak in inflation. The week also sees re-
tail sales figures for June. The series is highly volatile, but could well surprise on the upside this time
around thanks to the EURO 2008 soccer tournament.

SNB believes inflationary pressure to be Key events of the week ahead
temporary
30-9%y/sy SNB Juneforecast  ++_ %yly - 30 = Monday brings retail sales figures for June, which
25 /’ ' 25 will naturally be boosted by the EURO 2008 soccer
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L5 P e 15 « Thursday sees the publication of producer and im-
10- 10 port prices for July.
05- 05 e Thursday also brings trade figures for July.
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Date Time Event I Period I DanskeBank  Consensus | Previous
Mon 18 915 CHF Retail sales yly Jun 32% 74%
Thu21 815 CHF Trade balance CHF bn Jul 2.00 241
Thu21 915 CHF Producer & Import prices m/m|y/y Jul 0.3%|4.6% 0.6%|4.5%
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USA

Signe Roed-Frederiksen, Senior Analyst, +45 45 12 82 29, sroe@danskebank.dk

Housing construction still looks weak

Credit standards are becoming increasingly stringent for a broad range of loan types something con-
firmed by the past week s Senior Loan Officer Survey, which is published by the Federal Reserve on a quar-
terly basis. The survey covers the period from May to July and revealed a clear trend towards further tight-
ening of credit standards for mortgages, consumer loans and business loans. With regard to mortgages,
credit tightening has spread in recent quarters from sub-prime and non-traditional loans (typically given to
borrowers with a lower credit rating) to also hit borrowers with better credit ratings who would qualify for
prime loans (see graph below).

Tighter credit standards will in themselves dampen demand for housing and put downward pressure on
prices, but it is difficult to quantify the direct effect on, for example, new housing starts or house prices.
However, there is no doubt that the ongoing tightening of credit is a contributing factor to the US housing
market remaining weak. In addition, the turmoil surrounding the two largest mortgage institutions in the US,
Fannie Mae and Freddie Mac, has added to the upward pressure on US mortgage rates, which again puts
additional pressure on the housing market.

Recent months have seen a stabilisation in a number of housing market indicators, such as home sales and
new housing starts, which could be the first signs that housing construction has bottomed out. However,
there is a risk that tighter credit standards and rising mortgage rates could spark another episode of
downward pressure on prices and construction activity. We expect that the coming week s figures for new
housing starts and building permits will see a resumption of the downward trend, while we expect that
NAHB (builder confidence) will stabilise, but at a level that suggests further negative contributions to GDP
from housing construction in the coming quarter.

Credit tightening continues Key events of the week ahead
100- 94 of respondents % respondénts - 100 - Monday: We expect a small increase to 17 in the
80 Senior loan officer opinion survey... » 80 . .
tighter credit standards Non-tsras'v_ona NAHB housing market index for August
ubprime . a2
60- - 60 » Tuesday: Data new housing starts and building per-
40- - - 40 mits will resume a downward trend
Total (discontinued) )
20 - 20 » Tuesday: Fed s Fisher speaks
0- — 0 » Thursday: Philly Fed index expected to rise to -11.4
20 ..., b2 from -16.3 in July
90 92 94 96 98 00 02 04 06 08

e Friday: Bernanke to speak on financial stability in
Jackson Hole

Date Time Event I Period | DanskeBank  Consensus | Previous
Mon 18 19:00 USD NAHB Housing Market Index Index Aug 17 16 16
Tue 19 14:30 USD PPI m/mlyly Jul 0.5%]9.0% 0.5%]9.5% 1.8%|9.2%
Tue 19 14:30 USD PPl core m/mlyly Jul 0.3%|3.2% 0.2%|3.2% 0.2%|3.0%
Tue 19 14:30 USD Housing starts 1000 Jul 890 960 1066
Tue 19 16:00 USD Building Permits 1000 Jul 970 970 1091
Tue 19 16:00 USD Fed's Fisher (voter, hawk) speaks

Wed 20 13:00 USD MBA mortgage applications

Thu21 14:30 USD Initial jobless claims 1000

Thu21 16:00 USD Philadelphia Fed. Index Aug -114 -15.0 -16.3
Thu21 16:00 USD Leading indicator % Jul -0.2 0.1
Fri22 16:00 USD Fed's Bernanke (voter, neutral) speaks
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Asia

Flemming J. Nielsen, Senior Analyst, +45 45 12 85 35, flemm@danskebank.dk
Japan weakening but rate cut unlikely

GDP numbers for Q2 confirmed that the Japanese economy has seriously deteriorated (see Flash Comment - Japan:
Q2 GDP plunge on weak exports and private consumption). The bulk of the blame lies with private consumption and
exports, although the negative contribution from net exports was less than we had estimated due to a greater than
expected decline in imports. Also weighing negatively on growth was a surprising fall in housing investments of -3.4%
g/g we had counted on a small rise. While there are clear signs that the pressure on the Japanese consumer has
spread to the housing market, we reckoned that this would not hit housing investments until Q3.

The Bank of Japan (BoJ) will be holding a monetary policy meeting in the coming week, and like the market we expect
that it will keep rates unchanged at 0.5% anything else would be a major surprise. We are still of the opinion that
the BoJ will keep its leading rate unchanged for the coming year, which is also the market view (see graph below).
Very weak data in recent months has meant the market pricing in a lower probability of a rate hike and increasingly
seeing the risks as more symmetrical ie, the next move in rates could be in either direction. \We still believe the next
move will be up, but that it will not happen until at least late 2009. The BoJ will, however, presumably soften its tone in
the coming months as it adjusts its forecast to reflect the current weakness in growth. This means the market may
very well start to price in a greater probability of a rate cut in the coming months, whereas it is less likely that the
market will begin to aggressively price in a rate hike in 2009. One reason we do not buy into a rate cut is that we
doubt a reduction in rates of 25bp or 50bp would have much effect on the economy. Indeed the discussion in Japan is
now increasingly about whether there is a need for fiscal easing.

Chinese economic data have recently has been something of a mixed bag, though mainly positive. Most important
was that inflation fell again in July (see Flash Comment - China: Inflation drops more than expected), which provides
more elbow-room to stimulate growth. Exports, however, are gearing down (see Flash Comment China: Export
growth still slowing despite robust July figure) and this is presumably contributing to slightly weaker growth in indus-
trial production at the moment (see. Flash Comment - China: Industrial production slows).

Expectations for key policy rate in Japan Key events of the week ahead

0.80- 9% e On Tuesday, the BoJ will announce its rate decision
in connection with its monetary policy meeting. We
expect an unchanged key rate of 0.5%

060. 3monthago e Japanese trade figures for July due Thursday. Focus

:ﬁ: will be on exports, which fell sharply in Q2.
050 < Nothing of importance due in China.
Our expectation te/ Today

0.40- O/Ntargetrate

0.70-

IM 2M 3M 4M 5M 6M 7M 8M 9M 10M 11M12M
030, . .
Note: Shows Japanese forward O/N rates in the market at various

points in time. Can be perceived as the market’s expectation for
the key policy rate.

Date Time Event I Period | DanskeBank  Consensus | Previous
Wed 13-18 - CNY Money supply M2 yly Jul 17.1% 17.4%
Wed 13-19 - CNY Wholesale Prices yly Jul 9.5%
Mon 18 7.00 JPY  Leading Economic Index, final Index Jun 91.2
Mon 18 7.00 JPY Coincident Index, final Index Jun 1017
Wed 20 150 JPY  All Industry Activity Index m/m Jun -0.9% 0.4%
Wed 20 7.00 JPY BankofJapan Monthly Report

Thu21 150 JPY Adjusted merchnds trade balance bn JPY Jul 3505 1354
Thu21 1.50 JPY Merchnds Trade Balance, Total JPY bn Jun 250.0 138.6(121.9rev.
Thu21 800 JPY Machine Tool Orders, preliminary yly Jul

Fri22 150 JPY BoJ Board Minutes Jul
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Foreign Exchange

Teis Knuthsen, Chief Analyst, +45 45 12 84 95, tekn@danskebank.dk

EUR/USD turnaround could be slow and bumpy

When we presented our latest FX forecast at the start of July (see FX Forecast Update: To catch a rising
tide), we were quite sure that EUR/USD was set to go higher. This prompted us to revise up our short-term
forecast for EUR/USD to 1.60. However, we were not prepared to abandon our expectation of the inevitable
halt in the enduring ascent of the euro, and so we kept our 1-year forecast of 1.50 intact. Events have
moved fast since then, with EUR/USD already hitting a new high of 1.6038 on 15 July and then tumbling be-
low 1.50 in early August.

To be sure, it is not only the euro that has lost ground to the dollar, which underlines that the main explana-
tion behind the movements of recent weeks is heightened fears of an economic downturn outside the USA.
While the economic woes of the USA should definitely not be underestimated, there now appears to be an
increasing risk of a global recession, or at least a G7 recession. A rising dollar at this point underlines both
the defensive characteristics of the USD and that the USA s problems have been plastered across the front
page for rather a long time.

There are three sound reasons why EUR/USD could continue to decline in the coming year. First, the euro is
decidedly overvalued relative to historical benchmarks. This can continue as long as the economy is ex-
panding, but in a downturn, with several countries on the brink of recession, it can be difficult to maintain.
Second, Euroland has experienced a significant outflow of capital over the past several months (see EUR:
Where’s my 75bn?). From a historical perspective, it is rather unusual that the euro has been able to rise at
the same time as net capital flows have been outbound. One likely explanation is that while there has been
an outflow overall, there has been a significant inflow from the USA. This is a relatively new phenomenon
that arose because European investors have been aggressively selling US securities since last summer.
However, we do not believe this will continue. Third, one should not underestimate that the USD typically
strengthens between 6 and 12 months into a US slowdown.

There are, of course, risks in the other direction, including the significant cyclical and structural problems
that lie ahead for the USA just as economic policy targets after the November election are unclear. Overall,
though, we believe that EUR/USD could fall further and USD/DKK rise in the coming year, but just as
was the case in 2000/2001, the turnaround could be slow in coming.
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Fixed Income

Peter Possing Andersen, Senior Analyst, +45 45 13 70 19, pa@danskenbank.dk

Yields to continue falling for the rest of the year

Euroland yields slid further in the past week, continuing the trend of the late summer. 2-year German gov-
ernment yields have now fallen a little more than 60bp from their peak in July to around 4%, while 10-year
yields are down by 47bp to 4.19%. The pronounced fall in yields in Europe has occurred as market focus
has shifted from inflation fears to growth concerns. This development has basically been driven by three
factors: A sharp turnaround in commodity markets, where prices are now back at spring 2008 levels, fur-
ther losses and problems in the financial sector, and surprisingly weak European growth data. Falling com-
modity prices have allowed the ECB a little more room to manoeuvre, and at its latest meeting the central
bank shifted from purely inflation worries to a more balanced concern for both inflation and growth. This
has had an increasing impact on the markets over the past week, and they are now pricing in almost two
rate cuts of 25bp for next year.

We very much expect that the trend of falling market yields will continue in the coming months. First be-
cause there is the prospect of further deterioration in the growth data for Euroland, where the risk of a re-
cession is rising. Second, the US economy remains on the cusp of a recession, and the economy will face
renewed weakness in H2 as the effects of the tax rebates fade. At the same time, we expect that commodi-
ties will stabilise around current prices, meaning that inflation will begin to fall slowly but surely a few
months from now. Furthermore, financial market uncertainty remains high, with an elevated risk of more
bad news from the financial sector. We estimate that this cocktail will allow market rates to fall further and
curves to steepen as a result both in the USA and in Euroland. With renewed weakness in US data on the
cards, we expect that the fixed income markets in Europe and the USA will track each other relatively
closely in the coming months (see New yield forecast - growth concerns are back , 15 August 2008).

After a couple of weeks packed full of inflation data, growth data will top the agenda in the week ahead
among them the first US housing market data for July and the first confidence indicators for August. Great-
est attention will presumably be focused on data from Euroland, where PMIs and the ZEW indicator are ex-
pected to deliver more bad news. All in all, we expect that this will help cement the trend of falling yields in
the markets.

Further falls in Europeanyields ... ..while USA will trade more sideways
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Source: Ecowin
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Macroeconomic forecast

Macro forecast, Scandinavia
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Macro forecast, Euroland

Private  Public Fixed Stock Ex- Im- Infla- Unem- Public ~ Public Current
Year GDP! cons® cons! inv®  build®> ports® ports®  tion® ploym3 budget® debt*  acc’
Euroland 2007 26 16 23 43 -01 6,0 52 2,8 74 -0,8 67 -08
2008 14 0,7 12 22 01 29 22 38 72 -1.0 65 -05
2009 1.2 09 15 09 01 30 27 25 74 1.2 65 -07
Germany | 2007 27 -0,2 19 56 -01 85 55 29 83 -05 65 58
2008 16 06 07 17 02 51 33 31 75 -05 64 65
2009 11 11 11 05 0,0 50 39 22 75 -0,2 64 6,3
France 2007 19 19 20 41 -0,2 35 6,6 20 80 -23 63 -23
2008 16 16 0,9 22 02 31 4,0 35 79 27 62 -23
2009 14 14 13 15 0,0 25 39 31 7.6 -30 62 -23
ftaly 2007 18 17 0.8 28 0,0 25 18 2,6 59 -26 105 -17
2008 05 0,6 07 05 0,0 15 23 3,7 6,2 -25 103 24
2009 038 038 08 05 -01 25 28 21 6,5 -27 102 -25
Spain 2007 38 3.2 51 64 -04 55 6,8 34 80 15 37 -9,0
2008 14 05 51 00 00 40 33 45 90 07 35 -10,0
2009 24 11 51 -25 00 45 28 23 95 -03 35 -10,0
Holland 2007 30 18 32 4.8 -01 60 55 24 33 00 60 70
2008 22 17 0,6 32 01 4.6 48 23 29 0,0 59 65
2009 19 18 04 28 -01 35 54 17 28 00 60 65
Finland 2007 44 37 038 76 01 55 48 25 69 53 35 41
2008 2,6 27 05 35 0,0 20 15 38 6,3 47 33 38
2009 21 23 10 20 00 25 20 25 62 39 31 38

Macro forecast, Global

Private  Public Fixed Stock Ex- Im- Infla- Unem- Public ~ Public Current
Year GDP* cons®  cons’ inv.* build? ports1 ports1 tion® ploym.3 budget4 debt® acc.*
USA 2007 22 29 20 -18 -0,3 8,0 19 29 4.6 -1,2 60 -55
2008 15 16 24 -4,3 -0,2 6,3 21 44 54 -35 61 -45
2009 15 08 20 -12 01 73 13 26 6,0 -25 61 -31
Japan 2007 2,0 14 07 -05 -0,1 8,6 1.8 0,0 38 -34 180 41
2008 15 11 05 -04 0,0 59 -07 17 4,0 -34 182 4,0
2009 1,6 12 11 06 00 42 11 08 4,0 -33 183 42
UK 2007 31 31 19 41 0,0 42 -20 23 30 -25 43 -33
2008 1,6 13 23 42 -0,2 38 35 26 28 -25 43 -4,1
2009 16 13 24 30 0,0 34 30 21 3,0 -25 43 -4,0
Switzer- 2007 31 21 01 27 01 10,0 52 0,7 28 -0,2 55 151
land 2008 1,7 18 05 04 0,0 38 45 28 2,6 0,0 54 139
2009 1,6 16 0,6 1,7 0,0 47 52 19 27 0,0 53 149
Source: 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 int. . 10-yr swa Currenc Currenc Currenc
rgte 2yl sy ))//ield P Vs EURy VS USDy Vs DKKy
usD 15-aug 2,00 341 4,64 1474 - 506,2
+3m 2,00 315 455 145 - 514
+6m 2,00 335 4,60 143 - 522
+12m 2,00 3,75 4,75 140 - 533
EUR 15-aug 425 4,75 4,69 - 1474 7459
+3m 4,25 445 455 - 145 746,0
+6m 4,25 445 450 - 143 746,0
+12m 4,25 4,85 4,70 - 140 746,0
JPY 15-aug 0,50 0,99 1,65 1627 1104 458
+3m 0,50 0,75 155 155 107 481
+6m 0,50 0,95 1,60 150 105 497
+12m 0,50 1,35 1,75 147 105 5,07
GBP 15-aug 5,00 536 5,09 794 1857 939,8
+3m 5,00 5,05 4,85 81,0 179 921
+6m 5,00 4,85 4,85 80,0 179 933
+12m 450 4,60 4,90 78,0 179 956
CHF 15-aug 2,75 2,85 339 162,0 109,9 460,5
+3m 2,75 2,60 3,20 160 110 466
+6m 2,75 2,60 3,20 158 110 472
+12m 2,75 3,00 3,50 156 111 478
DKK 15-aug 4,60 517 4,89 7459 506,2 -
+3m 4,60 4,80 4,70 746,0 514 -
+6m 4,60 4,80 4,65 746,0 522 -
+12m 4,60 5,00 4,80 746,0 533 -
SEK 15-aug 450 511 494 935,2 634,7 798
+3m 4,75 4,65 4,80 945 652 789
+6m 450 435 4,65 945 661 789
+12m 4,00 4,30 4,65 930 664 80,2
NOK 15-aug 575 6,36 563 798,38 5421 934
+3m 575 6,40 555 800 552 933
+6m 575 6,30 550 790 552 944
+12m 575 6,40 570 780 557 95,6
PLN 15-aug 6,00 6,23 585 3333 2262 2238
+3m 6,00 6,60 6,20 340 234 219
+6m 6,00 6,50 6,10 340 238 219
+12m 6,00 6,40 6,00 345 246 216
Equity markets
Ri Price trend Price trend eI
isk recommen-
Regional SIS bl dations
USA Low -5%to+5% +5%to+10% Overweight
Japan High 5% to+5% +5% to+10% Neutral
Emerging markets (USD) High 5% to+5% +5%to+10% Underweight
Pan-Europe (EUR) Low -5%to+5% +5% to +10% Neutral
Nordics
Denmark Average -5%to+5% +5% to +10% Neutral
Sweden High -5%to+5% +5%to+10% Overweight
Norway High 5%to+5% +5%to+10% Neutral
2008 - average Average
14-aug Q1 Q2 Q3 Q4 2008 2009
ICE Brent 112 96 1227 120 124 113 128
Aluminium 2776 2779 2995 300 3.300 2344 3.400
Copper 7.385 7.741 8.309 7.900 8.300 8.063 8.600
Gold 791 924 897 870 930 905 900
CBOT Wheat* 868 1.026 838 850 840 889 900
CBOT Corn* 562 527 630 600 600 589 710
* Note: US$/bushel
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Key data and events (1)

Monday, August 18,2008

1.01 GBP  Rightmove House Prices m/mlyly
7:00 JPY  Leading Economic Index, final Index
7:00 JPY  Coincident Index, final Index
8:30 FRF  Bank of France, business sentiment Index
915 CHF  Retail sales yly
11:00 EUR Trade Balance EUR bn
19:00 USD  NAHB Housing Market Index Index

Tuesday, August 19,2008

- JPY  BoJ Monetary Policy Announcement %
11.00 DEM ZEW economic sentiment Index
11:00 DEM  ZEW current situation Index
14:30 UsSD PPI m/mly/y
14:30 USD PPlcore m/m|y/y
14:30 USD  Housing starts 1000
16:00 USD  Building Permits 1000
16:00 USD  Fed's Fisher (voter, hawk) speaks

Wednesday, August 20,2008

1.50 JPY  AllIndustry Activity Index m/m
7:00 JPY  Bank of Japan Monthly Report

10:30 GBP  Minutes from MPC meeting

10:30 GBP  Public Finances (PSNCR) bn. GBP
10:30 GBP M4 Money Supply, preliminary m/mly/y
12:00 GBP  CBIIndustrial Trends

13:00 USD MBA mortgage applications

Thursday, August 21,2008

1.50 JPY  Adjusted merchnds trade balance bn JPY
150 JPY  Merchnds Trade Balance, Total JPY bn
8:00 JPY  Machine Tool Orders, preliminary yly
8:15 CHF  Trade balance CHF bn
9:15 CHF  Producer & Import prices m/mly/y
9:30 SEK  Statistics Sweden, Unemployment %
9:30 DEM  PMl services, preliminary Index
9:30 DEM  PMI manufacturing, preliminary Index
9:50 FRF  PMI manufacturing, preliminary Index
9:50 FRF  PMIl service, preliminary Index
10:00 EUR  PMIl service, preliminary Index
10:00 EUR  PMI manufacturing, preliminary Index
10:00 NOK  GDP (mainland) q/q
10:00 NOK  GDP (total) q/q
10:30 GBP  Retail Sales m/mly/y
14:30 USD Initial jobless claims 1000
15:00 SEK  Riksbank speech by Dep Governor Oberg on "The economic situation
16:00 USD  Philadelphia Fed. Index
16:00 USD Leading indicator %
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Key data and events (2)

Friday, August 22,2008 Period Danske Bank Consensus Previous
1:50 JPY  BoJBoard Minutes Jul
10:00 EUR  Current account EUR bn Jun -73
10:00 LTL  Industrial production yly Jul 4.2%
10:30 GBP  Index of services 3m/3m Jun 0.4%
10:30 GBP  GDP, preliminary q/qly/y 2nd quarter 0.2%]1.6% 0.3%|1.6%
11:00 EUR  Industrial new orders m/mly/y Jun -1.4%).. -3.5%|-4.4%
15:00 BEF  Business Confidence Index Aug -76
16:00 USD Fed's Bernanke (voter, neutral) speaks at Jackson Hole

During the week | Period | Danske Bank  Consensus | Previous

Wed 13-18 CNY  Money supply M2 yly Jul 17.1% 17.4%

Wed 13-19 CNY  Wholesale Prices yly Jul 9.5%

Tue19-25 DEM  Import prices m/mlyly Jul 1.5%8.9%

The editors do not guarantee the accurateness of figures, hours or dates stated above
For furher information, call +45 33 44 05 30.
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This report has been prepared by Danske Research, which is part of Danske Markets, a divi-
sion of Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory
Authority.

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 the Danske Bank Research Policy. Employees within the Dan-
ske Bank Research Departments have been instructed that any request that might impair the
objectivity and independence of research shall be referred to Research Management and to
the Compliance Officer. Danske Bank Research departments are organised independently
from and do not report to other Danske Bank business areas. Research analysts are remu-
nerated in part based on the over-all profitability of Danske Bank, which includes investment
banking revenues, but do not receive bonuses or other remuneration linked to specific corpo-
rate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of In-
vestment Professionals’Ethical rules and the Recommendations of the Danish Securities

Dealers Association.

Financial models and/or methodology used in this report

Calculations and presentations in this report are based on standard econometric tools and
methodology as well as publicly available statistics for each individual country. Documenta-
tion can be obtained from the above named authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this report, including as sensitiv-
ity analysis of relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report.

Disclaimer

This publication has been prepared by Danske Bank for information purposes only. It is not an
offer or solicitation of any offer to purchase or sell any financial instrument. Whilst reason-
able care has been taken to ensure that its contents are not untrue or misleading, no repre-
sentation is made as to its accuracy or completeness and no liability is accepted for any loss
arising from reliance on it. Danske Bank; its affiliates or staff, may perform services for, solicit
business from, hold long or short positions in, or otherwise be interested in the investments
(including derivatives), of any issuer mentioned herein. Danske Bank’s research ana-lysts are
not permitted to invest in securities under coverage in their research sector.

This publication is not intended for private customers in the UK or any person in the US. Dan-
ske Bank A/S is regulated by the FSA for the conduct of designated investment business in
the UK and is a member of the London Stock Exchange.

Copyright (©) Danske Bank A/S. All rights reserved. This publication is protected by copy-
right and may not be reproduced in whole or in part without permission.
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