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DKK v. EUR swap rates

Has the dust settled for Denmark? Hike, cut or nothing?

Lars Peter Lillegre, June 18



DKK v. EUR over the past two months

 Denmark has been subjected to two hikes lately, one explicitly on April 24t and one
implicitly on June 5%,

e What happens from here depends very much still on the ECB and perhaps in
particular the success of the measures introduced in June.

e As of right now we see EURDKK dead centre in the comfort zone for Nationalbanken,
but given the hikes above, the speed with which kronen has appreciated has left some
shouting for a cut on behalf of Nationalbanken.

e Such a move is however not supported by the FX cross, nor by any reasonable
assumption on central bank policy. Neither is it in market rates, certainly not clearly as
of right now. Indeed, leaning heavily on historical relationships, the primary variable
pointing in that direction lies with the (non-traded) Cibor fixing.

e We look into the re-pricing of the curves in swap space in these slides, and in
particular address the DKK-EUR widenings of late.

e Qverall, another hike seems to have been removed from the equation, but on the
other hand, an autonomous cut from Nationalbanken is not likely at this time either.
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EURDKK & intervention: The long view

e EURDKK is now around 7.456, almost
0.01 down locally since the June 5t
ECB meeting. See next slide for
developments on the short horizon.

* Asthe upper chart highlights, in
historical terms, this is neither an
intervention area, nor an area in
which a rate cut is likely to incur.

e Nationalbanken looks to have
succeeded in having the ECB doing the
chores. We see no need for neither a
cut or a hike on the immediate
horizon.

* Nationalbanken might actually be
comfortable with an increase in the
foreign exchange reserve too, cf. lower
chart.

Nordeo!‘

7.470 1EUR/DKK

7.465 A

Central parity

DKKbn[ 70

7.460 A
7.455
7.450 1
7.445 A
7.440 A
7.435 1
7.430 -
7.425 1
7'420_.

99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

= Central bank intervention, net sale, rhs —=EUR/DKK

550 A
500 A
450 ~
400 ~
350 A
300 A
250+
200 ~
150 ~

100 +

DKKbn

Source: Nordea Markets and Macrobond

DKKbn [ 550
500
450
400
350
300
250
200
150
100

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

==Foreign Exchange Reserve

Kilde: Nordea Markets og Macrobond

Markets



EURDKK FX spot: Stark appreciation lately

From disappointment (cries for another hike) to something else (some cries for an autonomous cut).

...........
.

*  The 15bp depo-hike on April 24t was asurprise;:

and as such impacted the FX and rate market
guite hard at the time.

*  The scope of the ECB package on June 5t was
seemingly also a surprise to the market with e.g.
the 3M Cita swap rate jumping 6.5bps.

*  The most critical entity for Nationalbanken is of
course the EURDKK Fx spot.

e The fixing gap implied in the upper chart is the
main reason for cries of a cut, and the latest
move is substantial.

* Inalonger perspective (lower chart), the FX is
not too strong, at least not yet and certainly not
relative to mid 2012.

e What happens with the FX on the immediate
horizon is very much derived by the Eonia rates,
and how low these will go.
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DKK & EUR O/N swaps: Stories to tell

Much uncertainty remains on where Eurozone excess liquidity lands, i.e. how will the new TLTRO mix with
redemptions on the old ones, and use of the extant facilities. This is very much unclear, but will be critical for Eonia’s
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*  For details on Eurozone excess liquidity and the 10 4  spread

uptake potential for the TLTRO (and other
things), see EONIA — less than zero?

* Insummation, the EURDKK FX spot has recently
been driven in very large part by EUR money
market rates. These have moved down a lot since
the ECB delivered, and also previously when the
market thought the ECB would deliver.
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e Thisis clearly evident in DKK-EUR spreads for
short O/N based swaps (Cita v. Eonia), cf charts.
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DKK & EUR O/N swaps: Stories to tell (2)

Whereas we see value in e.g. 6M3M vs. O/N rates, much of that comes from Eonia rates very likely rebounding from
their global lows, the case is not there for e.g. 2y1y.
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DKK & EUR xlbor based swaps: Fixings gap

In the Eurozone, Euribor fixings are playing catch-up to Eonia. Cibor-Euribor fixing gaps are again on the rise.

e The forward structure on 1Y swaps vs. xlbor 3s is
displaying a different picture than O/N rates.

e While the 1Y spot reacted starkly, this effect is
gone as early as 2y1y, cf. upper chart.

*  Much of the move in 1Y spot can be attributed to
the fixing gap between Cibor 3M and Euribor 3M.

*  Note that only the front Cibors are lifted (bottom
right chart): No incentive for receiving 2yly or

3yly vs. 3s.
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DKK & EUR xlbor based swaps: Best value in 5y spreads

For longer swaps, DKK risk is looking increasingly cheap, with or without a cut. These trades also roll strongly
(relative to EUR based swaps). The best segment is forward starting swaps on 5Y tails.
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Nordea Markets is the name of the Markets departments of Nordea Bank
Norge ASA, Nordea Bank AB (publ), Nordea Bank Finland Plc and Nordea
Bank Danmark A/S.

The information provided herein is intended for background information
only and for the sole use of the intended recipient. The views and other
information provided herein are the current views of Nordea Markets as of
the date of this document and are subject to change without notice. This
notice is not an exhaustive description of the described product or the risks
related to it, and it should not be relied on as such, nor is it a substitute for
the judgement of the recipient.

The information provided herein is not intended to constitute and does not
constitute investment advice nor is the information intended as an offer or
solicitation for the purchase or sale of any financial instrument. The
information contained herein has no regard to the specific investment
objectives, the financial situation or particular needs of any particular
recipient. Relevant and specific professional advice should always be
obtained before making any investment or credit decision. It is important to
note that past performance is not indicative of future results.

Nordea Markets is not and does not purport to be an adviser as to legal,
taxation, accounting or regulatory matters in any jurisdiction.

This document may not be reproduced, distributed or published for any
purpose without the prior written consent from Nordea Markets.
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