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Overview

» Danish inflation surprised on the downside in February when headline inflation fell for the fifth consecutive month and the year-over-year
rate was just 0.6%.

» We expect inflation to increase by an average of 0.9% in 2018 — down from 1.2% in 2017.

* In 2019 we expect inflation to reach an average of 1.4%. This will be triggered by higher wage pressure due to a positive output gap and
by higher expected housing rents.

» Taking a closer look at the linkers, DGBi 2023 has performed since the end of February and now trades at a higher BEI than DBRi 2023. At
the same time the liquidity of the bond has worsened as it is no longer an on-the-run issue, while the inflation numbers have surprised on
the downside.

» DGBi 2030 and DBRi 2030 have been trading at the same breakeven inflation.

» So far the only auction for DGBi 2030 was the introductory auction on 7 February when DKK 5.1bn was sold. Since then DGBi 2030 has
been on two switch auctions versus DGBi 2023, but there was no interest at the latest auction on 15 March. The outstanding amount is
now DKK 6.6bn.

» The outstanding amount is therefore still quite low and the bond should trade at an illiquidity discount.

* EUR inflation swaps have been trending lower over recent weeks. However, the comparable forward EUR inflation structure is still steeper
than the BEI structure.

Primary key figures — DGBis

BEI - bond BEI - match maturity Nominel yield

Bond Maturity Yield . Real yield spread Bond comparable
comp curve point spread
DGBi 2023 15/11/2023 -1.11% 1.26% 1.23% 0.08% 0.15% DK 1.5 15Nov23
DGBI 2030 15/11/2030 -0.51% 1.18% 1.43% 0.07% -0.03% DK 0.5 15Nov27
DBRi 2023  15/04/2023 -119% 1.18% 1.18% DE 1.5 15May23
DBRi 2030  15/04/2030 -0.59% 1.28% 1.44% DE 6.25 04Jan30
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Downward trend in Danish inflation

« Danish inflation surprised on the downside in February. Headline Headline and core CPI
inflation fell for the fifth consecutive month and with a year-over-

. - . 3.01 % yly %, yly 3.0
year rate of just 0.6% it hit the lowest point in more than a year. \
254 r 25
» Core inflation was unchanged in February at 0.8%, but the level is (974
still 0.8% point below the recent peak in September 2017. 201 r 20

« The latest downward trend in Danish inflation is due to three 131

\ L
main factors: 1.0 \..\ /J\\[ \ 1.0

« Lower prices on food. In October 2017 prices on food peaked 0.5 L 05
with an annual increase of 3.7%, thereby contributing more 00 | oo
than 0.4% point to the increase in headline inflation. Since ' '
then food price inflation has declined again, contributing 051 _-05
“only” 0.10% point to the year-over-year inflation rate for 12 3 14 15 16 7o 18
February. CPI excl. Energy & Unprocessed Food ==CPI

Source: Nordea Markets and Macrobond

* Diminishing base effects from rising oil prices and lower .
prices on cars have lowered the contribution from transport. Housing rents

« Surprisingly low increases in rents. Rents in the Danish CPI 3257 %, yly %1y | 325
have a total weighting of 21.1% and are therefore the most 3.00 -3.00
important subcomponent. In February the annual update on 2751 — L 275
rents showed an increase of only 1.2% — the lowest increase 2504 T\f::;‘gczl 250
ever recorded since the start of the time series in 2001 and ' )
compared to 1.6% previously. This implies that rents only 2251 U —L’_I_ (225
contributed by 0.24% point in February compared to 0.33% 2,00 F2.00
point in previous months. 175 L 175
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Contribution to Danish inflation
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Source: Nordea Markets and Macrobond
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Danish inflation: Unchanged short term — higher long term

+ Over the coming months we expect Danish CPI to stay around the Food prices
current level.

60 1%, y/y %, y/y[ 125

« Starting in May, base effects from higher petrol prices will put 50 1 L 10.0
upward pressure on year-over-year inflation numbers. On the 40

other hand, lower base effects from especially food prices will 301 |

r 50

start to drag inflation downwards. Also lower taxes on cars will 20 /\\ \ A
continue to have a negative effect. 107' ./ \ y /“T'\ | 55
% V‘\\/‘/‘( M\,W.’f L

e In total we expect Danish inflation to increase by an average of 0 - 00
0.9% in 2018 — down from 1.2% in 2017. 0 | o5
* In 2019 we expect inflation to reach an average of 1.4%. This 30 L 5.0
higher inflation rate will both be triggered by higher wage 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
pressure due to a positive output gap and by higher expected The Economist Food index, DKK, adv. 4 months
housing rents. = Food & Non-alcoholic beverages price index, rhs
Source: Nordea Markets and Macrobond
Contribution from oil prices Nordea forecast for Danish CPI
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Danish inflation will start to outpace Euro-area inflation from mid-2018

Currently the DKK CPI is 0.6% point below the EUR HICP. This

spread is close to the peak last seen in the beginning of 2017.
Starting from mid-2018 we expect the DKK CPI to start to close
the gap towards the EUR HICP.

On a longer-term outlook, we expect Danish inflation to outpace

Euro-area inflation. This is based on several factors:

Negative base effects from lower taxes on cars and food will
disappear.

The Danish economy is already running above full capacity
compared to the Euro area where the output gap is still
negative —and probably more negative compared to the
common perception. See Euro-area inflation: Not so super
core.

The difference in terms of capacity utilisation will eventually
trigger higher domestic wage increases which will spill over to
higher service inflation in Denmark compared to the Euro
area.

A stronger positive contribution from higher housing rents in
Denmark — both because of higher prices and because of a
much larger weight in the Danish CPI relative to the Euro-area
HICP.

DKK CPI vs EUR HICP
4~0: Yo, y1y Inflation in EUR and DKK %, yIy | 4.0
3.0: N,v‘ i 3.0
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Breakeven inflation for DGBi 2023 exceeds that of DBRi 2023, while DGBi 2030 and
DBRIi 2030 trade in the same range

« The breakeven inflation, BEI, for DGBi 2023 has been steadily BEI for DGBi 2023 exceeds that of DBRi 2023

. . . . o
increasing since last summer and is now around 1.30%. BEI DGBI vs DBRI 2023 BEI spread, bps

1.30% 12

» The BEI for DBRi 2023 has also increased since the summer, but
has been trading in the 1.15-1.20% range since the turn of the year.

1.25% 10

worsened since it is no longer an on-the-run issue, while the 0.85%
inflation numbers have surprised on the downside.

1.20% 8

» This means that while the BEI spread used to trade between Obp 115% 6
and -6bp over the autumn, it is now positive and trading at 6- 110% 4
10bp. 1.05% 2

i . . 1.00% -0

» The higher BEI spread follows DGBi 2023 performance since the 0.95% )
end of February. At the same time the liquidity of the bond has 0.90% 4

6

8

0.80%

0.75% + T T T T T T T
Jan-17 Mar-17 May-17 Jul-17 Sep-17 Nov-17 Jan-18 Mar-18

e DGBi BEI| DBRi BEI ===BEIl spread, RHS
Source: Nordea Markets

«  DGBI 2030 has been on the market for a little over a month now BEI for DGBi 2030 is below that of DBRi 2030

-10

and the BEI has been trading between 1.40% and 1.50% when e DGBI vs DBRi 2030 - curve comparable
calculating it with the yield from the Danish government bond ’ o"
curve. 193% 1
1.51% -
» The BEI for DBRIi 2030 has been trading in the same range. 1.49% |

+ However, given the low outstanding amount and lower liquidity, 147% 1

we would expect that DGBi 2030 should trade at a pick-up to 1.45% 1 \/\//\ /\ /—\
DBRi 2030. 143% | \' v \,\

1.41% -
1.39% -
1.37% -

1.35% T T : :
09-Feb 16-Feb 23-Feb 02-Mar 09-Mar

«==DGBi BEI, curve DBRi BEI, curve
Source: Nordea Markets
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Breakeven structure for DGBi and DBRIi

2.

The amount of comparable nominal bonds maturing in 2030 for
Denmark and Germany is limited, with DBR 2030 having a coupon
of 6.25% and DGB 2027 having a maturity which is 3 years shorter.
The resulting BEI structure can be seen in chart 1.

We have therefore used the match maturity curve points for the
Danish and German government curves to find the nominal yield
for DGBi 2030. Charts 2 and 3 show the resulting BEI structure
with and without seasonality adjustment.

Chart 2 shows that the BEI for DGBi 2030 is close to the
corresponding DBRi; however, when adjusting for the seasonal
adjustments in chart 3 there is a pick-up for DGBi 2030 versus
DBRi 2030.

Chart 3 also shows a steeper BEI structure for the Danish linkers
compared to chart 2.

BEI from match maturity curve points without

seasonality adjustments

BEI structure calculated from curve points
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Source: Nordea Markets
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3. BEI from match maturity curve points with seasonality

adjustment
BEI structure calculated from curve points
with seasonality adjustments
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Relative pricing of DGBi 2030

Denmark and Germany.

more volatile.

Real yield spread for DGBi 2030 more volatile
Yield spread
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Source: Nordea Markets

The BEI structure based on match maturity government curve points differs when taking into account the seasonality effect in both

However, there is no common agreed-upon seasonality effect, so it can be difficult to include this when looking at the relative pricing.

Due to the lack of corresponding nominal bonds maturing in 2030 to calculate breakeven inflation, another way to look at the relative
pricing is the real yield spread.

As can be seen in the chart, the real yield is closely correlated for the 2023 and 2030 bonds, but with the real yield spread for 2030 being

Nordea



EUR inflation swap structure still steeper than BEI structure for DGBI

The 5y5y EUR inflation swap has been trading lower since
February together with similar forward tenors and it is now at
1.70%.

Comparing the BEI for the DGBis with EUR inflation swaps, the
BEI for DGBi 2023 and 2030, respectively, is 13bp and 20bp below
the swap level.

Taking a closer look at the 2023 maturities, the DGBi 2023 has
performed, while DBRi 2023 has been moving together with the
EUR inflation swaps.

This comes after a period where the BEI for both the 2023 issues
has been around 20bp below the EUR inflation swap level.

From the BEI for DGBi 2023 and DGBi 2030 we can calculate the
current forward BEI at 1.53%.

This is 25bp below the comparable forward EUR inflation at
1.78%, which is roughly a 6y7y.

Thus, extending from DGBi 2023 to 2030 in BEI terms corresponds
to entering into a forward BE| widening trend at favourable levels.

Comparable EUR

BEI inflation swap Diff (bps)
DGBi2023 1.25% 1.38% -13
DGBi2030 1.40% 1.60% -20
DGBIi 2023/2030 1.53% 1.78% -25

Source: Nordea Markets, Bloomberg

DGBIi 2030 and EUR inflation swaps
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DGBIi 2023 and EUR inflation swaps
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Disclaimer

Origin of the publication or report

This publication or report originates from: Nordea Bank AB (publ), including its
branches Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, Nordea Bank AB
(publ), filial i Finland and Nordea Bank AB (publ), filial i Norge (together “Nordea”)
acting through their unit Nordea Markets.

Nordea Bank AB (publ) is supervised by the Swedish Financial Supervisory Authority
and the branches are supervised by the Swedish Financial Supervisory Authority and
the Financial Supervisory Authorities in their respective countries.

Content of the publication or report
This publication or report has been prepared solely by Nordea Markets.

Opinions or suggestions from Nordea Markets may deviate from recommendations or
opinions presented by other departments in Nordea. The reason may typically be the
result of differing time horizons, methodologies, contexts or other factors.

Opinions and price targets are based on one or more methods of valuation, for instance
cash flow analysis, use of multiples, behavioural technical analyses of underlying
market movements in combination with considerations of the market situation and the
time horizon. Key assumptions of forecasts, price targets and projections in research
cited or reproduced appear in the research material from the named sources. The date
of publication appears from the research material cited or reproduced. Opinions and
estimates may be updated in subsequent versions of the publication or report, provided
that the relevant company/issuer is treated anew in such later versions of the
publication or report.

Validity of the publication or report

All opinions and estimates in this publication or report are, regardless of source, given
in good faith, and may only be valid as of the stated date of this publication or report
and are subject to change without notice.

No individual investment or tax advice

The publication or report is intended only to provide general and preliminary information
to investors and shall not be construed as the basis for any investment decision. This
publication or report has been prepared by Nordea Markets as general information for
private use of investors to whom the publication or report has been distributed, but it is
not intended as a personal recommendation of particular financial instruments or
strategies and thus it does not provide individually tailored investment advice, and does
not take into account the individual investor’s particular financial situation, existing
holdings or liabilities, investment knowledge and experience, investment objective and
horizon or risk profile and preferences. The investor must particularly ensure the
suitability of an investment as regards his/her financial and fiscal situation and
investment objectives. The investor bears the risk of losses in connection with an
investment.

Before acting on any information in this publication or report, it is recommendable to
consult one’s financial advisor.

The information contained in this publication or report does not constitute advice on the
tax consequences of making any particular investment decision. Each investor shall
make his/her own appraisal of the tax and other financial merits of his/her investment.

Sources

This publication or report may be based on or contain information, such as opinions,
recommendations, estimates, price targets and valuations which emanate from:
Nordea Markets’ analysts or representatives,

Publicly available information,

Information from other units of Nordea, or

Other named sources.

To the extent this publication or report is based on or contain information emanating
from other sources (“Other Sources”) than Nordea Markets (“External Information”),
Nordea Markets has deemed the Other Sources to be reliable but neither Nordea,
others associated or affiliated with Nordea nor any other person, do guarantee the
accuracy, adequacy or completeness of the External Information.

The perception of opinions or recommendations such as Buy or Sell or similar
expressions may vary and the definition is therefore shown in the research material or
on the website of each named source.

Limitation of liability

Nordea or other associated and affiliated companies assume no liability as regards to
any investment, divestment or retention decision taken by the investor on the basis of
this publication or report. In no event will Nordea or other associated and affiliated
companies be liable for direct, indirect or incidental, special or consequential damages
resulting from the information in this publication or report.

Risk information

The risk of investing in certain financial instruments, including those mentioned in this
document, is generally high, as their market value is exposed to a lot of different factors
such as the operational and financial conditions of the relevant company, growth
prospects, change in interest rates, the economic and political environment, foreign
exchange rates, shifts in market sentiments etc. Where an investment or security is
denominated in a different currency to the investor’s currency of reference, changes in
rates of exchange may have an adverse effect on the value, price or income of or from
that investment to the investor. Past performance is not a guide to future performance.
Estimates of future performance are based on assumptions that may not be realized.
When investing in individual shares, the investor may lose all or part of the investments.
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Conflicts of interest

Nordea, affiliates or staff in Nordea, may perform services for, solicit business from,
hold long or short positions in, or otherwise be interested in the investments (including
derivatives) of any company mentioned in the publication or report.

To limit possible conflicts of interest and counter the abuse of inside knowledge, the
analysts of Nordea Markets are subject to internal rules on sound ethical conduct, the
management of inside information, handling of unpublished research material, contact
with other units of Nordea and personal account dealing. The internal rules have been
prepared in accordance with applicable legislation and relevant industry standards. The
object of the internal rules is for example to ensure that no analyst will abuse or cause
others to abuse confidential information. It is the policy of Nordea Markets that no direct
link exists between revenues from capital markets activities and individual analyst
remuneration. Research analysts are remunerated in part based on the overall
profitability of Nordea Bank, which includes Markets revenues, but do not receive
bonuses or other remuneration linked to specific capital markets transactions. Nordea
and the branches are members of national stockbrokers’ associations in each of the
countries in which Nordea has head offices. Internal rules have been developed in
accordance with recommendations issued by the stockbrokers associations. This
material has been prepared following the Nordea Conflict of Interest Policy, which may
be viewed at www.nordea.com/mifid

Important disclosures of interests regarding this research material as well as
recommendation changes in the past 12 months are available at:
https://research.nordea.com/FICC

Distribution restriction

The securities referred to in this publication or report may not be eligible for sale in
some jurisdictions. This research report is not intended for, and must not be distributed
to private customers in Great Britain or the US.

In Singapore, this research report is intended only for, and may be distributed only to,
accredited investors, expert investors or institutional investors who may contact Nordea
Bank AB Singapore Branch of 138 Market Street, #09-01 CapitaGreen, Singapore
048946.

This publication or report may be distributed by Nordea Bank Luxembourg S.A., 562
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This publication or report may be distributed by Nordea Bank, Singapore Branch, which
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otherwise reproduced, in full or in part, under applicable copyright laws.
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