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Why we are "top down macro” investors. We earn the equity risk
premium when growt/ rises.

USA: S&P500 price return
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The focus on (relative) growth momerntum also applies to
(relative) equity returns. Finally. ..

Dax vs S&P500: Relative total return in relative growth phases
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...get the short term central bank view right and we get (most) of
the long end of the curve right.

USA: Long and expected short interest rates
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The foundation of our TAA philosophy & proces

* A”manual” for a scientific/evidence based approach to "forecasting”
* Based on 40+ years of empirical work evaluating actual forecasters
* “Normal” people forecasting basically anything you can think of

A manual for thinking clearly in an uncertain world. Reod it.’

SUPERFORECASTING
* Superforecasters....

« ..are analytical, open-minded, structured, always ready (and able] to change view i.e...
» ..they are “System 2” thinkers as per Daniel Kahneman

« ..update and challenge their conclusions & forecasts constantly

» ..apply probabilistic thinking

« .."Fermi-nize” the problem i.e. decompose the forecasting problem into parts

P !I‘Iii"—>  ..start with an “outside view” (e.g. what can history/precedent tell us) as an anchor and...

PHILIP TETLOCK DAN GARDNER

« ..complement with an “inside view” [proprietary analysis & view)
* ..react accordingly at short notice

» ..improve their results when working together in “superforecaster teams”

Key features of our current TAA process - we....

..update all key forecasts (growth, inflation, CB policy, etc] frequently (currently daily)
..update main asset class return forecasts (at 12M] frequently (currently daily)
..analyze & implement portfolio implications as needed (typically minor adjustments)
based on Black-Litterman optimization and several judgmental adjustments.

This is not “a model” - this is a framework managed by people (every day)
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TAA Investment Process

From outlook to a TAA portfolio - step 1

Economic Outlook Valuation Strategy Decision making
Global macrois the key We deduct risk premia and Construct TAA portfolio Deciding on the strategy
driver of financial markets expected returns subject to restrictions
« \We focus on growth and e Thisis done by analyzing = \We have a pre-specified risk We t‘a‘ke []ocal] market .
i ion i : current pricing in light of our budget defined as a trackin specifics into account: Trading
inflation in the US, the Euro p g g g g costs, ]1qU1d1ty, Vo]at.l'hty and
Area and China. global macro forecasts to error level .
. itati identify dislocated market stop loss triggers.
We use quantitative tools and « WWe use optimization toals, as

prices

judgmental forecasts.

well as judgements

Examples

Quantitative indicators:
Current & future growth
Underlying & future inflation

* Judgemental adjustment:
Corona/Covid-19, Brexit, US vs
China trade war, etc.

Source: Dansk®



Case study: China. We use quantitative analysis to assess what
growth is r7ght now.

China: Economic Growth
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We assess current growth against our view of long term trend
growth and then we assess what factors can boost and/or...

China: Economic Growth
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...reduce growth. The US/China trade was is an example of a
“judgmental adjustments”. During 2020 however...

Trade war scenarios, outlook for teriffe and impact on Chine growth outlook

Scenarios Detals Probabihty Tarffa Expected Tanffs
Agreagve Eacalation [E70+200+50 5% 130,00 G6.50
Moderate Eacalation O0+50)*25%+2 7071 5% 10,30
Status Quo (200+50)*25%+110"7.5% 4528
Moderete De-escalation [200+50)*255% 7.50
\VVegue Desl” [250+187.5+125+62.5)/4"20% 8% 39.06 3.13
Peace/Complete Reaolution 0 1% 0

Expected outcome 100% 7271
Impaort Elasticity -2.13
Import Share 0%
FX Impect -0.105%
The Partisl effect on GDP -045%

G5 General eguilibirum -0.1 155
Average of the two -0.28%

*Deecribes the scenarioin which USD 62.5bn of goods is removed from the tariff list every 3 months over the coming 12 months



...something else has dominated entirely. Basically...

China: Contributions to cyclical growth forecast
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...we had to throw everything out the window and start from
scratch. True to “Superforecasting style”, we...

W orld: Coronavirus Disease (COVID-19]
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Economic outlook: COVID-19

...start(ed) with an outside view: Possible COVID-19 pandemic
scenarios and associated effects on DM GDP. We...

Estimated economic effects of historical pandemics:

Total deaths (% of world population) Total deaths [millions, scaled by today's population) Growth impact (first year)

Hong Kong flu 1968-1969 0,021% 1,668
Asian flu 1957-1958 0218% 16916
Spanish flu 1918 1,090% 84,698
S04 Us - 0074% 5,729
S05US = 0,184% 14,299

Source: Burns, Andrew, Dominique Van der Mensbrugghe, and Hans Timmer. Evaluating the economic consequences of avian influenza. \World Bank, 2008

Pandemic scenarios for COVID-2019:

Fraction of world pop.infected Infection-fatality rate Total deaths [millions) 2020 grow'.h impact
Mild/mild 20% 0,28% 4272
Mild/moderate 20% 0,53% 8,155 -2,95%
Mild/severe 20% 0,78% 12,0339 -3,59%
Moderate/mild 40% 0,28% 8,544 -3,02%
Modrate/moderate 40% 0,53% 16,311
Modrate/severe 40% 0,78% 24,078
Severe/mild 60% 0,28% 12,816
Severe/moderate 60% 0,93% 24,466
Severe/severe 60% 0,78% 36,117

Source: Danske Bank Asset Management



...had to complement that approach with an “inside View” as...




...the world...
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...decided on a "THammer & Dance” strategy. Large parts of the
global economy...

United States: Effective Lockdown Index
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...were closed...

USA: Monthly change in private employment
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...down over night, causing the worst recession...

USA: Monthly change in private employment
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...the world has seen this side of WWII. What next?

USA: Real Gross Domestic Product
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In some ways this recession is simple - the more authorities closed
down, the harder the hit to economic activity. We thus. ..

Impact on Real Activity (%)
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...had to think about how the virus spreads and...
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Social Sciences > News > Why wearing af face ma
24 August 2020

Why wearing af face mask during the
COVID-19 pandemic should be
mandatory

COVID-19 A new study by Robert Bohm investigated effects of mask
policies on stigmatization and behavior.

" spreaders

Mandatory mask wearing —

Yes or no?

Face masks have become a symbol of the current pandemic in many countries
around the globe. Wearing a mask is considered one of the most effective
measures to curb the spread of the disease. Yet, it is voluntary to wear a mask
in some countries, whereas others, such as Germany, have made it
mandatory. In fact, it has been heatedly discussed whether mask wearing
should be mandated.
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...about how quickly a vaccine will be available. Given these (and
other) inputs. ..

Cumulative COVID-19 vaccine probability: DBAM real-time estimates
100 -

90 -

80 -

70 -

60 -

50 -

40 -

Probability (percent)

30 -
20 -
10 -

Qe a3 Q4 a1l ae Qa3 Q4 a1l
2020 2021 2022

31/08/2020 - 10/08/2020 —30/07/2020 = 16/07/2020 = 02,/07,/2020

21



...we map out an expected path of lockdowns. Combining our

projections with...

United States: Effective Lockdown Index
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...our assessment of the policy response we arrive at projections
for economic...

COVID-19, GEMERAL INFORMATION, PATROLL

USA: Disposable Personal Income
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Economic outlook: COVID-19

...activity: Inside-view approach: Combining economic estimates
using different approahes (US example continued)

Final 2021Q2/20194 estimates

202102/201904 growth ‘mpact
"Outside view"

"Inside view"

Sell-sider forecasts

Weighted average

Final estimated activity path

Final estimate (deviation from baseline) Baseline Total Total change (QoQ)
202001 -1,80% 0,54% -1,26%
202002 -11,12% 1,09% -10,15%
202003 -6,83% 1,64% -531%
202004 -4,08% 2,19% -1,98%
202101 -297% 2,61% -044%
202102 -1,99% 3,03% 0,98%
202103 -1,15% 345% 2,26%
202104 -0,52% 3,88% 3,34%

Source: Danske Bank Asset Management 24



We use the same approach for the Euro Area and end up with a
relatively optimistic scenario for economic activity.

Euro Area: Real GDP projections
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TAA Investment Process

From outlook to a TAA portfolio - step 2

Economic Outlook Valuation Strategy Decision making
Global macrois the key We deduct risk premia and Construct TAA portfolio Deciding on the strategy
driver of financial markets expected returns subject to restrictions

« \We focus on growth and e Thisis done by analyzing = \We have a pre-specified risk - We t‘a‘ke []ocal] market .
lation i the current pricing in Tight of our budget defined as a trackin specifics into account: Trading
inflation in the US, the Euro u p g g u uag g costs, ]1qU1d1ty, Vo]at.l'hty and
Area and China. global macro forecasts to error level .

; e stop loss triggers.
* \We use quantitative tools and identify dislocated market

= \We use optimization tools, as

judgmental forecasts. RULCES well as judgements

Examples Example

Growth sﬁzgieﬁtc Fair value,
Inflation e risk premia

Equities: Based on the sales
exposure of each market, we
map growth and inflation to
expected earnings. \We use
expected earnings to calculate
a fair price for each market.

* Quantitative indicators:
Current & future growth
Underlying & future inflation

* Judgemental adjustment:
Corona/Covid-19, Brexit, US vs
China trade war, etc.

Source: Danske Bank
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US monetary policy outlook

Given our growth, inflation and central bank forecasts, we can
now estimate the forward looking yield curve...

United States: Treasury zero-coupon risk-neutral yield curve
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EA monetary policy outlook

...inthe US & Europe. These...

Euro Area: German bund zero-coupon risk-neutral spot curve
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...are used to discount the estimated future earnings stream of
global large cap equities.

S&P 500: Earnings and payout path
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Expected equity returns

All of this ultimately gives us 12 months ahead return estimates
across all main asset classes: Equities as example below

e PO L e el
USA Large Cap SPXIndex 25,0% 4,6% 78,8% 3,6% 2,6% -0,93% 0,1% 51%
EMU Large Cap SX5E Index 34,1% 3,5% 71,2% 2,5% 3.9% -0,57% -0,6% 6,5%
EM Large Cap MXEF Index 24,0% 6,.2% 48,3% 3,0% 4,0% -1,00% 0,1% 5,8%

Required Rate of (“hangesin ERP from Total Valuadion

Eluiptei S URy Znanges in ERP from Macro Shocks
Change

Risk Premium Return IV ean Reversion

Market BBG Ticker

3,44%
2,03%
3,46%

0,22%
0,45%
031%

1,86%
1,51%
2,57%

USA Large Cap SPXIndex
EMU Large Cap SX5E Index
EM Large Cap MXEF Index

#” N\

t Valuati itional
Market BBG Ticker (;urren Excess Carry aluation Excess Return Uncond1‘ 1-ona Sharpe Ratio
Pricel Level Changes Volatility

USA Large Cap SPX Index 3484,55 51% 7.5% 12,69% 16,0% 79,3%
EMU Large Cap SX5E Index 3331,04 6.5% 7,0% 13,50% 20,0% 67.5%
EM Large Cap MXEF Index 111722 5,8% 7,.9% 13,74% 20,4% 67,3%

Note: undated example

Note: We have estimates for Equities, Rates, US & EU duration & FX.

Source: Danske Bank Asset Management
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TAA Investment Process

From outlook to a TAA portfolio - step 3

Economic Outlook Valuation Strategy Decision making
Global macrois the key We deduct risk premia and Construct TAA portfolio Deciding on the strategy
driver of financial markets expected returns subject to restrictions

« \We focus on growth and e Thisis done by analyzing = \We have a pre-specified risk We t‘a‘ke []ocal] market .
lation i the current pricing in Tight of our budget defined as a trackin specifics into account: Trading
inflation in the US, the Euro u p g g u uag g costs, ]1qU1d1ty, Vo]at.l'hty and
Area and China. global macro forecasts to error level .

; e stop loss triggers.
* \We use quantitative tools and identify dislocated market

= \We use optimization tools, as
well as judgements

judgmental forecasts. prices

Examples

Example Example

¢ Quantitative indicators:

Current & future growth
Underlying & future inflati Grown  § 5o | farvae
nderlying & future inflation ifation | 53Pecic N risk premia

* Judgemental adjustment:
Corona/Covid-19, Brexit, USvs * Equities: Based on the sales
China trade war, etc. exposure of each market, we
map growth and inflation to
expected earnings. \We use
expected earnings to calculate
a fair price for each market.

We construct a TAA portfolio
based on expected returns,
trade costs, conviction and
Danske AM risk model.

Currently, our forecasts mean
we have a positive exposure
to risky assets (primarily
equities).

Source: Danske Bank
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Some times “uncertainty” is higher than normal - this
autimatically impacts how much risk we are willing to take.

USA: Market implied S&P500 volatility
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TAA Investment Process

From outlook to a TAA portfolio - step 4

Economic Outlook Valuation Strategy Decision making
Global macrois the key We deduct risk premia and Construct TAA portfolio Deciding on the strategy
driver of financial markets expected returns subject to restrictions

We take (local) market

e e eebes et sacics o st T
inflation in the US, the Euro pricingin hg g g costs, liquidity, volatility and
Area and China. global macro forecasts to error level 3

; e stop loss triggers.

* \We use quantitative tools and identify dislocated market

We use optimization toals, as

judgmental forecasts. prices well as judgements
Examples E i E 1
xample xample Example
* Quantitative indicatars: 0 We construct a TAA portfolio /. Changes to our forecasts

Current & future growth .

. . . — Asset A based on expected returns, + Stop loss strategies
Underlying & future inflation : specific W o premia 2 '

Inflation Nl *framework P trade costs, volatility,
1 adi . conviction and Danske AM

Judgementa. ad1ustmer1t. - risk model.
Corona/Covid-19, Brexit, USvs * Equities: Based on the sales
China trade war, etc. exposure of each market, we

Currently, our forecasts mean
we have a positive exposure
to risky assets (primarily
equities).

map growth and inflation to
expected earnings. \We use
expected earnings to calculate
a fair price for each market.

Source: Danske Bank
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In conclusion

* Summingit all up:

 The TAA proces is:
- Structured
- Qualitative & quantitative
- Updated and reassesed constantly

* The outlook:
- We are optimistic about the global growth outlook
- We are more optimistic than consensus
- We expect US & Euro Area interest to stay low for a very long time
— Overall we expect risk assets to perform well especially...

- ..equities.

- What "event” comes next?

34



What does the future hold? The key will be Congress but Covid-19
will dominate this for now.
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Disclaimer & contact information

This publication has been prepared by Wealth Management — a division of Danske Bank A/S (“Danske Bank”). Danske Bank is under supervision by the Danish Financial Supervisory Authority (Finanstilsynet).

This publication has been prepared for information purposes only and it is not to be relied upon as investment, legal, tax, or financial advice. The Reader must consult with his or her professional advisors as to the legal, tax,
financial or other matters relevant to the suitability and appropriateness of an investment. It is not an offer or solicitation of any offer to purchase or sell any financial instrument. \Whilst reasonable care has been taken to
ensure that its contents are fair and true, and not misleading, no representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. We accept no responsibility for the
accuracy and/or completeness of any third party information obtained from sources we believe to be reliable but which have not been independently verified.

Any reference herein to any financial instrument and/or a particular issuer shall not constitute a recommendation to buy or sell, offer to buy, offer to sell, or a solicitation of an offer to buy or sell any such financial instruments
issued by such issuer.

Danske Bank (acting on its own behalf or on behalf of other clients), 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.

The publication has been prepared for selected potential professional/qualified clients and is not publicly distributed. The publication must be read in conjunction with the oral presentation provided by Wealth Management — a
division of Danske Bank A/S. The publication is not intended and not suitable for any (potential) retail clients. The publication may not be further distributed or shared with any third party without Danske Bank A/S’ prior written
consent.

Historical performance information depicted herein is not indicative of future performance or investment returns, and actual events or conditions may not be consistent with and may differ materially from those depicted or
expectedin the publication.

Neither this document nor any copy of it may be taken or transmitted into the United States of America, its territories or possessions (the ‘United States’) or distributed directly or indirectly in the United States or to any U.S.
person (as defined in Regulation S under the U.S Securities Act of 1933, as amended), including any national or resident of the United States, or any corporation, partnership or other entity organised under the laws of the
United States.

Any information or opinions contained herein are not intended for distribution to or use by any person in any jurisdiction or country where such distribution or use would be unlawful.
This material has been created for use by prospective Professional Investors in Austria, Belgium, Denmark, Finland, France, Germany, Luxembourg, the Netherlands, Norway, Sweden, Switzerland and the United Kingdom.

In Switzerland, this document is intended exclusively for qualified investors pursuant to Art.10 Para.3, 3bis and 3ter of the Swiss Collective Investment Schemes Act (CISA) and independent asset managers as per Art. 3 Para.2
Tit ¢ CISA with country of residence in Switzerland. It is not intended for any investor who is not considered as a qualified investor and may not be made available or distributed publicly to non-qualified investors.

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

Danske Bank Asset Management — a division of Danske Bank A/S
Holmens Kanal 2-12

DK-1092 Copenhagen, Denmark

Company reg.no: 61 12 62 28

Tel. +4545 1396 00

Fax +4545 1498 03
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