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Market Movers

e Focus to remain on central-bank responses to recent market turmoil with
notably the Fed and Bank of Japan meetings this week. Today both ECB’s
Draghi and Lautenschlager are set to speak, which could make for some further
policy-maker reflections following last week’s signal from the central bank that the
ECB will cut rates again in H1.

e Main release today is the German IFO expectations, which should be followed
closely to judge any impact on economic sentiment of the latest market jitters. We
look for a drop in “current conditions’ but a rise in the ‘expectations’ component. Last
week the German manufacturing PMI declined from 53.2 to 52.1, driven mainly by
weaker export orders. Overall, downside risks to our expectation of higher euro-area
GDP growth are continued financial uncertainty and global weakness but our
expectation of higher GDP growth is due mainly to higher domestic demand and, so
far, the euro area has remained rather resilient to the weakness in emerging markets.

Selected Market News

Risk sentiment has continued to improve with Brent oil now trading around the
USD32.50 mark, equities up 1-2% in the Asian session and most major currencies
stronger against the USD overnight. While the oil-price rise was partly driven by the US
snowstorm hitting the east coast and comments in Davos from Saudi Aramco that 30-
dollar oil is ‘irrational’, it does seem that the optimism that was sowed last week by
ECB’s soft message has carried over to the start of this week. Notably, a range of major
banks have been out declaring that now is the time to go against the sell-off — and we
broadly agree, see Strategy: Central banks to turn oversold risk markets .

Crucially, this week will see policy meetings at both the Fed (Wednesday) and the
Bank of Japan (BoJ) (Friday). On the back of the ‘re-re-collapse’ in the oil price and
global financial turmoil we think the Fed will leave rates unchanged and deliver a dovish
tone in the released statement. That said, as markets now only price in one hike for 2016,
any indications of March being a ‘live’ meeting for further rate hikes would be interpreted
as hawkish.

We also expect the BoJ to leave policy unchanged but the probability of additional easing
has increased substantially, not least on the latest appreciation of the JPY, the lower oil
price and concerns that the ‘shunto’ spring wage negotiations may disappoint. Comments
from Kuroda on Friday afternoon do, however, in our view hint that the BoJ is not ready
to deliver more easing at this stage.

Thus, while we think the Fed will echo the ECB with a dovish message this week, do
not look to BoJ for comfort to risk assets just yet.

Important disclosures and certifications are contained from page 5 of this report.
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* The iTraxx Europe Index shows the spread
development for the most liquid investment grade CDS
contracts in the euro credit market.

**The iTraxx Europe Crossover show the spread
development of the most liquid non-investment grade
CDS contracts in the euro credit market.
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Index shows the spread development for the most
liquid investment grade CDS contracts in the US credit
market.
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Selected readings from Danske Bank
o Weekly Focus: Fed's time to react
to the financial turmoil

o Strategy: Central banks to turn
oversold risk markets

e Flash Comment: Russian rouble -
what's next?
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Scandi Markets

No major Scandi events/releases scheduled.

Fixed Income Markets

For the turnaround in risk sentiment to be sustained, it is important that the signal from
the ECB is confirmed and in our view the Fed is likely to deliver a soft message pointing
to concerns about a low oil price, low inflation expectations, risk-off sentiment in US
equity markets and weak key economic figures. And although we expect the BoJ to leave
policy unchanged in January, we believe the probability of additional easing has
increased substantially. Thus, core rates could be pushed off their recent lows this week
as we look for a slowly improving risk sentiment.

The peripheral markets got a strong boost from Draghi and this week will provide a test
whether the positive sentiment will continue. There will be more news regarding the bad
bank construction in Italy, as the Italian finance minister is meeting with the EU's
competition commissioner on Tuesday. The meeting may provide more news regarding a
possible deal to set up a bad-bank for the Italian banking sector in order to get rid of the
large pile of bad debts. Furthermore, Germany and Italy are selling bonds this week.
Germany is tapping in the 30Y segment, while Italy is tapping in the 5Y-10Y segment of
the BTPS curve as well as the 2Y 0%-coupons and linkers. In Scandinavia, Norway and
Sweden are coming to the market. We expect Norway to tap in the 10Y segment, while
Sweden is doing a tap in the linkers, see Government Bonds Weekly, 22 January.

FX Markets

With the ECB being the first central bank to deliver the highly needed G3 central bank
‘put’ last Thursday, focus in FX markets will this week turn to the Fed and BoJ. Notably,
February is very thin in terms of major central bank meetings and any market
disappointment would have almost one and a half month to run before the next G3
monetary policy meeting in March.

In our view the latest move lower in EUR/NOK has been ‘fair’ given the moves in
relative rates, the oil price and global risk sentiment on the back of the ECB surprise.
Meanwhile the import-weighted index, ‘144’°, is now close to Norges Bank’s (NB)
projection and the currency is consequently no longer an argument for a higher rate path
at the next monetary policy meeting in March. Also economic data releases do not
suggest that the business cycle is about to turn and with significantly lower global rates
and oil prices (relative to NB’s estimates) the argument for a 25bp rate cut has
strengthened since the December meeting. While markets do price a full rate cut in H1 16
and roughly a 50% probability of another cut in H2 16, the implied probability of less
than 50% of a March cut does suggest some upside risk to EUR/NOK for an unchanged
oil price in the coming month. We forecast EUR/NOK at 9.60 in both 1M and 3M.
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Key figures and events

Monday, January 25, 2016 Period Danske Bank Consensus Previous
0:50 JPY  Exports v/y (%) Dec -7.0 -3.3
0:50 JPY  Import v/y (%) Dec -164 -10.2
0:50 JPY  Trade balance, s.a. JPY bn Dec 84.2 -3.3
1:30 AUD NABBusiness Conditions Index Dec 10.0
6:00 JPY  Leading economicindex, final Index Nov 103.9
10:00 DEM IFO-business climate Index Jan 109.5 1084 108.7
10:00 DEM IFO-current assessment Index Jan 1140 1126 1128
10:00 DEM IFO-expectations Index Jan 103.0 104.1 104.7
18:30 EUR ECB's Lautenschlaeger speaksin Brussels
19:00 EUR ECB's Draghi speaksin Frankfurt

Source: Bloomberg, Danske Bank Markets
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Disclosure
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske
Bank”).

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 Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available from Danske Bank on request.

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial Analysts’
rules of ethics and 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 be
obtained from the authors upon request.

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

Expected updates
Danske Daily is updated on a daily basis.

First date of publication
Please see the front page of this research report for the first date of publication. Price-related data is calculated
using the closing price from the day before publication.
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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 basis 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, its 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 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 is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, 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”.

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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