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Market Movers

o Today Fed Chair Yellen will testify on bank regulation before the House panel. Given
the topic we doubt that there will be much talk about monetary policy. Later in the
evening, New York Fed President Dudley (voter, dovish) is scheduled to speak on
income variance in the US but he might also comment on the current state of the US
economy and give his views on the timing of the first rate hike.

e Interms of US data releases, the ADP private employment estimate for October will
likely attract some attention ahead of the October employment report due on Friday.
Consensus looks for a 180,000 gain in private employment.

e The US non-manufacturing ISM has held up much better than its manufacturing
counterpart in recent months. This underlines the current divergence in global
weakness which, in tandem with the stronger USD, is weighing on the more export-
exposed manufacturing sector and solid domestic demand which is benefiting the
service sector. We forecast the US ISM non-manufacturing to decline modestly to
56.5 in October but this would still be a healthy level.

o In the euro area, the final revisions for October service and composite PMIs are due
along with the first release of the Spanish and Italian service PMI and the final
revisions of the French and German figures. We do not expect any changes in the
figures relative to the recent estimates and thus forecast October composite PMI for
the euro zone at 54.0.

e In the UK, the service PMI index has declined by 5.2 index points in the past three
months. We think that it has come down too far and in line with consensus, we expect
a rebound to 54.5 in October from 53.3 in September.

Selected Market News

Risk appetite has returned to markets and US equities gained yesterday, while all regional
Asian markets trade higher this morning. In particular, the ECB’s indications of more
easing in December and not least the latest rate cut from the People’s Bank of China have
helped improve sentiment. Yesterday, ECB President Mario Draghi reinforced the signals
that were given at the latest ECB meeting on 22 October, namely that the ECB is willing
and able to act in December. Moreover, fears of a hard landing in China appear to have
eased substantially, especially after Chinese PMI manufacturing for October, released on
Sunday, showed clear signs of bottoming. At the same time, it now seems more likely that
a US rate hike might be just around the corner and after the relatively hawkish statement
from the 28 October FOMC meeting, the market-implied probability of a December rate
hike has increased from around 30% before the FOMC meeting to currently around 50%.

With the ECB expected to cut its deposit rate and expand its bond purchase programme in
December, focus on the Danish peg could re-emerge. Yesterday, Danish currency reserve
data showed that the pace of FX intervention slowed further in October and with
EUR/DKK below the central rate, there is no imminent need for continued FX
intervention purchase of DKK. We expect DN to stay on hold and EUR/DKK to trade at
7.4550 in 3M-6M. Should downward pressure on EUR/DKK return, we expect DN to cap
EUR/DKK downside around 7.4500 using FX intervention.

Important disclosures and certifications are contained from page 5 of this report.
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Note:

* 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.

***The Markit CDX North America Investment Grade
Index shows the spread development for the most
liquid investment grade CDS contracts in the US credit
market.

Source: Bloomberg

Selected readings from Danske Bank

e US labour market monitor:
October job growth to keep
December hike in play

e Denmark: Pace of FX intervention
slowed further in October
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Scandi Markets

Norway. We expect housing prices to have moved sideways in October, confirming the
recent trend of a cooling down of the housing market. In our view, the stabilisation is
partly due to increased unemployment and partly due to a supply-side catch-up effect. In
isolation, a slowdown in the housing market will improve Norges Bank’s room to
manoeuvre. However, as real housing prices remain elevated and the household debt
burden is at record levels, the slowdown needs to be more severe to justify any rate cuts.

Statistics Denmark will publish housing prices for August. While both houses and
apartments have risen strongly in price over the past year, the housing market appears to
have cooled over the summer. Fundamentally, though, there are still grounds for price
increases in the slightly longer term given the very low level of interest rates, rising
employment and general economic recovery.

Fixed Income Markets

In a speech yesterday Draghi ‘confirmed’ the easing bias of the ECB and that it is ready
to act at the upcoming meeting in December as ‘the degree of monetary policy
accommodation will need to be re-examined at the Governing Council’s December
meeting’. This should be supportive for the European bond markets and the periphery in
particular.

Today Denmark will tap in the new 2Y” benchmark and the 10Y benchmark. We expect
decent demand at the auction as Danish government bonds are attractive versus EU core
and semi-core bonds. On top of this, the currency outflow continues to decrease as shown
by the FX flows for October and with EUR/DKK below 746 and the ECB on an easing
bias, the risk of a hike seems more and more distant. See more here.

FX Markets

Services PMIs in focus today but we doubt these will be able to move the FX market as
the drop we look for in e.g. the ISM non-manufacturing is in line with consensus. Even if
we foresee some US data weakness near term, we stress that the US job market is in good
shape and wage pressure just around the corner, which will pave the way for a first Fed
hike; this should be confirmed by Fed speeches tonight. The ECB will most certainly ease
further (10bp cut in deposit plus extension and expansion of QE) but our models suggest
that relative rates in isolation will merely be able to take EUR/USD to 1.07 mid next year,
everything else equal. We still think the low in the cross will be seen around New Year
and do not expect the March lows to be broken (we still see 1.08 in 3M).

Both EUR/NOK and EUR/SEK continue to linger at elevated levels ahead of the Norges
Bank meeting tomorrow. We expect little reaction in EUR/NOK on the announcement
and do not look for a NOK appreciation trend to materialise until sometime next year..
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Key figures and events

Wednesday, November 4, 2015 Period Danske Bank Consensus Previous
8:30 SEK  PMlservices Index Oct 57.0
9:00 DKK  House and apartment prices Aug
9:15 ESP  PMlservices Index Oct 55.5 551
9:45 ITL PMl services Index Oct 53.3
9:50 FRF  PMl services,final m/mly/y Oct 52.3 523 52.3
9:50 FRF  PMI composite, final Index Oct 523 52.3 52.3
9:55 DEM PMI composite, final m/mly/y Oct 54.5 545 54.5
9:55 DEM  PMl services,final Index Oct 55.2 552 55.2
10:00 EUR PMIcomposite, final Index Oct 54.0 54.0 54.0
10:00 EUR PMilservices,final Index Oct 54.2 54.2 54.2
10:30 GBP PMlservices Index Oct 545 54.5 53.3
10:30 GBP PMIcomposite Index Oct 53.8 53.3
11:00 EUR PPI m/mly/y Sep -3.3%|-0.5% -2.6%]-0.8%
11:00 NOK House price statistics Oct
11:30 USD Fed's Brainard (voter, dovish) speaks m/m
13:00 USD MBA Mortgage Applications % -3.5%
14:15 USD ADP employment 1000 Oct 180k 200k
14:30 USD Trade balance usD bn Sep -44.50b -48.33b
1545 USD Markit service PMI, final Index Oct 54.6 544
15:45 USD Markit composite PMI, final Index Oct 54.5
16:00 USD  ISM non-manufacturing Index Oct 56.5 56.5 56.9
16:00 USD Fed's Yellen (voter, dovish) speaks
16:30 USD DOEU.S.crude oilinventories K 3376k

20:30 USD  Fed's Dudley (voter, dovish) speaks m/m

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.

5| 04 November 2015

Markets

www.danskeresearch.com




Danske Daily

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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