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Market Movers

e Fed’s Lockhart and Kaplan (both non-voters) are scheduled to speak today and the US
labour market condition index is due for release.

e Confusion regarding China’s FX policy contributed to the market turmoil last week.
Focus today and throughout the week will therefore be on China and any
announcements on monetary or economic policy.

e Scandi markets will keep an eye on December’s CPI inflation figures in Denmark and
Norway published today.

Selected Market News

Worries over the outlook for global economic growth continue to weigh on sentiment,
which has sent equity markets and commodity markets plunging at the start of this week,
thereby continuing the trend from last week. Stock prices in China and Hong Kong have
declined 2-3% today, the price on Brent crude has dropped below USD32/bl and the price
on 3M LME Copper has dropped below USD4,500/MT again. Both the CNY and the
CNH have strengthened a bit today.

China’s December CPI inflation was 1.6% y/y and December’s PPI inflation was 5.9%
yly, in line with the consensus expectation, highlighting that inflation in China remains
subdued.

UK Prime Minister David Cameron said on Sunday that he is confident a deal on the
terms of UK EU membership can be reached next month, which means a referendum on
the matter could come already this summer.

Saudi Arabia announced on Friday that it is looking into the possibility of selling shares
in the state-owned oil company Saudi Aramco. It highlights (1) that Saudi Arabia needs
money to finance the large budget deficit amid low oil prices and (2) that the new
leadership in Saudi Arabia continues to push forward with its reform agenda.

2015 ended very well for the US labour market as 292,000 new jobs were created. The
revisions to the previous months were also favourable as the two-month net revisions
were +50,000. Overall, the US labour market rebounded in Q4 with on average 284,000
new jobs added after the slowdown in Q3 when 174,000 new jobs were created per month
on average. In total, employment rose by 2.65m which, however, was lower than in 2014
when employment increased by 3.12m. Despite the weak activity data lately, the strong
labour market tells us that the underlying growth in the US is solid.

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30 _1day +/-%
S&P500 (close) 1922.0 v -1.08
S&P500 fut (chng from close) 19127 006
Nikkei 176980 v -0.39
Hang Seng 20006.1 v -2.19
17:00 07:30 +/-,bp
Us 2y gov 094 093 v 12
US 10y gov 215 212 v 33
iTraxx Europe (IG) 85 86 1.1
iTraxx Xover (Non IG) 350 31 0.8
+/-, %
EUR/USD 1.089 1.092 0.26
usb/Jry 117.730 117.350 v -0.32
EUR/CHF 1.08 1.09 0.06
EUR/GBP 0.749 0.751 029
EUR/SEK 9.276 9.290 0.15
EUR/NOK 9.71 9.70 v -0.13
usb
Gil Brent, USD 331 328 Vv -106
Gold, USD 1102.2 1106.6 040

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 Flash Comment US: Strong
employment growth but Fed's main
takeaway is the subdued wage
growth, 8 January

o Strategy: Chinese FX policy
confusion

e Weekly Focus: Scandinavian
inflation week in store
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Scandi Markets

In Denmark the statistical office releases inflation figures for December today. Inflation
has been extraordinarily low over the past year, due mainly to the slide in the oil price
pulling down manufacturers’ production costs. We expect inflation of -0.3% m/m or 0.2%
yly in December but there is a fair amount of uncertainty. The registration duty on new
cars was reduced with effect from December and food prices are also expected to fall
given the sharp drop in German food prices in December. Looking ahead just one month
to January, however, we expect inflation to pick up due to strong base effects from last
year’s drop in petrol prices.

In Norway inflation is on the way up due to higher import prices in the wake of the
weaker NOK. The drop in the NOK gained momentum during the autumn, which
suggests that the upward trend in inflation will continue through to the end of the year.
We therefore expect core inflation of 3.1% y/y in December. We do not have the
impression that Christmas trading was particularly slack and heavy price discounting was
limited. As the effect of the NOK’s decline will gradually phase out, there is reason to
believe that the surge in inflation will be only temporary, and that lower wage growth will
gradually help pull it back down again.

Fixed Income Markets

The first week in the FI markets was driven by a sharp fall in equity prices and the oil
price declining another USD5/bl to the lowest level since 2004. After the first week’s
10bp decline in the Bund yield we are back at exactly the level where we started 2015.
Ireland was the top performer in the first week tightening 4bp to Bunds despite the 3bn
syndicated 10Y issuance. 10Y Italy/Spain widened 5bp versus Germany in the first week
and Portugal was the worst performer losing just below 20bp versus Germany. Focus is
on the banking sector (Banif and Novo Banco), some austerity rollback from the left-
wing government and speculation whether the IGCP could come to the market. In the
EUR govie market focus is on upcoming new issuance with Belgium being a good
candidate for launching a new 10Y this week, for further details see Supply vs QE in 2016
- zooming in on Q1 issuance, 1 January.

FX Markets

The USD declined versus the JPY, EUR and CHF on Friday despite the strong US labour
market report as risk sentiment continues to dominate price actions. EUR/USD bounced
back above the 1.09 level on Friday afternoon, while USD/JPY temporarily dipped below
117 this morning. EUR/USD price actions have been somewhat different in the first week
of 2016 and EUR/USD both moved higher (in the beginning of the week) and lower (on
Friday) in risk off markets. However, Friday’s move higher in EUR/USD and thus a
negative correlation to equities was in line with the correlations seen in 2015 when EUR
was increasingly viewed as funding currency. We think the negative correlation between
EUR/USD risk appetite will continue to dominate, suggesting that risk remains skewed to
the upside for EUR/USD, while USD/JPY will stay heavy in the short term. However,
note that FX developments are very important both for the ECB and BoJ and further
appreciation of the currencies could trigger actions from the central banks.

GBP has started the new year on a very weak note due to a combination of negative risk
markets, an increase in short-term correlations with risk assets caused by substantial USD
buying, waning BoE rate hike expectations and some Brexit risk premium probably being
priced in at this early stage. In the short term, we expect GBP to remain under pressure in
a negative risk environment and we have revised our EUR/GBP forecast higher. We now
target the cross at 0.74 (0.71) in 1M. The GBP is significantly oversold, according to our
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short-term financial models and we still look for a rebound in the coming three-six
months driven by a re-pricing of the BoE, as the UK economy is expected to continue to
grow above trend in 2016. We target 0.73 (0.70) in 3M and 0.71 (0.70) in 6M. In H2 16,
the Brexit theme should gather further pace and weigh increasingly on the GBP, while the
EUR, to a greater extent, should benefit from fundamentals and we now target EUR/GBP
at 0.75 in 12M (revised up from 0.73). For details see FX Strategy: GBP outlook - UK
growth and relative rates to support GBP, 8 January.
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Fed's Lockhart (non-voter, neutral) speaks

Fed's Kaplan [non-voter, unknown) speaks
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Period Danske Bank Consensus Previous
Nov 14.0]129 124|10.1
Dec -0.3%|02% -0.2%|0.3% -0.3%|0.3%
Nov -04% -0.5%
Nov 5 45 4
Nov
Nov -0.8%
Dec 0.0%|3.2% 0.2%|3.1%
Dec -0.2%|2.6% 0.4%|2.8%
Dec 0.5%]|-6.4%
Jan 125 11.8 15.7
Dec 50.0%

Source: Bloomberg, Danske Bank Markets
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Today's market data: 11 January 2016
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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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