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Market Movers

o In the euro area, the calendar is crowded in terms of data releases and the week
starts off with the German IFO expectations. So far, we have not seen any weakness
in the indicator but we expect this development to be over and forecast a decline to
102.3. This is less than the recent sharp drop in ZEW expectations but more in line
with the modest decline in the PMI figures. Besides the slowdown in emerging
markets, the Volkswagen exhaust scandal is also to blame.

e Atnoon ECB’s Mersch will speak in Brussels on ‘The Challenges of Innovation’.

e In the US, new home sales for September will likely add to the recent series of data
releases showing that the US housing market remains solid.

e There are no important data releases in Scandinavia today. Otherwise focus this
week will very much be on central bank meetings with the Riksbank and the FOMC
due Wednesday and Bank of Japan due Friday.

Selected Market News

Last Friday the People Bank of China announced a cut in the one-year lending rate and
the one-year deposit rate by 25bp to 4.35% and 1.50%, respectively. Also, the cap on
deposit rates was scrapped and the reserve requirement ratio was cut by 0.50pp. The
decisions were in line with our expectation of further liberalisation of the Chinese
financial markets and of further monetary stimulus, which also supports our view that the
recent growth slowdown in the Chinese economy is likely to bottom in coming months.
This will remove some of the pressure on major central banks to ease or postpone rate
hikes as the negative impact of the Chinese growth slowdown has been an important
factor in the recent deterioration in macroeconomic key figures in e.g. the US and Europe.
Thursday’s dovish ECB and Friday’s announcement of additional easing by the PBoC
have given significant support to almost all risk assets, not least stocks, credit,
peripheral bonds and sovereign bonds. This morning close to all the major Asian equity
indices are trading in green territory.

Going into the week where China’s leaders are to decide on a new five-year economic
plan for the period 2016-2020, Premier Li Kegiang has stated that they will not ‘defend
to the death’ the goal of 7% economic growth this year but that ‘the economy should
operate within a reasonable range’.

According to Chinese officials, International Monetary Fund representatives have
informed China that the yuan is likely to be included in the basket of Special Drawing
Rights already this year. The basket is reviewed every five years.

In Poland, the veteran nationalist Kaczynski’s Law and Justice party (PiS) has won
Sunday’s parliamentary election leading to the first change of government in almost a
decade. The PiS campaign has been characterised by populist measures, euro-scepticism,
critics of Moscow and promises to increase welfare spending. While the PiS-victory -
according to exit polls - guarantees an outright majority in the lower house of parliament
the PiS has not won enough seats to change the constitution.

Important disclosures and certifications are contained from page 4 of this report.
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Market overview
07:30 1day +/-%
S&P500 (close) 2075.2 1.10
S&PS500 fut (chng from close) 20619 ¥ -0.20
Nikkei 18950.2 0.66
Hang Seng 23134.2 v -0.08
17:00 07:30 +/-.bp
us 2y gov 063 063 04
uS 10y gov 2.08 208 ¥ -0.7
iTraxx Europe (IG) 71 71 v -0.1
iTraxx Xover (Non IG) 299 298 v -1.1
+/-, %
EUR/USD 1.103 1.103 0.07
usbp/JrPY 121.170 121.110 ¥ -0.05
EUR/CHF 1.08 1.08 0.14
EUR/GBP 0.718 0.720 0.20
EUR/SEK 9.369 9.371 0.02
EUR/NOK 9.24 9.24 0.02
usb
Gil Brent, USD 47.9 48.1 048
Gold, USD 11634 1165.7 0.20

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

o Weekly Focus: Two sputtering
engines and one trying to restart

e ECB to cut the deposit rate further

e China cuts interest rates and
reserve requirements
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Fixed Income Markets

The pre-announcement of further ECB easing fuelled the FI market last week and the
most interesting this week will be the response from the national DMOs and how they
utilise the bid in the market. It is possible that Spain will use the strong support to finally
launch a 30Y syndicated deal. We also expect Finland to announce a tap in the 10Y next
week. The planned issuance this week includes Germany tapping the 10Y benchmark and
Italy in the 5Y and 10Y.

We have for some time argued for lower real EUR yields and after Draghi did the same
we probably have the big move behind us, although we still think the move has a bit
further to go. 5Y periphery looks like an attractive low risk trade in this environment and
we see value in Portugal after the recent underperformance to peers, see more in our
Government Bond Weekly.

FX Markets

In the FX markets EUR/USD has temporarily breached the 1.10 level — for the first time
in two months — thereby completing an almost 3.5 figure move lower since Thursday’s
dovish ECB surprise. Adding to this, the People Bank of China’s announcement of
additional easing on Friday supported risk sentiment even further and with the EUR’s
status as a preferred funding currency this has been a further factor for EUR/USD
weakness. Since the August market sell-off the EUR- and the CHF- correlations to global
equities have been identical and moved in tandem. With the relative move in USD/CHF
and our model beta estimates in mind, this suggests that roughly half of the move lower in
EUR/USD since Thursday can be explained by improved risk sentiment and the other half
by increased dovish expectations of future ECB monetary policy. We target EUR/USD at
1.10 in 1M and 1.08 in 3M but maintain the view of the cross edging higher in 2016 on
medium-term fundamentals. We expect the cross to trade at 1.12 in 6M and 1.20 in 12M.

In the scandies, EUR/NOK remains caught in the 9.20-9.30 range. While EUR weakness
has weighed on the cross, Friday’s drop in the oil price has been a positive factor for the
cross via the NOK-leg. The drop in global rates has been a contributing factor for lower
short-term NOK rates, as the probability of another Norges Bank cut has increased. The
reason for this is that ‘foreign rates’ — one of the most important factors for changes to the
Norges Bank rate path — now lie below Norges Bank’s September projection.
Fundamentally we expect lower NOK-rates and seasonal factors to send EUR/NOK
higher in the coming months forecasting 9.30 in both 1M and 3M.
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Key figures and events

Monday, October 26, 2015 Period Danske Bank Consensus Previous
10:00 DEM IFO-business climate Index Oct 107.8 107.8 1085
10:00 DEM IFO-current assessment Index Oct 1134 1135 1140
10:00 DEM IFO- expectations Index Oct 102.3 102.3 103.3
11:45 EUR ECB's Mersch speaksin Brussels
15:00 USD New home sales 1000 (m/m) Sep 545 552 (5.7%])
22:45 NZD Trade balance NzZD M Sep -825 -1035

Source: Bloomberg, Danske Bank Markets
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Today's market data: 26 October 2015

STOCKS
S&P500 Intraday, % Eurostoxx Intraday, %
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Year-to-date 0.8% Year-to-date 7.8% NIKKEI (07:30) 18950 19%
FX & COMMODITIES
Qil, Brent,
ANNE EUR/USDintraday | . _ EUR 17:00 07:30 +- Gold, $ $
UsD 110.25 110.33 0.08 | 07:30 1165.67 48.09
111.1 1111 JPY 133.59 133.62 0.03 | 1day i1 0.10
GBP 7183 7198 0.14 | 1Imonth 027 ¥ -0.51
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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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