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Market Movers

e Main event today is US ISM manufacturing. We look for a stabilisation of the
index after several months of decline. If it stabilizes or rises slightly it should support
risk assets as it would dampen the fear of recession. Regional surveys and PMI have
been a bit mixed with some showing sharp improvement (like Chicago PMI on
Friday), while others have been very weak (such as Empire and Dallas index).

e US core PCE deflator is the Fed’s favourite measure of inflation. We look for it to
rise 0.1% m/m pushing the y/y rate up to 1.4% in December from 1.3% in November.

o Inthe US the presidential primaries are kicked off today in lowa, see FT.
e UK PMI manufacturing is expected to stay unchanged at 51.9 in December.

e On the central bank front ECB president Mario Draghi speaks in EU Parliament at
17.00 CET, while Fed vice president Stanley Fischer (voter, neutral) speaks tonight.

o Focus the rest of the week will be on US non-farm payrolls, US ISM non-
manufacturing and Bank of England meeting.

e In Scandi it’s time for PMI in Sweden and Norway.

Selected Market News

Stock markets had a very strong finish last week as easing from Bank of Japan and
better-than-expected earnings from Microsoft fuelled the sharpest one-day rally since 8
September. A marked increase in Chicago PMI on Friday also reduced US recession fears
that have been running high in the markets lately.

Chinese PMI data overnight sent conflicting signals as the private Caixin
manufacturing PMI is pointing to moderate recovery (in line with our expectations),
whereas the official NBS manufacturing PMI hit the lowest level in two and a half years,
see China: It'’s getting worse... no wait it’s getting better, 1 February. The Caixin PMI
manufacturing index beat expectations rising to 48.4 in January (consensus 48.1) from
48.2 in December and the new orders sub-index rose to the highest level since June last
year. The official NBS PMI manufacturing on the other hand fell to 49.4 (consensus 49.6)
from 49.7 in December. Looking at other data we would be inclined to put more weight
on the signal from the Caixin PMI. Import data have pointed to recovery lately and the
big credit burst last year is normally followed by higher activity.

The market reaction to the PMI data has been muted. Chinese stocks are slightly
lower, while the S&P500 future is holding on to the strong gains from Friday. Market
sentiment about China is still too negative in our view but probably downbeat due to the
policy mismanagement on the stock market and bad communication on CNY policy.

The oil price is slightly lower from Friday but still above USD35 per barrel (Brent).

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30 1day +/-%
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Oil Brent, USD 347 354 1.96
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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
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Scandi Markets

It is time for PMI manufacturing in Scandi as well. In Sweden it rose to a robust 56.0 in
December and consensus is for an unchanged level in January. In Norway, on the other
hand, manufacturing is struggling from the woes in the oil sector and PMI is expected to
decline to 46.0 from 46.8.

Fixed Income Markets

The widespread rally in fixed income markets rates continues driven by global concerns
of growth and inflation creation. While the ‘risk-off cocktail’ of declining equity markets
and a low oil price was stable the past week, the rate declines have been helped by central
bank expectations accelerating after the interest rate cut in Japan to negative territory.
ECB forwards have never been at lower levels with the ECB deposit rate being fully
priced at -50bp, the UK money market curve has inverted as the market judges Bank Rate
cuts in 2016 as more likely than hikes and the implied market probability of a 2016 Fed
hike is 80% (see graph). However, we think the front-end rally in EUR has limited room
to go and recommend to go out to the 5Y area for received positions.

FX Markets

Markets rallied on Friday following Bank of Japan’s move into negative territory and
commitment to do more. We see the Japanese step as providing further ammunition to our
view that risk sentiment, particularly in Western markets, will stabilise. We expect
USD/JPY to trade with a bid tone testing higher highs and higher lows. However, we
would warn against too much action being priced for the ECB where the market is
already looking for 2 times 10bp of rate cuts over 12M.

News over the weekend suggests that the British Prime Minister David Cameron is
moving closer to securing a renegotiated EU deal for Britain ahead of the EU summit on
18-19 February. Donald Tusk, European Council president, indicated that he would
circulate a draft British deal to EU capitals on Tuesday. British negotiations with the EU
are likely to go down to the wires ahead of the EU summit. GBP-crosses are currently
consolidating after the substantial underperformance over the past months. We expect
EUR/GBP to remain choppy and trendless near term where ‘Brexit’ risks continue to
weigh on GBP. However, we expect a gradual downtrend in EUR/GBP to emerge over
coming months as Cameron is likely to secure a deal that should raise the prospects of the
UK voting to stay in the EU.

China fixed USD/CNY slightly higher but continues the trend of fixing substantially
below where the market closed on Friday. We expect the upward pressure on USD/CNY
and USD/CNH to remain on capital outflows. In Scandies, EUR/NOK has moved slightly
lower following the BoJ move as the oil price continued its march higher. With the recent
oil rally, EUR/NOK may have slightly more room to the downside. Still, we would warn
about becoming overly positive on the NOK given the 35 figures down-move over the
past weeks and the substantial downside risks to the Norwegian economy.
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Today's market data: 01 February 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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