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Market Movers

o Today is the day when we and markets expect the Fed to start lift-off delivering
the first rate hike in nine years, see FOMC preview, we expect a dovish hike, 14
December. The Fed has been challenged over the past week by the lower oil price,
another sell-off in equity markets and not least significant stress in the US high yield
market. We believe the hike is signalled so clearly that it is too late for the Fed to
refrain but we expect a very dovish one, as the ‘dots’ outlining the FOMC members’
forecast for the Fed funds rate are likely to show a subdued path of only three hikes in
2016. Fed chairman Janet Yellen is also likely to strike a cautious tone at the press
conference adding to the dovish feeling. There may also be dissenters among the
FOMC members.

e The market is pricing around 80% probability of a hike and slightly less than two
hikes next year. However, it most likely reflects a probability that the Fed will be
forced to stop early versus a scenario where it continues to hike 3-4 times.

o Before the Fed decision, we have Euro Flash PMI this morning with France and
Germany releasing first before the Euro PMI is out at 10:00 CET. We expect a
marginal increase in line with recent stabilisation of the key economic indicators. In
general, we expect the European recovery to gather speed next year and we see the
latest improvements as the start of this. Furthermore, it should be noted that the
economic indicators have been quite resistant to the weakness in the Chinese
economy. Final Euro CPI for December is released at 11:00 CET.

Selected Market News

Risk appetite improved a bit yesterday going into the FOMC meeting with equities
climbing higher during the afternoon and US high yield spreads also narrowing slightly
after strong spread widening in the previous trading days. Some stabilisation in the oil
price has helped risk assets to recover from technically stretched low levels. Asian stock
markets are also higher this morning.

The oil price has stabilised around USD38 per barrel on talks of an OPEC
emergency meeting as the oil price got very close to the lows from the financial crisis in
2008. It is still too early though, to conclude that we have seen the bottom. If the price
declines beyond the 2008 lows at USD36.2 per barrel it could trigger negative risk
sentiment again.

In China the CNY has stabilised on signs of intervention in the onshore market
yesterday and indications of intervention in the offshore market (CNH) this morning as
the CNH-CNY spread has narrowed from 0.08 yesterday to now below 0.06. It might
help ease fears of a big devaluation triggered on Friday when China introduced a CNY -
currency basket used to evaluate the overall strength of the CNY.

Japanese Flash PMI manufacturing for December was broadly flat edging down to
52.5 from 52.6 in November. It is still a fairly robust level (average past three years is
51.6), which suggests that the past months’ improvement in industrial production was
intact through the end of 2015.

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30 1day +/-%
S&P500 (close) 20434 1.06
S&P500 fut (chng from close) 20420 0.24
Nikkei 19037.4 254
Hang Seng 21722.7 211
17:00 07:30 +/-,bp
us 2y gov 0.97 096 v -04
US 10y gov 227 226 ¥ -0.9
iTraxx Europe (IG) 82 81 v -0.8
iTraxx Xover (Non IG) ) 336 v 26
+/-, %
EUR/USD 1.093 1.094 0.07
usp/Jry 121650 121910 0.21
EUR/CHF 1.08 1.08 0.08
EUR/GBP 0.726 0.727 0.19
EUR/SEK 9.286 9.294 0.09
EUR/NOK 9.50 949 v -0.03
usb
Oil Brent, USD 383 383 v -0.16
Gold, USD 1061.2 1064.9 0.35

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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e FOMC preview, we expect a dovish
hike

e UK: Base effects kick in - CPI
inflation above 0% for the first
time since July

e Riksbank stands pat - for now
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Scandi Markets

There are no key movers in Scandi today. Markets will take their cue from global
developments. Next event in Scandi will be the Norges Bank meeting tomorrow.

Fixed Income Markets

As we think that the FOMC statement and Janet Yellen’s press conference will be very
soft, the message of a ‘dovish hike’ should be welcomed by the market. We think the
market rate increases should be modest and even a positive reaction in the US bond
market should not be ruled out, especially if focus is on a possible lower level of the
neutral real rate. The focus will be on the explicit guidance beyond the lift-off and the
implicit hints from the economic projections and the ‘dot plot’.

However, expectations for the second hike are priced very soft (40% for March, 50% for
April and not fully priced until June) and the market is pricing close to two hikes for each
of the next two years, whereas the FOMC dots are significantly above, even including our
expectation of 2016 and 2017 down revisions in the median forecast tonight. This implies
that there is still room for a re-pricing in a hawkish direction, in our view. In light of this
and the general market expectation of a dovish Yellen, we think there is a flattening bias
on the US curve and that the bar for a hawkish read tonight might not be that high.

FX Markets

Markets rallied on Tuesday as oil stabilised, triggering a self-off in EUR/USD. We expect
the Fed to raise rates by 25bp today but to deliver a dovish hike (see above and Fed Lift-
off Series #3 — FOMC Preview: we expect a dovish hike). The Fed rate hike and dovish
non-US central banks should drive modest USD strength near term. We expect EUR/USD
to trade lower ahead of year-end but we stress that the cross will stay in the 1.05-1.10
range in coming months.

The Fed rate hike, even a dovish one, is likely to fuel modest weakness in the NOK
versus the USD as US rate hikes will contrast with a very dovish Norges Bank on
Thursday where the central bank will either promise a cut in March 2016 or actually cut
interest rates by 25bp to 50bp. The Riksbank, as expected, kept interest rates unchanged
on Tuesday and interestingly lowered its near-term forecasts for the trade-weighted SEK,
the KIX. EUR/SEK traded lower after the decision and we continue to see EUR/SEK
being stuck in a 9.10-9.30 range for the next couple of months, with an emphasis on the
lower end of that range.
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Key figures and events

Wednesday, December 16, 2015 Period Danske Bank Consensus Previous
9:00 FRF  PMI manufacturing, preliminary Index Dec 50.2 50.6
9:00 FRF  PMl services, preliminary Index Dec 505 51.0
9:30 DEM  PMI manufacturing, preliminary Index Dec 535 52.5 529
9:30 DEM PMl services, preliminary Index Dec 556 555 55.6
10:00 EUR  PMI manufacturing, preliminary Index Dec 53.0 525 52.8
10:00 EUR PMI composite, preliminary Index Dec 54.2 54.2
10:00 EUR PMl services, preliminary Index Dec 54.1 54.0 54.2
10:30 GBP ILOUnemployment rate % Oct 5.3% 53% 5.3%
10:30 GBP  Average weekly earnings ex bonus (3M) v/y Oct 2.3% 2.3% 2.5%
10:30 GBP  Average weekly earnings (3M]) v/y Oct 2.5% 3.0%
11:00 EUR  HICPinflation, final m/mly/y Nov .]0.2% -0.2%|0.1% 0.1%]0.1%
11:00 EUR HICP-coreinflation, final % Nov 0.9% 0.9% 0.9%
11:00 EUR Trade balance EURDbn Oct 20.1
13:00 USD MBA mortgage applications % 12%
14:30 USD  Building permits 1000 (m/m) Nov 1153 1161.0(5.1%)
14:30 USD Housing starts 1000 (m/m) Nov 1140 1060.0(-11.0%)
15:15 USD Capacity utilization % Nov 77.4% 77.5%
15:15 USD Industrial production m/m Nov -0.1% -0.2%
15:15 USD Manufacturing production m/m Nov 0.1% 0.4%
15:45 USD  Markit manufacturing PMI, preliminary Index Dec 528 52.8
16:30 USD DOEU.S.crude oilinventories K -3568
20:00 USD FOMC rate announcement and statement % 0.50% 0.50% 0.25%
20:00 USD December projections materials (including the "dots")

20:30 USD VYellen press conference
22:45 NZD GDP a/aly/y 3rd quarter 0.8%|2.3% 0.4%|2.4%

Source: Bloomberg, Danske Bank Markets




Markets

Danske Daily

Today's market data: 16 December 2015

STOCKS
S&P500 Intraday, % Eurostoxx Intraday, %
Close +/-
1.50 1.50 3.20 Poa/\ 3.2 DJISTOXX50 3051 3.1%
/‘-\WW OMXC20 982 2.0%
0.90 0.90 2.30 2.3 OMXS30 1426 2.7%
OSE BX 602 2.8%
0.30 0.30 1.40 1.4
Close +-
-0.30 -0.30 0.50 05 0
15 16 17 18 19 20 =21 09 10 11 12 13 14 15 16 17 18 DI JCIN=S S @20
Grey line indicates closing of Danish markets T e NASDAQ 4995 0.9%
1month v -0.5% 1month v -3.9% S&P500 2043 116
Year-to-date ¥ -0.8% Year-to-date 16% NIKKEI (07:30) 19037 3.1%
FX & COMMODITIES
Qil, Brent,
EUR/USD Intraday EUR 17:00 07:30 +- Gold, $ $
1104 1104 UsD 109.31 109.39 0.08 | 07:30 1064.94 38.26
JPY 132.98 133.36 0.38 | 1day 373 ¥ -0.19
1EB 100 GBP 72.57 7271 0.14 [ 1month v -me1 ¥ -6.30
NOK 949.51 94918 ¥  -033| Year-tdate W -1m9.92 WV -19.07
1ERa NEEA SEK 928,57 929.38 0.81
DKK 746.18 746.18 0.00 CRB CRB, Raw
108.9 108.9 PLN 433.34 43107 WV -2.27 M future Industrials
U7 1@ 13 16 10 BB Ol @8 uUsD 17:00 07:30 +- 07:30 174.23 40111
JPY 12165 12191 0.26 | 1day v -004 ¥ -0.56
1month 253 GBP 150.62 15045 ¥ -0.7 | 1month Vv -uw ¥V -0.69
Year-to-date v -159 CHF 99.00 99.00 0.00 | Year-t-date W 5573 ¥ -9100
YIELDS & INTEREST RATES
USD-Yields Intraday Spread,
1.00 Policy Rate 3M bp 17:00 07:30 +-, bp
neE uUsbD 0.25 0.52 27 USD 10Y 227 2.26 v -1
0.98 ‘i'\ _ ' EUR 0.05 -0.13 -18 USD 30Y 3.01 2.99 v -2
| L TR, L GBP 0.50 058 8 JPY 1Y 0.30 030 ¥ o
0.96 M i :
usD10 DKK 0.05 -0.12 -17
0.94 i Y(rhs)2.22 SEK -0.35 -0.38 -3 07:30(-)* 17:00 +, bp
NOK 0.75 108 33 DEM 10Y 0.58 0.66 8
0.92 2.19
07 10 13 16 19 22 01 04 PLN 150 162 2 DKK 10Y 0.91 0.93 1
SEK 10Y 0.87 0.95 8
NOK 10Y 157 157 0
PLN 10Y 3.32 3.08 [ 7 -25
*As of closing previous trading day
10Y Yield Spread to German .
3.0 P Y 3.0 3.0 USYield Curve German Yield Curve
2.43 5.0 1.0
25 25 25 0.9 50
4.0 0.8
20 162 20 20 0.7 40
15 3.0 0.6
15 1.5 : 05 3.0
1.0 20 04
1.0 1.0 03 2.0
0.5 1.0 02 96
05 05 ’ d
0.0 0.0 0.1
0.0 0.0 uspz2y usbD5Y usbD1oy 0.0 — 0.0
usD JBY GBP FRF ITL DKK SEKNOKPLN DEM2Y D EMSYR DEMILORS
4 4 S, D-t-D +/-, bp (right
0 0.34 0 07:30 [/Weftpax[g]g el S D-t-D +/-, bp [right axis)
1 month ago (left axis) 07:30 (left axis)
1 month ago (left axis)
Credit spread, iTraxx s. 11* Creditspreads Swap Spread, bp**
100 450 17:00 07:30 +-
07:30 1day 1month 90 \ 400 | USD oY
¥ 80 ath 350
Europe (IG) 81 -1 7 70 N M//m. e JPY 10Y -10 -10 0
HiVol 90 v 5 0 53 "‘\Mvnf TN 250
Xover (N-IG) 336 v 5 21 20 200 07:30(-D* 17:00 +-
g2 159 | EUR DY 0 1 1
10 50 | DKK 10Y 35 33 v o 2
Finan. Sr. 78 Vo 2 0 0 SEK 10Y 43 41 v o2
. Dec Jan Mar Apr Jun Jul Sep Oct Dec
Finan. Sub. 63 | J| 2 NOK 10Y 60 59 ¥ -2
Non-finan. iTraxx Europe (IG) (left axis)
iTraxx Xover (Non IG) (right axis) * As of closing previous trading day
* Ask price ** Ask price

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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