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Investment Research — General Market Conditions   

     
Market Movers  

 After several days of focus on the global manufacturing sector focus today turns 

to the service sector outlooks. While we look for a drop in service PMIs in Spain 

and Italy, we expect the final euro area print to stay unchanged at 53.0. In terms of 

January retail sales in the euro area we expect a moderate increase due to the lower 

oil price, progress in the labour market as well as solid consumer confidence. 

 Note that yesterday we revised our euro area GDP growth forecast for 2016 

considerably lower from 1.8% to 1.5% (consensus 1.6%). The downward revision is 

mainly due to external factors that add uncertainty and hence are headwinds to 

business investments, while also keeping export growth subdued (see Weaker euro 

growth due to external factors, 2 March). 

 In the UK we expect the service PMI survey to show a small decline, suggesting that 

the UK economy might slow down somewhat in the coming quarters. However, we 

expect levels to remain decent and well above 50, thus pointing to positive growth. 

 In the US, the ISM non-manufacturing is due and it will be interesting to see whether 

the decline in the index over the past three months has continued in February. The 

service Markit PMI came out very weak last week with a decline of 3.7 points to 49.8, 

which places downside risk on ISM non-manufacturing. We estimate the index 

declined to 52.9, indicating a slower but still solid growth in the service sector. We 

will also get the final releases of service PMIs and durable goods as well as the 

weekly jobless claims figures.  

Selected Market News 

US ADP data yesterday suggested that private payrolls increased 214,000 in February. 

Although the ADP release does not have a perfect fit with actual NFP, it does give upside 

risks to our below consensus call of 160K in total payrolls on Friday. Not long after the 

release Fed’s Williams (non-voter, neutral) expressed that he only expects the rate path 

to be changed ‘slightly’ at the upcoming Fed March meeting as ‘the big picture has not 

changed’. Amid falling US recession fears short US rates have taken another move 

higher with 2Y US swap rates completing a 15bp rise in only four days. 

The release of the Fed’s Beige Book (based on information collected before 22 February)  

suggests that while most of the US economy continues to expand at a moderate pace, 

wage growth within the economy varies considerably ‘from flat to strong’. 

Danmarks Nationalbank purchased DKK8.4bn in FX intervention in February, which 

was slightly higher than indicated by the net position. Intervention likely took place in the 

first half of the month when EUR/DKK traded at an elevated level. With the recent drop 

in the cross below the central rate it makes it a close call if Nationalbanken in our base 

case will mirror a 10bp rate cut from the ECB next week. 

As expected the Spanish parliament rejected the Socialist Party’s government proposal 

(see Fixed Income Markets for more details). 

 
 
 
 
 

Market overview 

 
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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07:30 1 day +/-,%   

 S&P500 (close) 1986.5  0.41   
 S&P500 fut (chng from close) 1986.9  0.17   
 Nikkei 16924.3  1.06   
 Hang Seng 19932.2  -0.36   

17:00 07:30 +/-, bp   

 US 2y gov 0.86 0.86  -0.4   
 US 10y gov 1.86 1.85  -1.2   

 iTraxx Europe (IG) 96 97  1.0   
 iTraxx Xover (Non IG) 391 393  1.3   

+/-, %   
 EUR/USD 1.083 1.086  0.31   
 USD/JPY 114.020 114.150  0.11   
 EUR/CHF 1.08 1.08  0.05   
 EUR/GBP 0.770 0.771  0.22   
 EUR/SEK 9.361 9.352  -0.10   
 EUR/NOK 9.42 9.41  -0.07   

USD   
 Oil Brent, USD 37.1 36.9  -0.48   
 Gold, USD 1235.5 1239.8  0.35   

http://danskeresearch.danskebank.com/link/Euroareagrowthupdate020316/$file/Euro_area_growth_update_020316.pdf
http://danskeresearch.danskebank.com/link/Euroareagrowthupdate020316/$file/Euro_area_growth_update_020316.pdf
http://danskeresearch.danskebank.com/link/FlashCommentDenmarkFX030216/$file/FlashComment_DenmarkFX_030216.pdf
http://danskeresearch.danskebank.com/link/FlashCommentDenmarkFX030216/$file/FlashComment_DenmarkFX_030216.pdf
http://danskeresearch.danskebank.com/link/Euroareagrowthupdate020316/$file/Euro_area_growth_update_020316.pdf
http://danskeresearch.danskebank.com/link/Euroareagrowthupdate020316/$file/Euro_area_growth_update_020316.pdf
http://danskeresearch.danskebank.com/link/FlashCommentCEE010316/$file/FlashComment_CEE_010316.pdf
http://danskeresearch.danskebank.com/link/FlashCommentCEE010316/$file/FlashComment_CEE_010316.pdf
https://twitter.com/Danske_Research
https://twitter.com/Danske_Research
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Scandi Markets 

In Sweden, we expect resilient domestic demand to keep service PMIs at elevated levels.  

Real Estate Norway will release house prices for February. 

Fixed Income Markets 

There has been pressure on both Spain and Italy albeit for different reasons. In Spain, 

political uncertainty dominates as the Socialists and Cuidadanos failed in their first 

attempt to form a government as the acting PM Rajoy as well as the anti-austerity group 

Podemos blocked the alliance. There is set to be a second vote on Friday but given the 

statements from both Rajoy and Podemos, the Socialists are unlikely to form a 

government with Cuidadanos. Then the negotiations will begin again but a solution will 

have to be found by the beginning of May, otherwise a new election will be called - most 

likely on 26 June. On top of this, the EU commission is likely to be holding firm on the 

Spanish budget targets as country reports are being prepared by the EU commission and 

countries have to present plans for ongoing fiscal consolidation regardless of the political 

situation.  

In Italy the focus is on the combination of banks holding Italian government bonds as 

well as bad loans - both are very high relative to EU peers such as Spain, France and 

Germany. If limits to how many sovereign bonds banks can hold were to be introduced, 

this could have serious implications for BTPS in the longer run. The Italian PM Renzi has 

been out stating that Italy would veto any changes to banks’ holdings of sovereign bonds. 

So given the negative sentiment surrounding both Spain and Italy, the Spanish auction 

today is going to be very interesting in terms of demand. It is launching a new 5Y bond as 

well as tapping in the 15Y and linker segments. There is the political uncertainty on the 

one hand and more easing from the ECB on the other - we expect the ECB and QE to 

‘win’ and that demand will be good, if it allows a new issue premium.  

In Scandinavia we had fairly decent auctions from Norway. Sweden and Denmark. 

Norway sold NOK4bn in the 10Y segment with a bid-to-cover of 2, while Denmark sold 

some DKK 3.2bn, which was lower than what we had expected but it had bids for almost 

DKK10bn and wisely chose not to ‘saturate’ demand at the auction. We still see all three 

markets as undervalued relative to EU peers (such as Germany). 

FX Markets 

Yesterday, the US ADP job report surprised on the upside which may suggest that the 

non-farm payroll number on Friday may turn out stronger than expected as well. The 

solid ADP report lent further support to the USD, which now trades at its strongest level 

in almost a month. Today, the most important economic release is non-manufacturing 

ISM. Last month’s weak readings fuelled significant USD weakness, so a strong number 

could stimulate further speculations of a 2016 Fed hike, thereby supporting recent USD 

strength. Otherwise FX markets will be looking forward to Friday's job report, where the 

most important number to watch is the wage growth more than the employment number 

(unless the employment number surprises significantly in either direction). Emerging 

market currencies are starting to feel the squeeze from the Fed re-pricing and it could be 

a start of more pronounced weakness if US data continue to be strong and a Fed hike 

becomes more likely.   

Also the EUR remains under pressure as ECB officials show little interest in dampening 

market expectations about next week's meeting - in trade-weighted terms the currency is 
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now close to the weakest level in three months. We expect the EUR to continue to trade 

on a heavy note going into next week's ECB meeting.  

In the FX options universe short-dated volatilities have generally increased as March’s 

series of major central bank meetings is moving closer. In particular, implied volatility on 

EUR and JPY crosses looks expensive with 2W EUR/JPY at-the-money volatility being 

most expensive, which seems fair given the expectations of additional ECB and BoJ 

easing. Moreover, 3-12M tenors generally continue to look expensive across majors and 

Scandi crosses. Especially GBP volatility with maturities beyond the EU referendum on 

23 June is very expensive according to our models due to the ‘Brexit’ risk premium.  

 

Key figures and events 

 
Source: Bloomberg, Danske Bank Markets 

  

Thursday, March 3, 2016 Period Danske Bank Consensus Previous

8:30 SEK PMI services Index Feb 59.3

9:15 ESP PMI services Index Feb 53.1 53.7 54.6

9:45 ITL PMI services Index Feb 52.3 52.8 53.6

9:50 FRF PMI services Index Feb 49.8 49.8

9:55 DEM PMI services Index Feb 55.1 55.1 55.1

10:00 EUR PMI composite Index Feb 52.7 52.7 52.7

10:00 EUR PMI services Index Feb 53.0 53.0 53.0

10:30 GBP PMI services Index Feb 55.0 55.6

10:30 GBP PMI composite Index Feb 56.1

11:00 EUR Retail sales m/m|y/y Jan 0.3%|… 0.1%|1.2% 0.3%|1.4%

14:30 USD Initial jobless claims 1000 272

14:30 USD Unit labour cost, final q/q 4th quarter 4.8% 4.5%

15:45 USD Markit service PMI, final Index Feb 49.8 49.8

15:45 USD Markit composite PMI, final Index Feb 50.1

16:00 USD Capital goods orders, non-defense ex air, final % Jan 3.9%

16:00 USD Durable goods orders, final m/m Jan 4.9%

16:00 USD Factory orders m/m Jan 1.4% -2.9%

16:00 USD ISM non-manufacturing Index Feb 52.9 53.5 53.5
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Today’s market data: 03 March 2016 

 
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, and may not be redistributed to, 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. 
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