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Market Movers

o Focus will be on the release of euro area PMIs. So far, the manufacturing PMI
seems broadly unaffected by the weakness in emerging markets, even though we have
had a couple of months with falling financial sentiment indicators (Sentix and ZEW).
In line with the financial sentiment we expect a decline in the manufacturing PMI,
which would also be consistent with the lower order-inventory balance and the recent
weak German data. The German PMIs should decrease the most as the VVolkswagen
exhaust scandal is likely to add to the negative sentiment, whereas the French PMIs
are set to be less affected as suggested by the recent improvement in French business
surveys.

o US manufacturing PMI is also released and consensus is for a broadly unchanged
figure of 53 from 53.1 in September. Despite the fall in September the manufacturing
PMI was still much higher than the manufacturing ISM, which came out at 50.2. The
question, then, is whether there will still be a big gap between the two indices or
whether they will converge. Weak export data for September suggest that the
manufacturing sector is still under pressure from reduced global demand and a
stronger dollar, so we see a slight risk of the PMI falling to a level closer to 50.

o In the euro area the inflation expectations in the Survey of Professional Forecasters
are released and although we expect a decline in the longer-term inflation expectation
it should not have a large market impact following the very dovish comment at
yesterday’s ECB meeting (see below).

Selected Market News

ECB president Draghi had a surprisingly dovish stance at yesterday’s ECB meeting
and even opened the door for a deposit rate cut. Draghi described the meeting as a
‘work and assess’ rather than a ‘wait and see’ meeting and explained that the ECB had
tasked relevant committees to work on different instruments. He clearly signalled that the
ECB is considering further easing at the upcoming meeting in December, where it will
release updated inflation projections. We have changed our view and now expect the
ECB to cut the deposit rate by 10bp at the meeting in December, to keep the door
open for further rate cuts and at the same time announce an extension of the QE purchases
beyond September 2016, see more in ECB to cut the deposit rate further.

We have also changed our view on Danmarks Nationalbank (DN) on the back of the
dovish signal from the ECB. We now forecast DN to keep its policy rates unchanged on
a 12M horizon — previously we expected it would hike the rate of interest on certificates
by a total of 20bp on 6M. This also implies that we do not expect DN to mirror the
expected interest rate cut from the ECB, see Dovish ECB to keep Danish central bank on
hold.

The outlook for more ECB stimuli has supported risk sentiment and Asian stocks are
higher this morning in line with the general rally in global equities.

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30  1lday +/-%
S&P500 (close) 20525 1.66
S&P500 fut (chng from close) 2056.5 0.17
Nikkei 18844.2 221
Hang Seng 23152.0 1.34
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usb
Oil Brent, USD 48.3 48.3 0.17
Gold, USD 11679 11688 0.07

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 ECB to cut the deposit rate further

e Dovish ECB to keep Danish central
bank on hold

e UK Macro Monitor: Growth likely
slowed in Q3 but still at trend
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Fixed Income Markets

Draghi has once again cornered the ‘Hawks’ and managed to pre-announce additional
easing. It seems that there is no way back for the ECB now — and we are now going for a
10bp rate in December plus an extension of the QE programme, see ECB to cut the
deposit rate further.

The EONIA market is now pricing in around 9bp in additional cuts over the next year
(5bp for December). If it cuts in December some probability of an additional cut should
be priced in as the ECB wants to keep the door open for further easing if needed.

It is Friday and that means possible rating reviews. Spain and Italy are up for review by
Fitch, while Germany and Austria are up for review by Moody’s. In our view, Spain is
the only candidate for an upgrade of the rating/outlook. We see a chance of a one-notch
upgrade or at least a positive outlook from Fitch (see page 10-13 in our Government
Bonds Weekly).

The upcoming ECB easing raises the question how this will impact the Scandi central
banks. We now expect DN to keep all its policy rates unchanged on 12M; hence, keeping
the key policy rate at minus 0.75%. Should the additional ECB easing lead to renewed
downward pressure on EUR/DKK, we expect DN to respond with FX intervention
purchases to cap EUR/DKK around the level of 7.4500, see Dovish ECB to keep Danish
central bank on hold.

FX Markets

EUR-crosses fell sharply following the ECB meeting with EUR/USD leading the way,
while the EUR also fell sharply versus commodity currencies like the CAD and BRL as
risk appetite rallied. We now expect the ECB to cut the deposit rate by 10bp to -30bp at
its meeting in December, to keep the door open for further cuts and announce an
extension of the QE purchases beyond September 2016. As a result, we have lowered our
1M and 3M EUR/USD forecasts to 1.10 and 1.08 respectively, as a further deposit rate
cut is more EUR-negative compared to our previous call of an extension of the QE
programme. However, we have maintained our 6M and 12M EUR/USD forecasts at 1.12
and 1.20 as medium-term fundamentals support a higher EUR/USD.

The ECB’s signals and the sharp sell-off in the EUR also triggered mild selling in
EUR/Scandies. However, it is important to keep in mind that the ECB’s expected changes
in monetary policy will have a profound impact on the monetary policy in Scandinavia.
First, we expect that DN will keep its policy rates unchanged over the coming 12 months
— hence, the policy rate stays at -75bp. If additional easing by the ECB triggers downward
pressure on EUR/DKK, we expect DN to cap EUR/DKK around 7.4500 using FX
intervention. Meanwhile, we expect the Riksbank to expand its current QE at the policy
meeting on 28 October. For more details, see Reading the Markets, 22 October 2015. This
will cap any downside in EUR/SEK ahead of the policy meeting.
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Key figures and events

Friday, October 23,2015 Period DanskeBank  Consensus Previous
- EUR  Moody's may publish Germany's debt rating
- EUR  Fitch may publish Italy's debt rating
- EUR  Fitch may publish Spain's debt rating
- EUR  Moody's may publish Austria's debt rating
- EUR  Fitch may publish Cyprus's debt rating

330 CNY  Property prices v/y

3:35 JPY  Nikkei Manufacturing PMI, preliminary Index Oct 505 510
7:00 JPY  Leading economic index, final Index Aug 1035
900 FRF  PMI manufacturing, preliminary Index Oct 50.3 502 506
9:00 FRF  PMl services, preliminary Index Oct 516 518 519
9:00 ESP  Unemployment rate % 3rd quarter 21.9% 22.4%
930 DEM  PMI manufacturing, preliminary Index Oct 510 518 52.3
930 DEM  PMl services, preliminary Index Oct 535 559 541
10:00 EUR  PMI manufacturing, preliminary Index Oct 51.0 518 52.0
10:00 EUR  PMI composite, preliminary Index Oct 52.9 5815) 5816
10:00 EUR  PMl services, preliminary Index Oct 533 555} 53.7
14:30 CAD CPI m/mly/y Sep 0.0%]|1.3%
1545 USD  Markit manufacturing PMI, preliminary Index Oct 531 5EN!

Source: Bloomberg, Danske Bank Markets
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Today's market data: 23 October 2015
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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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