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Market Movers

e The calendar of economic data releases is relatively thin today.

« In the UK industrial and manufacturing production and construction output in
November are due. The figures should give us more insight into how the UK

performed growth-wise in Q4. We think GDP growth picked up in Q4 following the
slowdown in Q3.

o In the US a large number of Fed members are speaking this week. The time after the
FOMC meeting in December has been quiet due to Christmas and the New Year, so
not much information from the Fed members has come out yet. Remember, as the
calendar now says 2016, voting rights have changed. Among the speakers today are
Fischer (voter, hawkish) and Lacker (non-voter, hawkish).

e Also in the euro area focus will be on monetary policy communication as ECB’s
Praet is set to take part in a panel discussion in Paris and as Lautenschlager has a
scheduled speech in Frankfurt. Noteworthy, the two Executive Board members have
previously expressed opinions in each end of the ECB board-spectrum.

Selected Market News
Market focus is still very much on the oil price and on developments in China.

At a Chinese consulate briefing to the US, the deputy director of China’s office of the
central lending group Han Jun stated that calls for a large CNY depreciation in 2016
are ‘ridiculous’, that shorting the yuan ‘will not succeed’ and that ‘it is pure imagination
that the Chinese yuan will act like a wild horse without any rein’. Jun’s comment come
amid yuan lending rates in Hong Kong reaching record highs on the back of tight
liquidity, which is likely a result of intervention in the offshore market by the People’s
Bank of China to stem CNH depreciation. As a result the CNY-CNH spread has now
been closed again after reaching a record 2.9% last week. Also USD/CNY this morning
fixed at 6.5628 marking the third consecutive day of stable CNY fixing.

Meanwhile the oil price continues to slide. Yesterday the price of the black gold dropped
for a seventh consecutive day, thereby reaching the lowest level in 12 years. While we
fundamentally stick to the story that the oil price will eventually rebound this year, short-
term risks clearly remain skewed to the downside.

Fed’s Lockhart (non-voter, neutral) yesterday expressed the view that it is important for
the Fed to keep a focus on the real domestic economy — rather than the financial economy
- and that he currently does not view the US economy as vulnerable to the foreign shocks
that have given US stock markets a historically bad start to the new year.

In Japan, balance of payment figures released overnight revealed the 17" consecutive
month of a current account surplus.

Important disclosures and certifications are contained from page 3 of this report.
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Scandi Markets

The Swedish debt office is set to release December borrowing requirement this morning.
The forecast is for SEK99bn of which 55bn is primary lending, 29bn is on-lending and
15bn is interest payments. There is some uncertainty whether the government's extra
SEK10bn spending to municipalities will raise this figure but it probably will. On the
positive side, we would like tax revenues to continue to surprise as has been the case for
some time now. That may have implications for the bond supply outlook in 2016. More
important, however ,is immigration flows that have plunged recently to just a 10th of the
peak in October/November (i.e. around 1,000 per week now).

Fixed Income Markets

Issuance season is picking up and we are in for what is likely to be one the busiest days
of the year in the EUR govie primary market. Both Spain and Belgium have announced
the launch of new 10Ys via syndication following the regular January pattern (SPGB
Apr-26 and BGB Jun-26).

Belgium has the past two years printed 5bn in the January deal and was the second best
performer in the semi-core yesterday only surpassed by Ireland (again). Spain printed 9bn
in the January deal last year and 10bn in January 2014. Spain lost 6bp versus Germany
fuelled by the announcement and with auctions also Thursday and next week we have a
lot of Spanish risk coming to the market in the next two weeks. The 10Y vyield spread
between Spain and Italy is trading around 2015 highs, which should support demand,
although we doubt that the deal will be as large as the past two years with more Spanish
supply coming. Adding to the longer dated supply also the Netherlands is printing in the
33s (1.5bn), Austria in 25s and 34s (1.2bn) and Germany is printing in the 26 linker
(1bn).

FX Markets

With no significant data releases today, the market will continue to focus on the
development in China. JPY and EUR to remain supported in the short term as risk
sentiment currently is the main driver for all the major currencies. USD/CNH has
declined sharply over the past couple of days driven by People’s Bank of China’s (PBoC)
intervention in the offshore market. The CNH-CNY spread has narrowed significantly to
0.012 (was 0.16 Tuesday last week). In our view, the onshore-offshore gap should be
biased to widen as long as fundamentals keep depreciation expectations intact. However,
recent PBoC interventions have drained a lot of liquidity out the offshore market, which
has led to a sharp rise in money market rates and thus made it very expensive to fund long
USD/CNH positions. This might dampen the appetite for further speculative CNH selling
in the short term and support a stabilisation of the CNY and CNH in the short term.
Longer term, we still look for a continued weakening of the CNY versus USD and EUR
of 7% and 15% respectively, over the next year. However, it will be a relatively gradual
weakening of the CNY controlled by the PBoC.
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Key figures and events

Previous

Danske Bank Consensus

Tuesday, January 12, 2016 Period
9:30 SEK  Budget balance SEK bn Dec
10:30 GBP  Industrial production m/mly/y Nov
10:30 GBP  Manufacturing production m/mly/y Nov
11:30 EUR ECB's Praet Speaksin Paris
12:00 USD NFIBsmall business optimism Index Dec
20:00 EUR ECB's Lautenschlaeger speaks in Frankfurt
21:15 USD  Fed's Lacker (non-voter, hawkish) speaks

21.8
0.1%|1.7%
-0.4%]-0.1%

0.0%|1.7%
0.1%]|-0.8%

95.2 94.8

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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