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Market Movers

o Today, the Bank of England sets the Bank Rate and communicates the target for
its asset purchases. They are expected to be maintained at 0.50% and GBP375bn,
respectively. We expect the vote count to be 8-1, as lan McCafferty will probably
continue to vote for a hike due to the strong development of the labour market. Based
on BoE governor Carney’s very dovish speech, we already know that the BoE is
likely to take another dovish stance. The new Inflation Report is also set to attract
attention since we will get more precise information about how the latest
developments in the global economy and financial markets have affected the BoE’s
view on the economy in terms of growth, unemployment and inflations forecasts.

o ECB President Mario Draghi will speaking at 09:00 CET. We expect him to
maintain a dovish stance, echoing remarks made in speeches last week and on
Monday that the ECB will ‘review and possibly reconsider’ its monetary policy in
March. We expect a 10bp cut in the deposit rate at the meeting in March.

e A range of data is released from the US today, including initial jobless claims,
factory orders and durable goods orders..

Selected Market News

Dovish Dudley interview weighing on the USD and US rates. In an MNI interview,
New York Fed President Dudley noted that financial conditions have tightened
considerably in the weeks since the US Federal Reserve raised interest rates and monetary
policy makers will have to take that into consideration should that phenomenon persist.
Based on recent speeches, it would appear that a dovish shift has taken place within the
FOMC, though this has yet to be confirmed by Fed Chair Yellen, who will be speaking
next week.

Oil rallies despite rise in inventories. The WTI crude oil price rallied to levels well
above USD32/barrel yesterday, despite data released by the Energy Information
Administration (EIA) showing a surprisingly large rise in US inventories. According to
the EIA data, crude oil inventories rose 7.8m barrels last week, well above expectations
for a 4.8m increase. However, the significant and broad-based USD weakening appears to
have offset this, with EUR/USD breaking above 1.11 in the US trading session.

US economic data raise fears of a more broad-based slowdown. Earlier in the day, a
downbeat ISM service report had weighed on sentiment, showing signs of negative spill-
over from the struggling manufacturing sector. The headline declined to 53.5 (prior 55.8,
survey 55.1), the lowest since February 2014, and sub-components also showed
weakness, with employment much lower at 52.1 (56.3), business activity at 53.9 (59.5)
and new orders at 56.5 (58.9).

US equities pare losses, driven by a rebound in oil. While the soft ISM non-
manufacturing report weighed on sentiment early in yesterday’s US trading session,
equities later recovered driven by the rebound in the oil price and the USD weakness.
This morning, Asian equities are also generally higher, except the Nikkei index, which
appears to have taken its cue from the slide in the USD/JPY exchange rate.

Important disclosures and certifications are contained from page 5 of this report.

04 February 2016

Market overview
07:30 _1day +/-%
S&P500 (close) 19125 0.50
S&P500 fut (chng from close) 19165 042
Nikkei 170560 v -0.79
Hang Seng 192129 1.17
17:00 07:30 +/-,bp
us 2y gov 069 0.73 32
US 10y gov 1.83 1.89 57
iTraxx Europe (IG) 103 104 15
iTraxx Xover (Non IG) 399 400 1.2
+/-, %
EUR/USD 1.107 1.108 0.13
usb/Jry 117.750 117.970 0.19
EUR/CHF 1.11 111 0.02
EUR/GBP 0.758 0.761 0.31
EUR/SEK 9.370 9.358 v -0.13
EUR/NOK 9.54 9.48 v -0.65
usb
Oil Brent, USD 34.0 FBE5%S 3.76
Gold, USD 11395 1142.7 0.28

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

There are no scheduled events today.

Fixed Income Markets

The weak US ISM non-manufacturing reading yesterday paints a picture of a broader US
slowdown than just the manufacturing sector and is another indicator that the FOMC
might stay on hold for some time together with tighter financial conditions, subdued core
inflation, subdued wage inflation and very low market inflation expectations. The US
money market curve rallied another 6bp — and compared with the curve just seven weeks
ago after the hike, rates have declined 65bp in the Dec-17 maturity. We thus discount the
first full hike in Q3 17 and market implied probability of a 2016 hike has dropped to
around 60% (see chart). Although pricing action suggest some overshooting, we think it
is too early to go against the subdued pricing and we will wait for some stabilisation in
data and the communication response from core FOMC members before positioning for
higher US rates.

Ireland is going to the polls on 26 February as the Irish PM Enda Kenny has called a
general election. The polls indicate that the coalition government between Fine Gael and
Labour will not be able to hold on to a absolute majority and that the election could be
very ‘muddled” as we have seen in both Portugal and Spain. See more in our short
preview on the Irish election from 21 January. The potential uncertain election outcome
combined with the current market turmoil has been bad for the Irish government bonds -
as investors are looking at what happened in Spain and Portugal. However, there are some
significant differences to the situation in both Spain and Portugal and one of the key
differences is that Ireland has a much smaller funding need in 2016 relative to both Spain
and Portugal.

Today's issuance in the European government bond market is coming from France and
Spain. France is tapping in the 10Y and 20Y segment, while Spain is tapping both in
nominals (10Y and 20Y) and linkers (4Y). Given the decent demand for the 30Y BTPS,
there should be some spill-over effect on the Spanish tap auction today, even though there
should be no ‘new issue premium’ similar to the syndicated deals. Looking at the slope of
the curves relative to the outright level for yields in the front end of the curve, there
should also be decent demand for the 20Y segment.

FX Markets

The USD fell broadly on Wednesday on the back of a weak US ISM non-manufacturing,
which dropped to 53.5 in January from 55.8 in December. US rates markets rallied
sharply, which was the driver behind the significant USD sell-off. Commodity currencies
like NZD and CAD led the rally versus USD, whereas USD/JPY is back below the levels
where Bank of Japan (BoJ) moved to negative rates last Friday. Technically, EUR/USD
broke important resistance levels at first 1.1000 and next 1.1050, which provides
additional top-side risks ahead of 1.15. GBP/USD rallied in sympathy on better than
expected UK data. Today, we have the all-important Bank of England Inflation Report
which will set the tone for markets. We look for more GBP strength ahead in coming
weeks both versus the USD and EUR.

In Scandies, EUR/SEK remains bid where the market ignores strong Swedish data
(January PMI Services rose to 59.3 from 58.0) and focuses on the risks of further
Riksbank action. We believe that 9.40 will hold in EUR/SEK ahead of the Riksbank
meeting next Thursday but we should edge higher if the central bank cuts by 10bp as we
expect up towards 9.50.
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Key figures and events

Thursday, February 4,2016 Period Danske Bank Consensus Previous
9:00 EUR  ECB's Draghi speaks in Frankfurt
10:00 EUR ECBPublishes Economic Bulletin
13:00 EUR ECB's Mersch speaksin Zurich
13:00 GBP BoErate announcement % 0.50% 0.50% 0.50%
13:00 GBP BoEannounces asset purchase target GBP bn Feb 375 375 375
13:00 GBP  BoE minutes
13:00 GBP BoEInflation Report
14:30 USD Unitlabour cost, preliminary a/q 4th quarter 4.0% 1.8%
14:30 USD Initial jobless claims 1000 283 278
16:00 USD Durable goods orders, final m/m Dec -5.1%
16:00 USD Factoryorders m/m Dec -2.1% -0.2%

Source: Bloomberg, Danske Bank Markets
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Today's market data: 04 February 2016

STOCKS
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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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