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Market Movers

e The October employment report will be released today. Job growth slowed to just
below 140,000 on average in September and August, which in our view is below the
pace (>150,000) needed for the Fed to initiate the hiking cycle. We estimate that job
growth increased to 170,000 in October and that the unemployment rate was steady.

e The hourly earnings measure will be important as well. Wage inflation has been
relatively subdued despite the impressive decline in the unemployment rate. This has
raised doubt whether the unemployment rate is a good measure of the ‘real” amount of
slack in the labour market. If wage inflation starts to accelerate, it would be an
important sign that the labour market has indeed become tight and would strengthen
the case for a near-term Fed funds rate hike.

e In the UK industrial production data are in focus but after the dovish message from
the BOE yesterday the impact should be relatively small.

o Budget balance figures in Sweden and manufacturing production in Norway, see
Scandi Markets.

Selected Market News

Even though yesterday’s weekly jobless claims data are from November and do not affect
the all-important October labour marker report out today they were monitored closely.
The data showed that initial claims rose by 16k, which brings the 4-week average to
263k. Furthermore, the challenger survey showed that 50.4k job cuts were announced in
October which is 1.3% lower than a year ago. All in all, these preliminary data point to
healthy job growth also in November.

The market is now pricing a close to 65% probability of a hike in December, and if our
forecast (+170k) is correct for today’s non-farm payrolls that probability could go up
further. Also remember that the Fed likes to prepare the market and does not like to
surprise. Hence, a higher probability of a December rate hike could in fact be self-
reinforcing pushing the probability even higher.

Two-year US Treasury yields are now at the highest level this year at 0.82% but note that
US swap vyields are still below the level at the beginning of the year. Hence, the swap
spread has tightened strongly. In the 10Y segment swap yields are now more than 11bp
below the Treasury yield, which is quite extraordinary. This collapse and inversion in
swaps spreads probably reflect some fundamental factors like bond selling from EM
central banks and hedging of a heavy corporate issuance calendar (receiving swaps).
However, it might also reflect that the liquidity of US treasuries has weakened and that
trading operations have less appetite or power to go against this ‘extraordinary’ move in
swap spreads.

This morning we had more encouraging news out of China after the PMI data early this
week pointed to a stabilisation in the economy. Car sales rose 11.3% in October, the
highest monthly rise in seven months. The higher car sales comes after the government in
October slashed taxes on car purchases to support demand.

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30 1day +/-%
S&P500 (close) 20999 v -0.11
S&P500 fut (chng from close) 20930 Vv -005
Nikkei 192705 0.81
Hang Seng 228933 ¥ -0.68
17:00 07:30 +/-,bp
Us 2y gov 085 082 v 28
Us 10y gov 2.25 223 v -20
iTraxx Europe (IG) 71 71 04
iTraxx Xover (Non IG) 291 292 1.3
+/- %
EUR/USD 1.087 1.088 0.10
usbD/JrPY 121570 121.820 021
EUR/CHF 1.08 1.08 0.10
EUR/GBP 0.713 0.716 045
EUR/SEK 9.392 9391 Vv -002
EUR/NOK 9.30 9.31 0.08
usb
Oil Brent, USD 48.3 48.3 0.17
Gold, USD 11074 1109.7 0.21

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 Bank of England review
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Scandi Markets

Today Sweden’s National Debt Office releases the October net borrowing requirement,
the first ‘test’ of the brand new forecast. It forecasts a requirement of SEK3.9bn and there
is no reason to expect a deviation so short after the new forecast's release. The more
important question is whether the NDO's surprisingly modest forecast for next year will
suffice given soaring immigration costs and new demands from AF (labour market
board). There is reason for some skepticism about to what extent raising tax revenues will
be able to cover rising expenditures. That question will not, however, be answered today.

In Norway industrial and manufacturing production are due for release. The recent
stabilisation in the PMI indicator points to a positive m/m reading (DB + 0.5% m/m) in
manufacturing production in September after the relative sharp fall in August. Together
with the Norges Bank press release yesterday it will further support the view that Norges
Bank will not cut rates in December.

Fixed Income Markets

The US curve is going into today’s pivotal employment report with 5Y UST yields at the
highest level since late July and a December Fed lift-off being priced with around 65%. In
that sense, today’s report is having a very binary outcome for FI markets as a number
below, say, 125k (or significant down revision) offers a big reversal of latest increases in
rates. These movements could be even stronger in EUR markets as a cancelled Fed hike
would scale up expectations for even stronger ECB actions in December without the help
from a stronger USD FX. Obviously, a strong (or neutral) report should give more
confirmation of the FOMC strategy of coupling a ‘live’ December meeting and data
dependence. Expect the front of the Fed funds curve to price a December hike around
80% in case of a strong report.

Belgium is up for review by Moody’s tonight. We do not expect a rating change, see page
10 in our Government Bonds Weekly.

FX Markets

Norges Bank kept rates unchanged as expected yesterday, see Norges Bank review: Rates
unchanged, easing bias reiterated, and following the decision, we saw a relief rally in the
NOK as some had expected a clear hint of a December cut. In our view, however, this is
NOT a game changer and it is not a trigger for continued NOK appreciation: we maintain
our view that EUR/NOK risks remain skewed to the upside in the coming months on
seasonality and the potential for more NB easing being priced in ahead of the December
meeting. We have lifted our 1M and 3M EUR/NOK forecasts to 9.40.

Bank of England stroke a dovish tone at yesterday's meeting and sent GBP crosses lower:
while keeping policy measures unchanged. The MPC now expects the strong GBP to
weigh on inflation for longer. Fundamentally, we still think that the market’s pricing of
BoE is too dovish - even if the more negative outlook for CPI inflation indeed is a threat
to our call for a bank rate increase in February 2016. We expect EUR/GBP to trade
gradually lower in the coming 3-6 months and emphasise that the cross could temporarily
undershoot our forecasts around the time of the first BoE hike.

In What US investors think and how we differ we discuss our take on the stance of US
investors; notably many expect EUR/USD to fall sharply near term but we believe that it
will be 'sell the rumour, buy the fact' when the Fed hikes and the ECB eases. Moreover,
we expect EUR/USD to rise sharply in 2016 on valuations and a closing European output

gap.
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Key figures and events

Friday, November 6, 2015 Period Danske Bank Consensus Previous

- EUR European Union severeign debt may be published by Mc
- EUR  Moody's may publish Belgium's debt rating

6:00 JPY  Leading economic index, preliminary Index Sep 101.9 1035
8:00 DEM  Industrial production m/mly/y Sep 0.5%... 0.5%|1.3% -1.2%|2.3%
9:00 DKK  Industrial production m/m Sep -25% 2.7%
9:30 SEK  Average house prices SEK'm Oct 2.456m
9:30 SEK  Budget balance SEKbn Oct 4.8b
10:00 NOK  Manufacturing production m/mly/y Sep 0.0%... 0.0%]... -0.4%|-7.4%
10:00 NOK  Industrial production m/mly/y Sep 1.7%|3.1%
10:30 GBP  Industrial production m/mly/y Sep -0.1%|1.5% -0.1%|1.3% 1.0%|1.9%
10:30 GBP  Manufacturing production m/mly/y Sep 0.8%-05% 0.5%|-0.7% 0.5%|-0.8%
10:30 GBP Trade balance GBP mio. Sep -2870 -3268
14:30 USD Unemployment % Oct 51% 51% 5.1%
14:30 USD Average hourly earnings, non-farm m/mly/y Oct 0.2%|2.3% 0.0%|2.2%
14:30 USD Private payrolls 1000 Oct 160k 165k 118k
14:30 USD Manufacturing payrolls 1000 Oct -1k -9k
14:30 USD  Nonfarm payrolls 1000 Oct 170k 180k 142k
14:30 CAD Net changein full time employment 1000 Oct -61.9
14:30 USD Average weekly hours Hours Oct 34.5 34.5
15:00 USD Fed's Bullard (non-voter, hawkish) speaks

21:00 USD Consumer credit usD bn Sep 17.750b 16.018b
22:15 USD Fed's Brainard (voter, dovish) speaks

Night CNY Currencyreserves usD bn Oct 3470.0b 3514.1b

Source: Bloomberg, Danske Bank Markets
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Today's market data: 06 November 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.

6] 06 November 2015

Markets

www.danskeresearch.com




