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Markets

Main points

We expect Norges Bank to leave rates unchanged on Thursday. There have been few important data releases
since the September meeting and most economic figures are close to Norges Bank’s September projections with a
few important exceptions: 1) The 2016 fiscal budget was more expansionary than expected, 2] global rates are
lower as central banks of close trading partners have eased or are expected to ease, 3) private consumption is
looking weaker, 4) manufacturing downturn is decelerating and 5) the NOK is weaker than projected.

We expect Norges Bank to reiterate its September easing bias but that the statementis otherwise balanced with
no clear signals that the bank is planning to cut in December.

Thursday’s meetingincludes a rate announcement, a statement release and a Q/A session. Importantly, no new
Monetary Policy Report will be released. The current rate path from Norges Bank has a 64% implied probability of
another 25bp rate cut on a 12M horizon and a less than13% probability of Q4 15 rate cut.

Main risk factor. In our view the largest risk factor is Governor Olsen taking a more hawkish approach to the more
expansionary 2016 fiscal budget.

Market pricing. \We estimate that markets are pricing in Obp worth of easing for the November meeting and 29bp
cumulative worth of cuts for the coming 12M (the point where most easing is priced). For the December meeting
we estimate 6bp worth of cut is priced.

FX. We expect EUR/NOK to remain little changed on the announcement. We do not expect a NOK appreciation
trend to materialise until the Norwegian business cycle turns and Norges Bank can signal that there is no longer a
need to cut rates further. In our view, this will first be a story for 2016. We target EUR/NOK at 9.301in 1M, 9.301n
3M, 9.251in 6M and 8.801n 12V

Fixed Income. If we see a further re-pricing of the Norwegian curve after the Norges Bank meeting we would see
that as an opportunity to go long NGBs asset swapped or against Germany. \We prefer the 8-10Y segment of the
NGB curve.

www.danskebank.com/Cl 2
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Unchanged but easing bias reiterated

Last meeting: Norges Bank more dovish than expected September MPR indicates a 64% probability of a
rate cut

* At thelast monetary paolicy meeting in September Norges Bank

o kets b i it t rat by 95bb t6 0.75% 2.25 -% Norges Bank, Rate Path bp - 100
surprised markets by cutting interest rates by p to 0. 0. 500 - September rate path (Ihs) o
* The monetary policy statement read: ‘The krone depreciation has 172~ June rate path (lhs) ,- 50
pushed up consumer price inflation. Low wage growth is keeping 1.50 - \ —r
. . . 25 - ’

down cost growth, and inflation will edge down as the effects of 100 . G
the krone depreciation unwind’and ‘The current outlook for the 0:75 ) ErEnEe ) = s

Norwegian economy suggests that the key policy rate may be 0.50 - ~ =
: : : ' - .50

reduced furtherin the coming year. 0.25 -

0.00 -, . -7

* At the same meeting, the revised rate path suggested an implied
probability of 64% for another rate cut within 12M and an
implied probability of less than13% for a Q4 15 rate cut. Source: Norges Bank, Danske Bank Markets

Markets expect an additional rate cut from Norges

Bank but Obpis priced for Thursday
* \We do not expect Norges Bank to touch interest rates on 1.00%

Thursday.

I I I I I
2012 2013 2014 2015 2016 2017 2018

35 November meeting: unchanged but easing bias reiterated

NorgesBank Pricing*

0.80%
* \We expect Norges Bank to re-iterate its September easing bias

but that Governor Olsen will refrain from giving any clear signals e . 22

. . . A 4 -29 -29
that the bank is planning to cut in December.

L 2NN 4 * L 4

0.40%

* We estimate that markets are pricing in Obp worth of easing for
the November meeting and 29bp cumulative worth of cuts for
the coming 12M (the point where most easing is priced)]. As a o , , ,
result we expect market focus on Thursday to primarily be on IS e MRS AuElE

*Estimated from stripped FRAs / <indicate Norges Bank's planned rate decisions

comments on how Norges Bank views the more expansionary 02/11/2015 0847

0.20%

fiscal pOhCy. Source: Danske Bank Markets
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Unchanged but easing bias reiterated

Main focus on communication regarding the 2016 fiscalbudget ~ The 2016 fiscal budget was more expansionary
than Norges Bank expected back in September

* Although recent data - especially for consumption - have been

weaker than anticipated and unemployment has risen, the 288 et el 288
manufacturing downturn seems to be easing somewhat, with 200 - NetRevenues from Petroleum Activities - 200
both the PMI and manufacturing confidence now climbing again. 200 - - 300
: — : 200 - Y~ - 200
* Inour view the deterioration of the growth outlook is probably
very close to the expectations from September. In particular, 108 ~ NetTransferstotheGPFG = N 108
NAV-unemployment (preferred by NB) seems to be exactly in ~100 - 37& - -100
. . -O. lhon
line with September forecast. -200 - - -200
. . . -300 - --300
* Fiscal policy, however, is set to be roughly NOK12bn more | | |
2005 2010 2015

expansionary in 2016 than assumed in the September monetary
policy report. Actually, this is the most important news affecting  Source:Norges Bank, Danske Bank Markets
the outlook since the September meeting. Global rates have dropped below Norges Bank’s

* However, central banks outside Norway are once again headed projections from September

in an expansionary direction, putting pressure on Norges Bank to

) ) ) ) . 0.7 -% Norges Bank Foreign Rates Forecast _ % - 0.7

follow suit. That said, the rate cut in September was justifiedasa g - -1 -08
precautionary move, so one could very well argue that Norges 0.5 - Norges Bank Forecast il - 05
Bank is one step ahead. 04 - Foreign Rates - - 04
0.3 - = .-~ -03

* Either way, the NOKis weaker than the bank assumed in 0.2 -M -7 _ " FRApricing _ go
September and this is pulling in the other direction. 0.1 - story Ratedif S0l - 01
0.0 -~ s, | - 00

-0.1 - --0.1

0.2 - --02

2015 2016 2017

Source: Danske Bank Markets
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FX - EUR/NOK to remain little changed

NOK to remain weak until the business cycle turns

If we are right in Norges Bank leaving rates unchanged whilst delivering a
dovish - yet balanced - statement we think that EUR/NOK will remain
little changed on the day. Intraday, risks are skewed towards a stronger
NOK, should Olsen’s fiscal policy stance be more hawkish than expected.

Having said this, in our base case we still see some upside risk for
EUR/NOK in the months ahead as markets will likely price in a 50%
probability of a December rate cut and as the NOK normally is vulnerable
at year-end when liquidity tends to worsen. Over the past 10 years, the
NOK has on average weakened by 2.2% (1.5% median] in the last two
months of the year (see the chart in margin). We see a distinct risk of
history repeating itself and that also supports our call that the NOK is not
likely to strengthen untilin 2016.

Recent years’ severe weakening has driven EUR/NOK to historical highs.
From a long-term perspective, the NOK has become fundamentally
undervalued and that supports our call for gradual NOK appreciation on a
long-term horizon. According to our PPP model, EUR/NOK at 8.25 would
seem to be a fair long-term level but judging by historical developments, a
move towards this level could take several years, so it should merely be
considered a long-term anchor.

We do not expect a NOK appreciation trend to materialise until the
Norwegian business cycle turns and Norges Bank can signal that there is
no longer a need to cut rates further. In our view, this will first be a story
for 2016. Overall supportive 2016 factors for a stronger NOK are: 1)
valuation, 2] Norges Bank re-pricing, 3] speculative short-covering,

4] a higher ail price and 5] higher growth among trading partners.

We still forecast EUR/NOK at 9.301in 1M, 9.301in 3M, 9.25in 6M and
8.801in 12M.

Markets

Historical EUR/NOK distribution for November
and December heavily skewed to the upside

120 - EUR/NOK - November and December (last 10 years) - 120

115 - -115
110 - -110
_ Mean _
105 - Percentile 78] /102'3 - 105
B — 1015 ~
100 - -100

Median _

- Percentile [25]
95 - - 95

| | | | | | | | | | | | |
1 5 9 1317 21 2529 33 37 41 45 49

Source:Norges Bank, Danske Bank Markets

A higher NOK risk premium remains visiblein our

Microstructure model
110 - Microstructure Model -110
105 - Y1081 _ 105
144* d
100 - _ 1025 - 100
Model Estimate
95 - - 95
90 - - 90
85 - - 85
\l/Stronger NOK
80 - - 80

I I I I I I
2006 2008 2010 2012 2014 2016

Source:Macrobond Financial, Danske Bank Markets
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Fixed income - risk of re-pricing of short end

NGBs have underperformed

The Norwegian government bond market has underperformed
recently both against Germany and against swaps.

NGBs have especially lost against Germany after the ECB opened
the door for further easing at the ECB meeting two weeks ago.

Higher issuance and continued issuance in the 10Y segment has
also weighed on NGBs. The volatile NOK might also have deterred
foreign interest from the Norwegian market.

However, given the significant cheapening of NGBs not least versus
swaps we start to see value in the long end of the NGB curve both
against Germany and not least against swaps.

Short-term value in NOK FRASs

However, importantly, from a risk/reward point of view we see a
certain probability that Norges Ban will focus on the more expansive
fiscal policy and steepen the FRA curve. Hence, we actually
recommend as a short-term trade to buy NOK FRAs (Jun 16 3M
FRA) ahead of the meeting. For more see our recommendation here.

Better entry level after meeting for long NGB positions

If we see a further re-pricing of the Norwegian curve after the
Norges Bank meeting we would see that as an opportunity to go long
NGBs asset swapped or against Germany. We prefer the 8-10Y
segment of the NGB curve.

NGBs have underperformed vs Germany...

—NGBMay'l7-DBRApr 17 —NGB May'19 - DBRJul'19
—NGB May'21 - DBR Jul'21 NGB May 23 - DBR May '23
Bp —— NGB Mar'24 - DBR Feb'24 — NGB Mar '25 - DBR Feb '25

Source: Danske Bank Markets

..andversus swaps

——NGB4.25 19MAY2017
e==NGB 3.7525MAY2021
10 ——NGB3 14MAR2024

~—=NGB4.5022MAY2019
——NGB 2 24MAY2023
——NGB 1.75 13MAR2025

4} n
o o

ASW BM(SD MA)
I )
o

Oct-14 Dec-14 Feb-15 Apr-15 Jun-15 Aug-15 Oct-15

Source: Danske Bank Markets
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Market pricing
Markets expect another rate cut
>  Since there is no OIS market in Norway it is impossible to but not on Thursday

estimate what derivatives markets price of Norges Bank 1.00%
monetary policy.

NorgesBank Pricing*

0.80%

[ 2R * -6
» Best alternative: look at 3M NIBOR forward starting contracts 0.60% MR oo
and estimate spread to policy rate. ' e, -29 -29
e o o °
N . T 0.40%
» NIBOR fixings are vulnerable to money market liquidity and
credit risk (i.e. Money market basis]. A
» USD cash funding has become more expensive/ ECB QE shifts 0.00%
relative liquidity environment which complicates the Nov15 Febl6 May16 Augl6
. . *Estimated from stripped FRAs / < indicate Norges Bank's planned rate decisions
eSt1mat10n' 02/11/201509:47
» Look at forward starting Cross Currency Basis swaps [isolate Source: Danske Bank Markets

USD/NOK 3M break). Market pricing vs Norges Bank rate path

> Based on this we estimate that

1.4 -% Norges Bank, Rate Path %-14

»  Obp worth of cuts is priced for Thursday’'s meeting - -
1.2 - Rate Path MPR 3-15 -12
»  B6bp worth of cuts priced for Q4’15 December Lo B ‘\ 7 n

3 . - , - -

meet]ng = \ Market Pricing . s ,' =
. . . 0.8 - " ¢+ -08

»  29bp worth of cuts priced on a 8-12M horizon (point . ‘\~ o P N
where the most easing is priced in) 0.6 - N T -06

- ~ ~ - s -
0.4 - -04

I I I I
2015 2016 2017 2018

Source: Macrobond Financial, Danske Bank Markets

www.danskebank.com/Cl 7



Markets

Important dates

» 17 November: Q3 GDP
» 24 November: Oil Investment Survey
» 4 December: Regional Network Survey

» 17 December: Norges Bank meeting

www.danskebank.com/Cl 8
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Markets

Norges Bank Monetary Policy checklist 1/6 - Growth

Norges Bank expects growth around 1% q/q ... despite the Regional Survey pointing to zero
ann.for the coming quarters growthin the next 6M
30 -%Y/Y %Y/Y -3.0 8 -Output Growth, Next 6M Changey/y - 8
25 - -25 6 - GDP (mainland) -6
2.0 - -20 4 094%Y/Y _ 4
_ GDP (Mainland), LS omm - -
1.5 Constant Prices, SA | / 1.5 2 _ _ 2
1.0 - “S<sJ -10 0- ] -0
Norges Bank Projection | - 0.12%Y / -
- _ .12%Y/Y
0.5 oss ~0° 2 - (Index=0.12/2)  --2
0.0 - ‘ | ‘ | ‘ | -0.0 L e Growth, Aggregated, Next 6 Months (lag 3M .
a1l Q3 Q1 Q3 Q1 Q3 Q1 4 I? | 8e | g I I : |g ] 4
2013 2014 2015 2016 2004 2006 2008 2010 2012 2014
Source:Macrobond Financial, Danske Bank Markats Source:Macrobond Financial, Danske Bank Markets
Norges Bank is worried about the deteriorating outlook ...as the manufacturing sector remains
in the service sectors (both oil and non-oil) a weak link, despite the recent PMI stabilisation
2 -%Y/Y Output Growth - Next M (annualized) - 2 75 -%Y/Y %Y/Y -57.5
0= -1 5.0 - -55.0
0- -0 25 - S
- . 00 - -50.0
o Commercial Services _ _ 5 o5 - -47.5
. . -45.0
-3 Domestically-Oriented _ -3 50 -
Oil Service Industry -42.5
-4 - ExeHa e --4 7.5 - Manufacturing PMI, 3M MA (rhs) - 40.0
-5 g ‘ ‘ - SE'TV1C9 Industry _ _g -10.0 - anufacturing Production, 3M MA (lhs) - 37.5
January May August September -12.5 o \ \ \ -350
2015 2008 2010 2012 2014
Source:Macrobond Financial, Danske Bank Markets Source: Macrobond Financial, Danske Bank Markets
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Norges Bank Monetary Policy checklist 2/6 : Investments

Oilinvestment outlook better than feared but does

not reflect the summer’s re-collapsein the oil price -.and is stillexpected to remain a drag on growth
NOK, bn Accruedinvestment costs for oil and gas extraction and pipeline transport 50 _%Y/y Petroleum Investments %Y/Y‘ 50
240 —2012 —2013 2014 2015 «===2016 25 - Norges Bank project'ions _ 25
- 0.0
220 N | |
. £ |
200
-5.0 - - -50
180 T -
160 -7.5- - =75
-10.0 - MPR 3-15 --10.0
140 12.5 12.5
120 MPR2-15 :
-15.0 - --15.0
100 1 1
Mayt-1 Augt-1 Novt-l Feb May  Aug Nov  Final 20 14 20 15 20 16 2017 2018
Source:Macrobond Financial, Danske Bank Markets Source:Macrobond Financial, Danske Bank Markets
Oil price curve close to the September projection ..also when measuredin NOK
110 -UsD/bbl  ICE Brent crude oil forward curve 650 -NOK/bbl Oil Price in NOK NOK/bbl - 650
Lo September MPR 3-14 S0 = Decmeeting | e e
90 - 550 - / v -550
80 - December MPR 4-14 500 - -500
70 - June MPR 2-15 450 - _ -450
50 - 400 - | May meet'lng -400
Current - :
50 - — 350 -BrentCrude  Marmeeting " -350
September MPR 3-15 300 - 2 & _300
- ‘ ! : ‘ ‘
40 1 1 1 1 1 1 1 1 1 1 1 1 1 Nov Jan Mar May JU] Sep Nov
1 2 3 4 5 6 7 8 9 10 11 12 13 2014 2015
Source:Macrobond Financial, Danske Bank Markets Source: Macrobond Financial, Danske Bank Markets
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Norges Bank Monetary Policy checkhist 3/6: Labour market

Higher unemploymentis a threat to private

consumption . but huge regional differences
4.75 -% Unemployment % -4.75 10.0 - People, NAV unemployed, %Y/Y - 10.0
= = ~ 5 - Thousands _ 75
4.25 - -4.25
_LFS Unemployment _ 5.0- Tlotal Oslo = 5.0
ANy =3
_ V - 0.0 - == l Il““ll !ilil i il““ IIIIII - 00
e 2a - o0
- ~ - Akershus
275 - Norges Bank Projection 275 oo Ostfold o0
- AV Reoi 4 : - -7.5- Hordaland - 75
- egistered Unemployment - B _ o
2.25 | | | ! | | | 2.25 10.0 | | | | | 10.0
2012 2013 2014 2015 2016 2017 2018 5011 2012 2013 2014 2015
Source:Macrobond Financial, Danske Bank Markets Source:Macrobond Financial, Danske Bank Markets
Unemployment measures have diverged - primarily a
result of youth unemployment Low wage pressure
35 -y/ypersons(1,000) Norway - 35 7.0 -%Y/Y Regional Network %Y/Y-7.0
= = 6.5 - Index translationto % Y/Y -B5
25 - - 25 6.0 - . -6.0
_ _ 3 Aggregate, this year c
15 - - 15 5.5 - Aggregate, Next year =55
i LFS i 5.0 - -50
5 - - 5 4.5 - Norges Bank Projection - 4.5
- _ 4.0 - -4.0
A
5 - - .5 3.5 - - =G
- NAV - 3.0 - o1 -3.0
-15 - --15 2.5 - -25
I I I I I 1 1 I
11 12 13 14 15 2005 2010 2015

Source:Macrobond Financial, Danske Bank Markets

Source:Macrobond Financial, Danske Bank Markets
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Norges Bank Monetary Policy checklist 4/6 : Inflation

Coreinflation sharply higher ... ..driven by the significant rise in imported inflation

3.25-%Y/Y %Y/Y -3.25 3.5 -CPI ATE (Core), contributions, %vy/y cpiATE - 3.5

Norway, Inflation

- S ~ Imported Consumer Goods Rent -
2.75 - -2.75 25 - NE - 25
- - _Other Services n =

2.25 - -2.25 AT
- CPI-ATE [Core) - 15 _Eu GEpusss ] o
1.75 - -1.7
> _ _ > 0.5 - - 0.5
1.25 - Norges Bank Projection _ 1.25 - w B -
- - 0.5 - Other Consumer Goods Produced in Norway =05
0.75 - -0.75 - e -
I L B} - ish Products Norway - .
JOJAJOJAJOJAJDO 1.5 I | I I V15
2012 2013 2014 2015 2012 2013 2014 2015
Source:Macrobond Financial, Danske Bank Markets Source:Macrobond Financial, Danske Bank Markets

..whichin turnis a result of a faster-than-expected

S Cost-push and demand pull pressures, however, will drag
transmission from the weaker NOK

inflation downin the coming years = Norges Bank is not

S5-%Y/Y CPI-ATE by Sector, -1100 worried aboutinflation temporarily overshooting
4 - Imported Consumer Goods =
Imported Consumer Goods (CPI-ATE) (Ihs) -105.0 4.0 -%Y/Y Norges Bank projections %Y/Y -4.0
3 - - 3.5 - CPI-ATE.MPR 3-15 -3.5
o 144, 3M-MA (rhs) -100.0 3.0 - CPIATE,MPR2-15  ~3.0
1- B 2.5 - -2.5
- 95.0 2.0 - -2.0
0 - - _ -
- 90.0 15 1.5
-1 - ] 1.0 - -1.0
—o - Norges Bank projection (Ifs) - 850 0.5 - 20
1 1 1 1 1 0.0 -, ; G : i -0.0
2006 2008 2010 2012 2014 2014 2015 2016 2017 2018
Source:Macrobond Financial, Danske Bank Markets Source: Macrobond Financial, Danske Bank Markets

www.danskebank.com/Cl 13



Markets

Norges Bank Monetary Policy checklist 5/6: Credit growth

Credit growth slightly below NB'’s projection

7.75 -%Y/Y Credit Growth %Y/Y -7.75
7.50 - Norges Bank Projection (Quarterly] = = = - 7.50
[}
7.25 - Credit Growth to Househo]ds,’C? -7.25
7.00 - 1 -7.00
6.75 - -6.75
6.50 - -6.50
6.25 - 65 -6.25
6.00 - -6.00
I I I I
2013 2014 2015 2016

Source:Macrobond Financial, Danske Bank Markets

Lower lending rates support credit growth

4.75 -% Lending Rate, Households %-4.75
4.50 - -4.50
4.25 - Norges Bank estimate -4.25
4.00 - -4.00
3.75 - -3.75
3.50 - S -3.50
3.25 - \\\ ,’ -3.25
3.00 - S —m = -3.00
2.75 - -2.75

I I I I I I
2013 2014 2015 2016 2017 2018

Source:Macrobond Financial, Danske Bank Markets

House prices also slightly below projections

-%Y/Y HousePriges %Y/Y -

8- -8
- \ -
6 : / S : 6
09/20156.92 =\
4 - N m - - T 4
2- Residential Buildings, SA -2
0- -0
5 - Norges Bank Projection (Quarterly) 5

2014 2015 2016

Source:Macrobond Financial, Danske Bank Markets

Lowerinterest rate burden to support private

consumption
9.5-% . % -230
- ,’ -220
8.5 - -210
- - -200
= -1

= Household Debt Ratio (rhs) 90
-180

6.5 -
- -170
5.5 - N -160
i L e i
45 - ousehold Interest Burden (lhs) -140

I I I
2005 2010 2015

Source:Macrobond Financial, Danske Bank Markets
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Norges Bank Monetary Policy checklist 6/6: FX and rates

The NOK reaching record-weak levels

120 -1990=100 1995=100-115

115 - TWI (Ths) -110
110 - 105
105 -
-100
100 -
- 95
95 -
9o - - 90
- - 85
85 \LStronger NOK 144 (rhs)
80 - - 80
] ] ] ] ] ] ]
1985 1990 1995 2000 2005 2010 2015
Source:Macrobond Financial, Danske Bank Markets
Markets pricein lower 3M NIBOR rates
1.75 -% 3M NIBOR forecast %- 1.00

1.50 - 3M NIBOR (lhs) - 075
1.25 - FRA Pricing (lhs) _ 0.50
NB Forecast (lhs)

1.00 - -

s ----__.-025
0.75 _‘ S— =s==== -_ 0.00
0.50 -

--0.25
0.25 -
000 _IDifinstory Fr‘hs] [ma. 59 obs] | ‘ --050

Jan May Sep Jan May Sep
2015 2016

Source:Macrobond Financial, Danske Bank Markets

...andis now weaker than projectedin September

110.0 -
107.5 -
105.0 -
102.5 -
100.0 -
97.5 -
95.0 -
92.5 -
90.0 -
87.5 -

-110.0
-107.5
-.__ -1050
= -1025

-100.0
- 975
95.0

- 9255
- 900
- 875

I
2014 2015 2016

Norges Bank Forecast (Q avg)

144

\l/ Stronger NOK

Source:Macrobond Financial, Danske Bank Markets

Foreign rates below projections

0.7 -%
0.6 -
0.5 -
04 -

Norges Bank Foreign Rates Forecast _ % - 0.7
) - 06
Norges Bank Forecast —— - 05

r= ‘ - 04

-— - ”

Foreign Rates

P T:RA pricing _ go

- 0.1
- 00

2015 2016 2017

Source:Macrobond Financial, Danske Bank Markets
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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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