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Market movers today

e The main event is the ECB meeting. We expect the ECB to keep the powder dry as it
waits for the take-up of the TLTRO in mid-December but for Draghi to sound as
dovish as he can without actually easing and indications of further easing will be
followed closely. The ECB’s two contingencies for more easing should not have been
triggered, as it still believes the current easing measures are enough to boost the
balance sheet and the medium-term outlook for inflation expectations should not have
worsened enough to warrant more easing, see ECB Preview, 2 December 2014.

e Bank of England is also expected to remain on hold. Although data in the UK have
generally been a bit soft and the latest inflation report from Bank of England showed
a risk that inflation could fall below 1% within six months, the minutes from the latest
MPC meeting still showed a 7-2 vote to keep interest rates steady.

e In the US initial jobless claims are expected to decline after a rise last week.
However, there could be some upside risk, as the ADP private employment estimate
for November was below consensus. This also indicates some downside risk to our
above consensus call for Friday’s payrolls growth, see US Ilabour market:
improvement to continue, 2 December 2014. Fed’s Mester (voter, hawkish) and
Brainard (voter, dovish) will both speak today.

o In Norway the Q4 oil investment survey is due for release.

Selected market news

In Sweden the government’s budget proposal failed the voting in Riksdag yesterday
and there will be new elections on 22 March. The market reaction was limited,
although EUR/SEK against expectations fell a bit ahead of the budget vote. The short-
term strengthening of the SEK despite political uncertainty probably reflects that the
severe political crisis is not about the fiscal stance per se but rather the influence of the
Sweden Democrats on the budget area pertaining to immigration and international aid. In
addition, the economic policy could become less left-wing, which - relatively speaking -
would probably be good news for the economy and the SEK.

Ahead of the ECB meeting today EUR/USD is trading around the lowest level since
summer 2012, while 10Y Spanish and Italian yields are below 2% in anticipation of
further easing from the ECB (See more on page two).

Asian stocks are higher and USD/JPY is trading close to 120 after polls by Japanese
news organisations suggested a strong win for Prime Minister Shinzo Abe and a new
mandate for ‘Abenomics’ at the 14 December election.

In the US Fed members expressed a hawkish stance overnight. Richard Fisher said
that the ‘considerable time’ phase isn’t meaningful, while Charles Plosser said the FOMC
is ‘too sensitive’ about the market reaction to the statement. However, they are both
considered very hawkish and as such their comments matter less.

Important disclosures and certifications are contained from page 5 of this report.
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Market overview
07:30 __1day +/-%
S&P500 (close) 2074.3 0.38
S&P500 fut (chng from close) 2073.7 0.05
Nikkei 17877.1 0.88
Hang Seng 23652.1 0.85
17:00 07:30 +/-.bp
us 2y gov 0.55 0.55 0.0
US 10y gov 2.30 228 ¥ -1.8
iTraxx Europe (IG) 57 57 0.2
iTraxx Xover (Non IG) 317 318 0.7
+/-, %
EUR/USD 1231 1230 v -0.10
usbD/JrPY 119.640 119.900 0.22
EUR/CHF 1.20 1.20 0.02
EUR/GBP 0.784 0.785 0.14
EUR/SEK 9.268 9263 ¥ -005
EUR/NOK 8.66 8.67 0.01
uso
Oil Brent, USD 713 703 v 1)
Gold, USD 12136 1207.2 (2 -0.53

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 Sweden: Government crisis, 3
December

e ECB Preview: ECB’s timeline is
tricky -isn’tit?, 3 December

e ECB Preview: Dovish ECB waits
for the December TLTRO, 2
December
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Scandi markets

Norway. For most market participants, the most important release today will be the Q4
oil investment survey. However, we believe it will be equally interesting to see Statistics
Norway’s oil investment forecast published at the same time, which takes account of not
only cost inflation (or deflation) but also investments that have not been reported (e.g. on
the major new Johan Sverdrup field). We expect the forecast to indicate a fall in oil
investment of 10-12% in 2015. If so, this would reduce the risk of a sharp downward
revision of Norges Bank’s projections for oil investment and GDP growth next year.

Sweden has a full-blown political crisis. SDP/Greens PM Lofven yesterday said it will on
29 December announce an extra (new) general election on 22 March after the Riksdag
voted for the opposition’s budget bill instead of the government's. The political race has
already started as the Conservatives said they will hold a political conference to announce
a new party leader on 10 January, earlier than previously announced. Although the
domestic political scene is very dramatic, this is not the case for economic policies. The
Alliance budget is probably more growth-friendly with less emphasis on tax hikes. In
addition, as both the SDP and the Alliance parties are strongly in favour of stable
government finances, we see no risk of budget slippage. Today the Riksbank will release
the second Stability Report of the year. Last time it pointed to bank risks associated with
household debt. That said, however, it is the FSA that has the say in these matters and it
has a less strict view.

Fixed income markets

Spain will tap in the 3, 6 and 10y segment today. Together with other peripheral countries
Spain has performed strongly the past couple of weeks both outright and against Germany
and at the same time the curve 10y30 has flattened strongly. Given the strong risk
sentiment, demand should be strong but given that it is ECB day, some investors might be
sidelined. Note that it might be the last auction in Spain, as it not unlikely that Spain will
cancel the last auction on 18 December.

France will tap the markets in the 9, 11 and 13y segment today. It will be the last French
auction this year. We expect that some EURGbn will be tapped.

Over the past week in particular the periphery has rallied at the prospect of further easing
and a decent probability of government purchases is priced in by now. Hence, a very soft
stance from Draghi is needed to avoid spooking the market. We recommend a cautious
stance on EGBs going into today’s ECB meeting. For more see our preview with EGB
comments, ECB Preview: Dovish ECB waits for the December TLTRO.

See also Scandi Strategy 2015: Converging growth, low for longer and carry and Danske
Bank Fixed Income and FX Top Trades 2015, published yesterday.

FX markets

In the global FX markets, today’s ECB meeting will take centre stage. We do not expect
the ECB to announce further easing measures but we believe that Draghi once again will
be able to please investors with some very dovish comments. The EUR dropped yesterday
against all G10 currencies and it might bounce a little if we are right that the ECB will not
announce more easing today. However, given our call for yet another strong US labour
market report tomorrow where we expect non-farm payrolls to increase by 240K, we
expect any bounce in EUR/USD to be short lived.

We also expect Bank of England to keep its monetary policy unchanged at today’s
interest rate meeting. This is fully in line with the market’s expectation and should not
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have any impact on the GBP. The GBP appreciated against all G10 currencies yesterday
on the back of a higher-than-expected service PMI, which bounced back after two months
of decline. Overall, the fast recovery in PMIs supports our view that the UK economy
will continue to expand at a solid pace in the coming quarters driven by consumption and
investments, which should pave the way for a further decline in EUR/GBP. We target
EUR/GBP at 0.76 in 6M but stress that there is a risk that this target could be reached
earlier than we expect.

In the Scandi FX markets, the Norwegian Q4 oil investment survey and Statistics
Norway’s oil investment forecast will be directional for the NOK today. Overall, we
expect the survey to indicate a fall in oil investment of 10-12% in 2015, which should
ease expectations that Norges Bank will cut rates in December and provide some support
to the NOK. Yesterday, we revised our FX forecast for EUR/SEK and EUR/NOK. We
have maintained our outlook for the Norwegian economy and fundamentally we remain
bearish on EUR/NOK in 2015. However, given the collapse in the oil price, which we did
not expect, we have lifted our EUR/NOK forecasts to 8.80 in 1M from 8.50, 8.70 in 3M
(from 8.45), 8.50 in 6M (8.25) and 8.20 in 12M (8.00). In respect of the SEK, our 2014
and 2015 GDP growth forecasts for Sweden have been lowered to 1.9% and 1.7%
respectively from 2.2% and 2.6% respectively previously and in the light of a weaker
outlook for the Swedish economy, we also revised our EUR/SEK forecasts higher to 9.40
in 1M from 9.20, 9.30 in 3M (from 9.10), 9.20 in 6M (9.00) and 9.00 in 12M (8.90).

Key figures and events

Thursday, December 4, 2014 Period DanskeBank Consensus Previous
7:30 FRF  ILOunemployment % 3rd quarter 10.20%
8:30 SEK  PMlservices Index Nov
9:00 DKK  Bankruptcies (s.a.) Number Nov 407
9:00 DKK  Enforced sales (s.a.) Number Nov 298
13:00 GBP BoEannounces asset purchase target GBPbn Dec 375
13:00 GBP BoErate announcement % 0.50% 0.50% 0.50%
13:45 EUR ECBannounces refi rate % 0.05% 0.05% 0.05%
13:45 EUR ECBannounces deposit rate % -0.20% -0.20% -0.20%
14:30 EUR ECB's Draghi holds press conference
14:30 USD Initial jobless claims 1000
14:30 USD Fed's Mester (voter, hawkish) speaks
18:30 USD  Fed's Brainard (voter, dovish] speaks

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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