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Markets

Main forecast changes

Despite the strong euro gains seen over the past six weeks, we stick to our view that among the four major currencies, the euro will still
be the top pick in H1 13. The combination of (i) fewer tail risks attached to the single currency, (ii) the ECB rejecting calls for further
easing of monetary policy and higher EONIA rates due to repayment of the LTRO money, and [iii) a general strong risk sentiment are all
factors pointing to further euro performance. The euro is forecast to peak on a 6M horizon reaching 1.38 (1.36) against the US dollar.
On a 12M horizon, focus will turn to the Fed and when it will exit its QE programme. The ‘exit’ will be dollar supportive and at the same
time the support to risk currencies including the euro from the global recovery should be exhausted. We forecast EUR/USD at 1.34
(1.32)on a 12M horizon.

We continue to see USD/JPY and EUR/JPY moving higher over the next six months as a new Bank of Japan (BoJ) governor is sworn in.
We have pencilled in that USD/JPY will hit 100 (96) on a 12M horizon. The Japanese economy is still forecast to look weak end-201 3,
which is likely to prompt new easing measures from BodJ at a time when the Fed is in ‘exit mode’. Sterling is expected to continue to
depreciate despite the incoming BoE governor Carney setting the 'bar for changing the flexible inflation targeting framework high'. We
expect Carney to commit to keeping rates low for a prolonged period and to accept high inflation for an extended period of time.
Combined with safe-haven flows returning to the eurozone, EUR/GBP is expected to rise towards 0.90 [0.85) on a 6M horizon.

The moves in the FX market over the past three months have been quite significant and global central bankers are alert. Even though
we hold the view that there is no such thing as a currency war and that monetary policies in the UK, Japan and the US are oriented
towards domestic objectives (stable inflation and output growth], there is no doubt that the ECB - not least after Draghi came in charge
- has become much more pragmatic. Hence, if the euro gains accelerate and it jeopardises the inflation target, the ECB will act. If
EUR/USD moves significantly over 1.40 and growth falters, an ECB rate cut will be likely in our view. Hence, huge swings in EUR-
crosses and rising volatility should not be ruled out in 201 3.

We still see value in Scandies and especially the SEK potential is strong. The Riksbank is now on hold and as one of the few G10 central
banks Governor Ingves is not concerned about the value of his currency. We see EUR/SEK falling to 8.20 (840) in 2013. EUR/NOK is
also expected to drift lower. But Norges Bank is more vigilant on the currency and the NOK potential is more limited.

Since new year, AUD has moved consistently lower, CAD occasionally so, whereas NZD has staged a noteworthy comeback. While this
is partly due to changes in central bank rhetoric, we still see limit upside in the commodity currencies despite the cyclical rebound in
H1 13, as the euro rebound means that the safe-haven flows supporting these ‘new’ safe havens has now reversed.

We have revised our Czech koruna forecast in a less negative direction. The CNB did not decide to intervene in the FX market to
weaken the koruna as we had expected. Our new EUR/CZK forecast is 26.0, 26.2 and 26.0in 3, 6 and 12 months respectively. It is
based on the view that the CNB will sharpenits FX rhetoric once again.
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EUR/USD - support from the Great Safe-Haven Escape

Growth: The data flow has continued to move in favour
of the euro over the past month, whereas the opposite
pattern has been seen for the US notwithstanding a

marked rise in the ISM manufacturing index in January.

Monetary policy: With the Fed currently expanding its
balance sheet significantly as a result of its open-ended
QE programme and the ECB recently committing itself
to react should EONIA rates rise excessively as a result
of banks returning the LTRO money, we see more
potential upside risk for US rates relative to EUR rates.

Flows: The US current account deficit is narrowing but
remains a structural dollar negative.

Valuation: EUR/USD is trading around neutral levels
according to long-term models (PPP estimate is 1.28).

Positioning: Speculators have continued to add EUR
longs recently, highlighting that a near-term correction
could be more easily triggered - not least after Draghi
managed to verbally anchor the short end of the curve.

Risks: If banks return more of the LTRO Il money than
the ECB sees appropriate, a rate cut could move back on
the table. The threat of the US sequester could in
contrast trigger USD buying.

Christin Tuxen, Senior Analyst, tux@danskebank.dk, +45 45 12 78 67

Forecast: 1.36 (3M), 1.38 [EM] and 1.34 [12M)]

1.50 EUR/USD

1.40 b

130 W - e
1.20

1.10
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14

75% conf. int. 50%conf.int. eeesee Forward ¢ Danske fcst ¢ Consensus fcst

EUR/USD M 3M &M 12M
Forecast (pctile) 1.35 (69%) 1.36 (67%) 1.38(71%) 1.34 (49%)
Fwd./ Consensus 133/1.33 133/1.33 133/1.32 134/1.30
50% confidence int. 131/1.36 130/ 1.37 129/1.39 126/141
75% confidence int. 129/1.37 127140 1247142 1.19/147

Source: Danske Bank Markets

* Conclusion: With relative monetary policy supportive,
the euro debt crisis sidelined for now and the Great
Safe-Haven Escape to benefit the single currency, the
underlying support to the euro is strong at present. As
economic indicators continue to improve, the bar for
the ECB actually acting is raised. However, if the euro
climbs above 1.40 and we get signals that the recovery
is losing steam, this could trigger an ECB rate cut.
Dollar headwinds are expected to ease during H2 as an
eventual Fed exit starts to be priced.

www.danskeresearch.com 3



Markets

EUR/USD - importantissues to watch

* Wil ECB’s verbal intervention prove effective?

— At the press conference following the February
ECB meeting Draghi was keen to point out that the
return of LTRO money and the associated rise in
the short rates reflect a rise in confidence - and
that the ECB would act should rate rises prove
excessive. We continue to believe that it will not be
necessary for the ECB to actually act and cut rates
or make new long-term liquidity provisions. This
should be EUR positive.

— In terms of relative monetary policy, during H2
focus will likely shift to Fed scaling back on asset
purchases but the actual scale-back isin our view
unlikely to happen until early 2014. Also it will likely
happenin an environment where US growth has
improved, which should lower EUR/USD downside.

* Willthe US manage to avoid the sequester?

— The US Congress has 'kicked the can down the
road' on budget cuts and unless Congress acts the
sequester will kick in by 1 March. Coupled with the
threat of a potential government shutdown by 27
March, political uncertainty could stay high and
support USD.

Christin Tuxen, Senior Analyst, tux@danskebank.dk, +45 45 12 78 67

ECB taming EONIA rates through verbal intervention
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EUR/GBP - sterling in a perfect storm

* Growth. 2013 ended with negative growth with

preliminary Q4 GDP at -0.3% g/g. The PMI surveys
suggest the expansion will remain muted near term.
While a debate about a ‘triple-dip’ recession has been
triggered by the negative GDP in Q4, we believe the UK
is set for a slow but sustained recovery in coming
quarters.

Monetary policy. Mark Carney last week appeared
before the Treasury Committee. He hinted that a new
framework for BoE is not likely to happen. Carney
seems more willing to use the current framework more
aggressively to support the UK recovery. King, on the
other hand, was surprisingly dovish when the latest
inflation report was presented. BoE expects high
inflation and weak growth for a prolonged period, which
1s certainly not sterling positive in our view.

Debt risks. S&P has put the UK on negative watch.

Valuation. From a long-term perspective, sterling is
undervalued (PPP around 0.77).

Risks. Surprise in relative monetary policy if ECB turns
dovish and BoE hawkish. GBP and USD are still highly
correlated. Hence, if we are wrong on EUR/USD, we are
probably also wrong on EUR/GBP.

Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.dk, +45 45 12 85 32

Forecast: 0.88 [3M], 0.90 (6M]) and 0.88 (12M]

0.95

EUR/GBP

0.90

0.85

0.80

0.75

Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14

75%conf. int. 50%conf.iint. eeeeee Forward & Danske fcst ¢ Consensus fcst

12M
0.88 (64%)
086/083
081/080
078/094

EUR/GBP M 3M &M
087 (69%) 0.88 (73%) 090 (80%)
086/085 086/084 086/083
084/087 083/088 083/089
083/089 082/080 080/092

Forecast (pct'ile)
Fwd./ Consensus
50% confidence int.

75% confidence int.

Source: Danske Bank Markets

* Conclusion. We expect the combination of a weaker
USD, risk of further easing by the BoE and a dismal
growth outlook to weigh on GBP over the next six
months. We also expect GBP to lose even more of its
safe-haven shine as the rally in peripheral euro
government bonds continues. Sterling is a perfect
storm in the making the next six months.

* On a 12-month horizon we expect GBP to strengthen
somewhat in line with our EUR/USD forecast.
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EUR/GBP -importantissues to watch

* Carney notyet ready for nominal GDP targeting Sterling still closely linked to USD

— The Bank of Canada’s governor, Mark Carney, has been
appointed to take over from Sir Mervyn King in July - Pound/dollarcorrelation .
2013. Mark Carney has been openly discussing oo Gorrelation eocffisient
nominal GDP targeting instead of inflation targeting.
Last week Carney appeared before the UK Treasury

Committee. Even though he argued that ‘the bar for

change to any flexible inflation-targeting framework oes  cur s At IWe g roming) 058
should be very high’, Carney seems ready to use e.g. oso 10Y average ~0:50
communication and the inflation target much more oas, =" " T T T T T T T T T T T I T TTT o
aggressively than the current governor. Hence, Carney Feb Mar AproMevounodulAus Sep Gt Now DeeJan Feb

12
Source: Reuters EcoWin, Danske Bank Markets

is probably ready to accept high inflation for a
prolonged period. Despite Carney playing down the UKrecoveryin Q3 but still lagging behind
possibility of a major change in UK monetary policy, the  102-
risk is still tilted in that direction. o

100 -

* USD link might fade further 55 -

— The correlation between GBP and USD has faded
recently. However, GBP is still in the hands of USD. If 96 -
the BoE surprises with further easing and the FOMC  °°
discusses a QE exit, the correlation may fall further and i
cable could come under renewed pressure. o2 ‘ ‘ ‘ ‘ .- 2

08 09 10 11 12

Source: Reuters EcoWin, Danske Bank Markets

Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.dk, +45 45 12 85 32
www.danskeresearch.com 6
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USD/JPY - near-term momentum likely to slow down

* Macro outlook: The initial estimate for Q4 GDP growth
showed that the economy contracted by 0.1% q/q and
consequently Japan was in recession in HZ2 12.
However, we expect it to recover relatively strongly,
particularly in Q2 13 and Q3 13. Forward looking data
in particular have been very positive lately, with, for
example, consumer confidence rising to 43.3 in
January, which is the highest level since 2007.

* Monetary policy: The Bank of Japan kept its asset
purchase programme unchanged in February and, in
our view, the board will be a lame duck until a new
governor is appointed in April. Hence, the March
meeting will also be a non-event, while focus will be
on who the government will announce as its
candidate for the position. The scope for more
aggressive monetary easing could be present if
one the most dovish candidates is appointed.

* Risks: Market positioning for a weaker JPY is stretched
and the BoJ could fail to deliver the aggressive easing
already discounted. On the other hand, it is still
possible for the BoJ to deliver more aggressive
easing than expected and focus on a possible early
Fed exit from QE could also weaken the JPY further.

Morten Helt, Senior Analyst, mohel@danskebank.com, +4545 128518

Forecast: 95 (3M], 96 [EM) and 100 [12M)]

105.0 usD/JPY
100.0
95.0
90.0
85.0
80.0

75.0
Feb-12 May-12 Sep-12 Dec-12 Mar-13 Jul-13  Oct-13  Jan-14

75% conf. int. 50%conf.int. eeeeee Forward ¢ Danske fcst ¢ Consensus fcst

usb/Jrpy 1M 3M 6M 12M
93.0 (49%) 950 (66%) 96.0 (69%) 100.0 (78%)
932/918 932/915 932/925 932/954
50% confidence int. 91.0/951 894/963 880/97.3 86.0/986
75% confidence int. 894/969 87.0/99.3 84.7 /1016 814/1048
Source: Danske Bank Markets

Forecast (pct'ile)

Fwd./ Consensus

Conclusion: A fundamental shift in monetary policy will
continue to favour a weaker JPY. However, with growth
expected to recover markedly in the coming quarters,
momentum for a weaker JPY is likely to slow down. Our
1M forecast for USD/JPY is 93, while our 3M target is
95. In six to 12 months time, USD/JPY is likely to gain
further support from relative rates as monetary policy
diverge. Considerable fiscal tightening forms a risk of a
new recession in Japanin 2014. This could prompt more
easing measures by the BoJ at a time when the Fed is in
‘exit mode’. We have raised our 12M target from 96 to
100.

www.danskeresearch.com 7
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USD/JPY -important issues to watch

* Who will become the new BoJ governor? Fundamental shiftin monetary policy
— The BoJ will, in our view, now be a lame duck until a new board 12 - -12
. % Pace ofasset purcahses %

governor and two new deputy governors are appointed on 3-4 (% of GDP annu R
April. Focus will be on whom will be nominated to replace Lo Projected on current e
board governor Shirakawa. It is a battle between the 8 - S - 8
academics represented by, among others, Heizo Takeneka and 6. | 5
Kazumasa Iwata and the bureaucrats represented by, among
others, Toshiro Muto and Haruhiko Kurota. 4- 4

— Itis possible that the government will announce its candidates 2 m m 2
for the governor and the two deputy governor positions on 15 . m m g

February. Even though they would all be more dovish than
Shirakawa, the academics in general have been arguing for
more aggressive monetary easing and use of unorthodox Source: Reuters EcoWin, Danske Bank Markets
policy tools. Hence, nomination of Takeneka or lwata would

probably be negative for JPY. UuSD/JPY significantly overbought
) o) o o L5 {0)
* |nvestorsare net short JPY and JPY oversold gpg. DIBIPY usorg s
— According to the IMM, non-commercial positioning is nearing Z:: Z::
stretched levels. Moreover, USD/JPY (and EUR/JPY as well] is 650 sso
significantly oversold according to our short-term financial 85 - CRE
models. JPY also looks increasingly oversold from a technical 80.0- -80.0
point of view. Hence, nearly all short-term indicators suggest 775 775

that a near-term correction lower could be imminent or at 750 780
7243 - < 7843

least that price momentum is likely to slow down. N B

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb

12 13
+/-2 stdev === Modelestimate == Spot

S : Reuters EcoWin, Danske Bank Market:
Morten Helt, Senior Analyst, mohel@danskebank.com, +4545 128518 ouree: eLters Reotin Hansie Bant LArters
www.danskeresearch.com 8
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EUR/CHF - higher EONIA rates indicate upside potential

Growth. Growth is slowing in Switzerland, which is,
however, still outperforming the eurozone.

Monetary policy. The SNB left monetary policy
unchanged at its December meeting and pledged to
continue to defend the 1.20 minimum target. SNB
seems very committed to the target and this week
SNB’s Jordan said he is ready to take additional
measures if needed to avoid deflation.

Flows. Underlying flows (current account surplus]
remain CHF supportive but unwinding of European tail-
risk hedges has opened a big window for EUR/CHF
upside. The SNB does not have to intervene at current
levels.

Valuation. The Swiss franc remains overvalued by
about 10% against the euro, according to the Danske
Bank General PPP model.

Risks. When the SNB judges deflation risks to be
history, a move back to a free-floating currency should
be expected. However, this policy shift is, in our view,
unlikely to take place during the coming quarters.

Kasper Kirkegaard, Senior Analyst, kaki@danskebank.com, +45 4513 70 18

Forecast: 1.26 (3M), 1.26(6M] and 1.23 [12M]

1.30 EUR/CHF
1.25 m
1.20
1.15
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
75%conf. int. 50%conf.iint. eeeeee Forward & Danske fcst Consensus fcst
EUR/CHF 1M 3M 6M 12mM

Forecast (pct'ile) 1.24 (75%)
123/123
121/124
120/125

Source: Danske Bank Markets

1.26 (84%)
123/123
120/ 124
1.19/127

1.26 (80%)
123/124
119/125
1.18/1.28

1.23 (55%)
123/126
119/1.26
116/129

Fwd./ Consensus
50% confidence int.

75% confidence int.

* Conclusion: The 1.20 minimum target is likely to
remain in place for the coming quarters.
\We doubt that the Swiss franc will re-emerge as a
global funding currency but see potential for a
reduction in European tail-risk hedges [i.e.
unwinding of long CHF positions] to temporarily lift
EUR/CHF - and beyond the recent spike. There is a
lot of money parked that could be unwound.

www.danskeresearch.com 9
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EUR/CHF - importantissues to watch

* Thisisnota currency peg No need for the SNB to intervene anymore
— SNB’s minimum target for EUR/CHF is technically no T

different from the interventions it conducted from « gggg?igiiffvfs, o
March 2009 to mid-2010, although this time the SNB ” 5”
has announced the level that it will defend. It is
important to note that this is not a currency pegin the

traditional sense. The SNB has not expressed any view . l B
- —

on how longitintends to keep the exchange rate floorin — .
place, or as to whether it intends to move the target. I

* |t has become more expensive to be long CHF : &

— The move higher in EONIA rates after banks have Source:Efloomberg,DanskeBankM;kets . i
started to repay the LTRO money has made it more Relative rates have pushed EUR/CHF higher

expensive to be short EUR/CHF. Swiss money market 021- -021

3M money market spread (EUR-CHF)

rates are on the other hand still very low with 1M
Libor fixing close to zero. It has also been reported
that Swiss banks have started to charge banks
negative interest on CHF holdings.

0.20 - -0.20

0.19- < [@L1E)

XR0.18 - -0.18

® Safe-haven reversal 17~ -017
— The big unknown for CHF is the money parked in 0.16- -016
Switzerland due to the eurozone debt crisis. Other 015~ —o1s

safe-havens have been under pressure recently and a S P f "R | Cames 0
big move out of CHF is certainly a possibility.

Sources: Reuters EcoWin, Danske Bank Markets

Kasper Kirkegaard, Senior Analyst, kaki@danskebank.com, +45 4513 70 18
www.danskeresearch.com 10
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EUR/SEK - the krona not yet overvalued

* Growth. 2013 is likely to be another year of sub-par  Forecast:8.30 [3M)], 8.30 (6M) and 8.20 [12M)
growth for Sweden. However, signs of stabilisation  g2s EUR/SEK
suggest gradual improvement in the course of the year, 300
which is likely to lend support to the pro-cyclical krona. 875

Relative growth favours the downside in EUR/SEK. 8.50
8.25 v

* Monetary policy. We remove our April rate cut from the  soo
forecast and believe the Riksbank will keep the repo rate  7.75
o .. . Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
at 1% throughout the year and start raising rates in
2014. Relative monetary po]jcy has become more 75% conf. int. 50%conf.nt. essees Forward & Danske fcst Consensus fcst
supportive for the downside in EUR/SEK.

L 4

EUR/SEK M 3M &M 12M

° Forecast (pctile) 840 (36%) 830 (28%) 830 (34%) 820 (31%)
Fundameljtals. The fundamental backdrop, Fwd./ Consensus 845/854 845/ 860 845/ 855 845/839
characterised b\j a huge current account SUI"p]US, 50% confidence int. 835,855 827/861 820,867 810/875
75% confidence int. 826,864 814,876 801,887 7.79/9.02

relatively solid public finances and subdued inflation,
suggests that SEK has potential to strengthen.

Source: Danske Bank Markets

Conclusion. While retaining our long-held bullish
* Flows. Flows into ‘high-quality’ government bonds have  \jew on the krona, we choose to Tower the forecast
partially reversed since last summer. Meanwhile equity-  profile in EUR/SEK somewhat given the improved
related inflows have risen. Commercial flows likely to cap  cyclical outlook for both the global and Swedish

the upside in EUR/SEK, USD/SEK and GBP/SEK. economy and given that we have revised our
* Valuation. From a long-term fundamental viewpoint the  €Xpectations on the Riksbank, no longer projecting a
krona is NOT yet overvalued. rate cut. The fundamental backdrop and thus

medium-term outlook for the krona remains bullish

* Risks. Negative Swedigh macro news. If the Riksbank for the krona. We set 3M to 8.30 (8.50), 6M to 8.30
contrary to our expectations lowers the repo rate further. (8.40) and 12M to 8.20 (8.40)

Stefan Mellin, Senior Analyst , mell@danskebank.com +46 (0)8 568 805 92
www.danskeresearch.com 11
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EUR/SEK - importantissues to watch

Riksbank is done cutting rates SEK offers positive carry vs EUR, USD, JPY
&0)e > £Ho)
* The Riksbank (RB) kept the 1.0% repo rate unchanged at its SMinterbank rates e
February meeting. It sees ‘bright spots’ and argues that the
economy is slowly healing. Basically we agree. It is also clear =0 o 20
that the RB will stay vigilant with respect to household debt. !5 -15
\We have therefore removed our call for a final cut in Apriland 10 10
see no more cuts in this cycle. The first rate hike is not g usp o5
imminent though but likely to materialise in 2014. o pr —— ‘_“ = o0
. . feb maj aug nov feb maj aug nov feb maj aug nov feb
* Consequently, relative monetary policy has become more 10 11 12 13

supportive for the krona. The RB stands out as ‘non-dovish’ and  Source:Reuters EcoWin, Danske Bank Markets

Swedish short rates offer positive carry in a zero-rate world. Foreigners raised stake in Swedish bonds

* The currency is not a concern for the RB; 'current levels are  *%° - 865

fundamentally justified’. \We agree and even see potential for 39
more SEK strength going forward. Mr Ingves’ comments 4%
suggest that the Riksbank will stay passive in the so-called 4@

currency war. @E-
430 -

- 8,60
- 855
- 8,50
- 845
- 840

Foreign holdings of Swedish securities

440 - - 835

EURSEK >>

* Foreigners raised the stake in Swedish government bonds in  4so, ‘ ‘ ‘ ‘ ‘ 830
. juli ti temb ktobi b d b
December. The share of total outstanding rose to 55% (52.5). - SSUSR sememRer [ mener november - feeemRer
Appetite for Swedish quality is still there, despite reduction of  source:Reuters Ecowin, Danske Bank Markets

euro tail risks. which supports our M/T bullish view on SEK.

Stefan Mellin, Senior Analyst , mell@danskebank.com +46 8 568 805 92

www.danskeresearch.com 12
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EUR/NOK - edging lower despite strong trade-weighted NOK

* Growth. Mainland GDP growth slowed to 0.3% g/q in Forecast: 7.25 (3M), 7.20 [6EM) and 7.15 (12M]
Q4 reflecting that the Norwegian economy cooled off 8.00 T

in the latter part of 2012. Especially, net trade was 9 o5

weaker than expected. Forward-looking indicators like -=5 M

PMI have improved and employment remains strong, —o > S -8
which suggests that underlying demand is still healthy. 00 il {
Mainland GDP grew 3.5% in 2012 and we expect ..

3.39% growth in 2013. 0il investments will add Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13  Oct-13  Jan-14
apprOX1mate]y O8pp tO ma1n]and GDP grOWth 1n 20 13 75%conf. int. 50%conf.iint. eeeeee Forward & Danske fcst ¢ Consensus fcst
* Monetary policy. Norges Bank says that rates should  arnox ™ 3 &M 12m
be raised further out. We share that view and expect  "sestbes  Zsw  gtoy o e
the first rate hike by December this year. However, 50% confidence int. 7.28/7.44 7.22/7.49 7.16/7.54 705/762
VEI"\/ ]OW .Inﬂat.lon and the Stl"Oﬂg NDK po.lnt .In the Other 75% confidence int. 722/ 750 7.11/760 700/7.70 681/784
direction. Source: Danske Bank Markets
* Flows. Norges Bank purchased a modest amount of * Conclusion. We expect EUR/NOK to decline slowly
foreign currency again in January and oil flows should towards 7.15in 12 months supported by Norges
be NOK positive in 2013. SNB might diversify into Bank starting to hike rates, strong risk sentiment and
NOK in 2013, diversification flows. \We expect Norges Bank to raise
rates eventually despite the strong NOK, underlining
* Valuation. NOK has become expensive with EUR/NOK that Norwegian monetary palicy is more or less out
PPP at 7.73 and |-44 at the lowest level ever. of sync with the rest of the world. 1M forecast is
7.35.

* Risks.Norges Bank cutting rates due to a strong NOK.

Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.com, +45 45 12 85 32
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EUR/NOK - importantissues to watch

* Sentiment is currently very euro positive Modest FX purchases by NB expected in 2013
The euro has been the big winner since the ECB said rates B -1750
will not be cut and as EONIA rates have been pushed 1500 - Bank.MillionNOK - 1500
higher as banks have started to repay the LTRO money. 1250 -1250
Hence, relative rates may work for the euro in 2013, not 1000 - - 1000
least if contrary to our expectations Norges Bank does not 750 - - 750
hike, or even cut, rates given the low inflation and strong 500 . 500
et [ * || YT e

* Reverse of safe-haven flows
There is a growing risk of a reversal of the safe-haven
flows that supported NOK in 2012. If the global and
euro sentiment improve further the risk of a sudden

08

Source: Reuters EcoWin, Danske Bank Markets

Import-weighted NOK record strong

move out of NOK should not be underestimated. During 1100 e mnes 1100
the past couple of months we have e.g. seen a move out o NoK 144) o
of AUD - another safe-haven light that reached a huge 1025 “1025
inflowin H1 12. e e
* Norges Bank more actively targeting NOK voe o
The trade-weighted NOK is record strong and inflation o o
is very low. Hence, Norges Bank has the opportunity to 85.0 - - 850
target NOK more aggressively not least if the housing e e

market cools. The latter could happen if the government
introduces more new measures specifically targeting  Source:Reuters EcoWin, Danske Bank Markets

the housing market.
Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.com, +45 45 12 85 32 s cEnEerEsEarEEE 14
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EUR/DKK - to trade marginally above the central parity

* The negative Danish deposit rate and less demand
for safe-haven assets have taken away the
appreciation pressure on DKK seen in 2012 and
EUR/DKK 1is now trading above central parity at
7.46038.

* After the latest move higher in EUR/DKK,
Nationalbanken (NB)] hiked its policy rates by 10bp on
24 January. The rate hike came after NB had
intervened for DKK11.9bn in the market. Further
intervention is likely at or just above the current level,
which should Timit the upside for EUR/DKK. Note that
the intervention has been relatively modest over the
past five months despite the move higher in EUR/DKK.
Nationalbanken has sold foreign currency for the
equivalent of DKK17,300m over the past five months.

* The reaction function of NB turned out - as we
expected - to be fully symmetrical. Hence, first NB will
intervene and subsequently policy rates will be hiked.
Intervention of c.DKK10-20bn is likely to trigger a new
independent Danish rate hike. The deputy governor of
the Danish central bank, Per Callesen, underlined
indeed in a Bloomberg interview on 2 November that
the reaction function is symmetrical.

Forecast: 7.46 [3M), 7.46 (6M) and 7.46 [12M)

7.4865 -

Central parity

7.460

7.455

7.450 -

7.445 -

7.440 -

7.435 -

7.430 -

07 o8 0S8 10 11 12 13

EUR/DKK Spot 746038

Source: Reuters EcoWin, Danske Bank Markets

Conclusion. EUR/DKK is now trading slightly above
the central parity. We think that EUR/DKK will -
helped by intervention and rate hikes - be kept at the
current level in 2013. Hence, the potential for
further upside in EUR/DKK is limited, as we still
expect NB to favour EUR/DKK very close to the
central parity. We do not expect to see a strong new
inflow into DKK in 2013 and a ‘strong move’ below
7.46 asin 2012 is not expected.

Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.dk, +45 45 12 85 32
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EUR/DKK fwds - hedge EUR asset/income with long tenors

* The forward discount in EUR/DKK has continued to Fwd. discountin EUR/DKK has tightened further, pips
tighten this year as the market has started to price in
independent Danish rate hikes and the cross-currency — 1 month 3 months =——12 months
basis has moved less in disfavour of DKK. The market
has now more or less normalised the EUR/DKK
forward curve. It reflects that the market now expects
that the CITA rate during 2013 will trade above
corresponding EONIA rates (see graph to the right).

* We have long argued for this tightening of EUR/DKK
forwards but we think the pricing of the Danish CITA
forward curve has now become stretched. We  source:Reuters Ecowin, Danske Bank Markets
strongly doubt that CITA rates will rise this rapidly i ] ) )
relative to EONIA rates and that 1M CITA rates will ‘Aggressive hike expectationsin Denmark*

move above 1M EONIA rates as early as H2 13. In 0.50%

DKK forwards - implications of the euro liquidity drain  o.40% ™oL
we recommend to hedge EUR assets/income using oso0% .- =" o
long EUR/DKK tenors. We see 1) a risk that .50 I ‘
Nationalbanken will not deliver the expected rate . .., , o+ a8 -
hikes, 2] it is ‘cheaper’ seen from a carry-perspective , T a"

. . . . . . 0.00% — T T T T T
3] the forward discount might widen again in a risk-off -
move or due to half-year or year-end turn premium. 'G'm’é’eb 13 May1l3 Augl3 Novl3 Febld May14

BNB dates CITA ¢ ECB dates EONIA

Source: Danske Bank Markets. *] The graph shows an approximation of 1M CITA
and 1M EONIA forward rates

Arne Lohmann Rasmussen, Chief Analyst, arr@danskebank.dk, +45 45 12 85 32
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Markets

USD/CAD - less hawkish BoC but still decent fundamentals

Growth. Canadian data has deteriorated lately - not
least relative to the US flow. Notably, Canada’s inflation,
employment growth and building permits have all come
in weaker than projected.

Monetary policy. The Bank of Canada (BoC) has
maintained its overnight lending rate at 1.00% for the
past two years and has indicated that rates will need to
be raised at some point. However, in January, BoC
adopted a less hawkish stance on the back of recent
data deterioration. Carney leaving for BoE should not
induce a significant change in BoC policy.

Flows. Speculators have shredded CAD longs on a
large scale over the past month, paving the way for new
longs to be put on if newsflow improves.

Valuation. CAD is expensive on PPP measures, albeit
less so than e.g. AUD.

Commodities. \We look for oil prices to stay elevated in
the near term, supporting Canada’s terms of trade, but
we see weakness in oil prices at the end of 201 3.

Risks. The fact that the euro has moved into favour of
speculators again could continue to weigh on the some
of the proxy safe-haven currencies such as CAD. US
fiscal uncertainty could support USD temporarily.

Christin Tuxen, Senior Analyst, tux@danskebank.dk, +4545 13 78 67

Forecast:0.98 (3M), 0.97 (6EM] and 0.99 [12M)

1.10 usbD/CAD

mww:\&_ o

1.05

1.00

_—4
—
0.85
0.80
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
75% conf. int. 50%conf.int. eeeeee Forward ¢ Danske fcst Consensus fcst
USD/CAD 1M 3M 6M 12M

Forecast (pct'ile) 0.99 (22%)
1.00/089
099/101

098/102

098 (21%)
1.00/099
098/1.02
097/103

097 (22%)
1.00/098
097/1.02
085/ 105

099 (48%)
1.00/098
096/1.03
082/107

Fwd./ Consensus
50% confidence int.

75% confidence int.

Source:Danske Bank Markets

Conclusion. Canada stands to benefit from a US
recovery, which we see materialising during HI1.
Combined with a risk relief rally in Q1, this should be a
positive environment for CAD. In addition, BoC will be a
lone rider among central banks with its tightening bias
despite recent softness and CAD could thus continue
to attract investor interest. However, support to CAD
from BoC has diminished as the housing sector is
starting to cool. Later in the year the pricing of a Fed
exit could support USD/CAD but at a time where BoC
rate hikes should also move closer so upside limited.

www.danskeresearch.com 17
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AUD/USD - Chinese support but carry trade review weighs

Growth. Australian data has continued to deteriorate
with notably inflation and retail sales weaker than
expected. But the Chinese growth rebound bodes well
for H1 as evidenced by the pick-up iniron ore exports.

Monetary policy. The Reserve Bank of Australia (RBA)
maintained its cash target rate at 3.00% in early
February despite speculation a cut may be on the cards.
We still think the RBA will stay in easing mode in the near
future and will deliver at least one (and probably two]
more cuts on a 12M horizon.

Flows. Speculative longs in AUD rose in Q4 and remain
at elevated levels. Government finances are vigorous
and Australia has a higher sovereign rating than e.g.
New Zealand.

Valuation. AUD/USD remains overvalued by PPP
measures and an eventual end to the resource boom
highlights the downside risks.

Commodities. Terms of trade should stay favourable in
the near term as we expect metals to be in for a rebound
as China continues to recover. But the end of the
structural commodities super-cycle is moving closer.

Risks. Should the stabilisation in
materialise, AUD is set to suffer.

China fail to

Christin Tuxen, Senior Analyst, tux@danskebank.dk, +4545 13 78 67

Forecast: 1.05 (3M], 1.06 (6M) and 1.02 (12M)]

1.10 usD/CAD
1.05
1.00
0.95
0.90
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
75% conf. int. 50%confint. eseees Forward & Danske fcst Consensus fest
AUD/USD 1M 3M M 12M

1.04 (57%)
1.03/1.04

1.05 (63%)
1.03/1.05
101/106
099/108

1.06 (65%)
103/104
101/107
097/1.09

1.02 (36%)
1.03/1.04
099/1.09
094/1.12

Forecast (pct'ile)
Fwd./ Consensus
50% confidence int. 102/1.05
75% confidence int. 101/1.06
Source: Danske Bank Markets

Conclusion. A stabilisation in China should prove a
positive for AUD in H1. Although the RBA is in easing
mode still, the current environment of major central
banks easing - headed by the Fed - should stay a
positive for carry trades and hence benefit AUD. Still,
with the euro increasingly favoured by speculators,
global carry trades are under review. This could
weigh on a long-term carry favourite such as AUD.
Also, H2 13 looks challenging as the risk of a
structural slowdown in Asia coupled with a likely end
to the decade-long commodities super-cycle looms.
Thus AUD/USD could come under pressure towards
the end of the year.

www.danskeresearch.com 18
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NZD/USD - reconstruction boom set to boost growth

Growth. Economic data out of New Zealand has
improved markedly in recent weeks with not least the
business PMI jumping well into expansion territory.
Crucially, reconstruction is set to peak at a higher level
and take longer than previously.

Monetary policy. The Reserve Bank of New Zealand
(RNBZ] has kept rates at 2.50% since the earthquake-
related cut early in 2011. The RBNZ surprised with a
less dovish bias at the December meeting underlining
that rate cuts are not around the corner. The new
RBNZ governor \Wheeler has explicitly said that he
‘wishes to see a lower exchange rate’; however, the
country’'s finance minister English has dismissed
intervention as an option for now.

Flows. Speculative longs have declined somewhat and
are now at stretched levels.

Valuation. NZD is heavily overvalued in PPP terms.

Commodities. Livestock prices have surged recently as
the past rise in grain prices starts to feed through.

Risks. RBNZ may be looking to weaken NZD through
intervention if the conditions prove favourable. Also, if
RBA cuts more aggressively than we currently project,
RBNZ may follow suit.

Christin Tuxen, Senior Analyst, tux@danskebank.dk, +4545 13 78 67

Forecast: 0.87 [3M). 0.88 [6M1 and 0.86 [12M]

0.95 NZzD/UsD
0.90
N ==
0.85
0.80
0.75
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
75%conf. int. 50%conf.int. eeeece Forward ¢ Danske fcst Consensus fcst
NZD/UsD 1M 3M 6M 12M
Forecast (pct'ile) 0.86 (69%) 0.87 (71%) 0.88(71%) 0.86 (53%)
Fwd./ Consensus 085/084 085/084 085/084 0.85/0.83
50% confidence int. 0.84/0.86 0.83/087 0.82/0.89 0.80/0.80
75% confidence int. 0.82/087 0.80/0.89 0.78 /091 0.75/0893

Source: Danske Bank Markets

Conclusion. There is increasing uncertainty regarding
RBNZ policy with the new governor looking at the
monetary policy toolbox with an open mind, but
RBNZ policy has shifted in a more hawkish direction
as the bank is alert to the inflationary effects of an
extensive and prolonged reconstruction boom. NZD
could benefit from carry positions and decent risk
appetite in H1l. Still, the threat of intervention
should cap NZD strength. Relative to AUD the
medium-term outlook for NZD is thus constructive
as reconstruction supports NZD whereas the

mining boost may cease for AUD.
www.danskeresearch.com 19
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EUR/PLN - weak economy weighs on zloty

* Growth: Growth in the Polish economy slowed gradually

in 2012. The slowdown in growth was particularly harsh
in terms of domestic demand. \We expect economic
activity to remain subdued this year but we expect GDP
growth to pick up speed in 2014 to average 2.9%.

Monetary policy: The Polish central bank [NBP] has
initiated an easing cycle. Despite fairly cautious
communication from key NBP policymakers on the
outlook for more monetary easing, we strongly believe
that the relative sharp slowdown in Polish growth
warrants additional rate cuts in Poland - also taking into
account that we expect Polish inflation to ease further
going forward. If anything, the NBP needs to do more and
not less monetary easing, in our view. The realities of the
Polish economy will therefore sooner or later force the
NBP to continue the rate cutting cycle throughout 2013
and we expect the key policy rate to be cut to 3.00% by
the end of the year.

Valuation: The zloty is trading close to its fair value level,
so valuation is unlikely to pose any significant hindrance
toits continued near-term appreciation.

Risks: The major risk is that the slowdown in the Polish
economy becomes larger than currently expected by the
market. That could certainly weigh on the zloty in the
medium term (3-6 months].

Forecast: 4.25 (3M], 4.25 [6M) and 4.20(12M)

45 EUR/PLN
4.4
4.3
4.2
4.1
40
3.9
3.8
3.7
Feb-12 May-12  Sep-12 Dec-12 Mar-13 Jul-13 Oct-13 Jan-14
75% conf. int. 50%conf.int. eeeeee Forward ¢ Danske fcst ¢ Consensus fcst
EUR/PLN 1M 3M 6M 12M
Forecast (pcttile) 4.2 (61%) 4.3 (76%) 4.3 (72%) 42 (61%)
Fwd./ Consensus 42/ 42 42/ 42 42/41 42/40
50% confidence int. 41/42 41/42 40/43 40/43
75% confidence int. 41/43 40/ 43 39/44 38/45

Source: Danske Bank Markets

Conclusion: The zloty has lost some ground against the
euro recently. That mostly reflects a stronger euro
rather than a weaker zloty but nonetheless there is no
doubt that increased worries about the outlook for Polish
growth are weighing in the zloty - despite NBP's stance
of not signalling too aggressive further rate cuts. The
technical picture has turned decisively more negative on
the zloty recently, which is likely to continue to weigh on
the currency in the near term. \We therefore expect the
zloty to remain ‘soft’ in the coming three to six months
but it should regain a little ground in the medium term,

sixto 12 months.

Lars Christensen, Chief Analiist, larch@danskebank.com, +45 4512 85 30 www.danskeresearch.com 20
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EUR/HUF - monetary policy uncertainties weigh on HUF

* Growth: Very weak domestic demand and lacklustre

export growth weigh on the Hungarian economy.
Continued political ‘noise’ is certainly not helping. In
addition, the demand side of the economy is worsening
at the moment. Hungarian GDP contracted by 1.6% in
2012. Looking into 2013 and 2014, we expect GDP to
be more or less flat this year and to grow by 1.1% in
2014. The risk to our forecast is rather squeezed to the
downside.

Monetary policy: The outlook for monetary policy has
become even more uncertain recently. It is clear that the
doves on the Hungarian central bank’s ([MNB]) Monetary
Council - who are mostly government appointed - have
taken over control of monetary policy. Additionally, very
soon a new VINB governor will be appointed and he is
likely to be more dovish than outgoing governor, Andras
Simor. Therefore, all indications are that we will get
additional rate cuts despite the fact that inflation is still
above the MNB’s target.

Valuation: Inflation could potentially become a valuation
issue in the medium term.

Risks: Excessive monetary easing combined with
political worries and the euro are the key risks to the
forint.

Lars Christensen, Chief Analyst, larch@danskebank.com, +45 4512 85 30

Forecast: 2.95(3M), 2.95 [EM) and 2.90 (12M]
;?8 EUR/HUF
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271/310

290 (53%)
293/285
274/ 303
259/ 317

Fwd./ Consensus
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Source: Danske Bank Markets

Conclusion: The forint has performed surprisingly poorly
recently, reflecting investor concerns over who will be
appointed new MNB governor, still lacklustre economic
performance in Hungary and the general euro
strengthening trend. Nonetheless, Hungarian interest
rates are still relatively high - despite continued rate
cuts. That makes carry trades in the forint attractive.
Finally, Hungarian external balances are fairly strong.
That will all help stabilise the forint in the medium term
and we therefore expect that the forint will not weaken
much more against the euro on a 6-12 month horizon.
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EUR/CZK - verbalintervention on the agenda

Growth: The outlook for the Czech economy is gloomy. It
remained in recession throughout 2012, with average GDP
growth contracting by 1.1%. Looking to the next three years,
we believe the economy will struggle to reach sustained
economic growth. In the best-case scenario economic growth
in 2013 is flat (GDP growth around 0.0%]) and in the worst-
case scenario the economy remains in recession. According
to our estimates, 2014 GDP growth will remain below 2%, or
more precisely around 1.5%. We expect 2015 GDP also to be
below 2%, at around 1.7%.

Monetary policy: After exhausting standard monetary policy
tools, the CNB said on many occasions that it will use the FX
channel if further monetary easing is needed. However, at the
latest ~monetary policy board meeting in February the
governor Miroslav Singer said that further monetary easing is
less urgent given the recent CZK weakening. In our view, such
strong wording was a clear signal to the markets that the
CNB is not as close to FX intervention as speculated.

Debt risks: Debt risks are low. The Czech government
forecasts the public finance deficit will be below 3% this year.

Valuation: On a long-term perspective, the CZK is

undervalued (fair value is around 22.2).

Risks: Intervention risks in connection with further monetary
easing,

Forecast: 26.0 [3M), 26.2 (6EM] and 26.0 [12M)

27.0 EUR/CZK
26.5
i —
26.0 M —t
25.5 ®
4
25.0
24.5
24.0
23.5
Feb-12 May-12 Sep-12 Dec-12 Mar-13  Jul-13 Oct-13  Jan-14
75%conf. int. 50%conf.int. eeeeee Forward & Danske fcst ¢ Consensus fcst
EUR/CZK 1M 3M 6M 12M
Forecast (pcttile) 25.8 (88%) 26.0 (85%) 26.2 (84%) 26.0 (77%)
Fwd./ Consensus 254 /256 254 /258 254/258 254 /254
50% confidence int. 25.1/256 249/257 247258 244/259
75% confidence int. 249/258 247 /26.1 243 /264 23.8/26.8

Source: Danske Bank Markets

Conclusion: The Czech koruna rallied around 1.0%
against the euro on the hawkish comment from the CNB
governor. On the back of the hawkish CNB, we scale back
our expectations of possible imminent FX intervention at
this moment. That said, we expect the CNB to step up its
rhetoric again quite soon and start intervening verbally to
prevent the CZK from further strengthening. We
maintain our bearish view on the CZK over our forecast
horizon but at the same time we do not think the CNB
would be that aggressive if it were to weaken the CZK
though FX intervention. Therefore, we have adjusted our
CZK forecast.

Stanislava Pravdova-Nielsen , Analyst, spra@danskebank.com, +4545 12 80 71
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EUR/RUB -is it a currency war?

* Growth. Russian economic growth continued to slow in
Q4 12, bringing full-year 2012 growth to 3.4% vyear-on-
year. Expansion slowed during the second half of the year
on rising inflation, poor agricultural output and slowing
private consumption growth. We expect 2013 GDP
growth to remain close to the 2012 figure at 3.5% y/\v.

* Monetary policy. Bank Rossii left its key rates unchanged
on 12 February (refi rate at 8.25% as expected). Based on
the comments, a rate cut in March-April is now less likely.
Even though the current inflation drivers cannot be
effectively tamed by high rates, Bank Rossii is trying to
continue credible monetary policy to keep inflation
expectations under control.

* Flows. Capital outflows were USD56.8bn in 2012 versus
almost USD81bn in 2011 and we expect them to slow to
USD55bn in 2013. We expect larger inflows in 2013 as
foreign investors have got access to the local bond market.

* Valuation. EUR/RUB is trading below its 1M average of
40.49 and downside risk has not vanished.

* Risks. Strong risk-off sentiment amid escalation of
eurozone problems and uncertainties about sequestration
in the US in early March are the most likely factors that
could shake the rouble.

Forecast: 39.95 (3M], 41.00 [6M] and 38.90 [12M]

48 EUR/RUB
46
a4
42
40
38
36
Feb-12  May-12  Sep-12 Dec-12  Mar-13 Jul-13 Oct-13 Jan-14
75%conf. int. 50%conf.int. eeeeee Forward ¢ Danske fcst ¢ Consensus fcst
EUR/RUB 1M 3M 6M 12M
Forecast [pct'ile) 40 (25%) 40 (35%) 41 (53%) 39 (21%)
Fwd./ Consensus 40/ 40 41/ 40 41/ 40 43/ 40
50% confidence int. 40/ 41 40/ 42 39/42 39/44
75% confidence int. 39/41 39/43 38/44 37/ 46

Source: Danske Bank Markets

* Conclusion. Bank Rossii continues to stand firmly
behind its inflation targeting and it seems that the bank
tries ‘invisibly’ to weaken the rouble through small
interventions. Despite Bank Rossii's condemnation of
currency wars worldwide, we suspect that it is what the
central bank is doing, albeit on a tiny scale.

* Bank Rossii makes it clear that economic output is
close to its potential. In addition, it continues to monitor
closely credit growth and will tighten regulations to
avoid further bad loan growth in the banking system.

Vladimir Miklashevsky, Economist, vimi@danskebank.com, +358 10 546 75 22
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EUR/RUB -1important issues to watch

* Better flexibility, higher volatility and local bond market
liberalisation

— RUB'’s volatility is set to increase in 2013, allowing the 4o

Russian currency to depreciate more than before on N, Rouble'stradingband vs dual currency basket
global risk sentiment changes and oil price moves. The 40 \JL
band-widening policy 1s likely to continue, allowing the 38 w
corridor to expand by one RUB every six months. \We 36 -
expect the next expansionin H1 13. 24
) o N~
— Bank Rossii has been reducing its currency 5o | lower border o,
. . . e— pper border N\ —
interventions and keeping a close eye on market 50 | —RUBBASK Curncy

liquidity in the uncertain global environment. However, N
. . O SN LM S o M SN S

a weaker rouble looks attractive for Russian export o' i o7 @& ol“ @& ¥ (7 @I W

sectors. As globally large economies are trying to push

down their currencies, Russia’s central bank does not  Seurce:Bank Rossii Bloomberg, Danske Bank Markets

want to watch it from the sideline, intervening from

time to time.

— Thelocal bond market is open for foreign investors: on 7
February Euroclear started OTC settlements of Russian
sovereigns. In March it starts operations in the
exchange. We expect RUB800bn inflows into the
market during the next 12-18 months, which will be
rouble supportive.

Vladimir Miklashevsky, Economist, vimi@danskebank.com, +358 10 546 75 22
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USD/TRY -a victim of uncertain macro

* Growth. The start of 2013 has been soft: despite a sharp ~ Forecast: 1.75(5M), 1.82(6M) and 1.90(12M)]

fall in consumer confidence, industrial confidence has 190 HSD/TRY
scored some points. Rising inflation is the main 1'28
disappointment which may easily lead to tighter monetary 1.75 . . “;

stance already before summer 201 3. 1.70
1.65

* Monetary policy. Although supportive for GDP growth, 1.60
1 3 1 ; ; ; 1.55
eaS1ng monEtary pO]'IC\j 1S pUSh1ng pI"'ICBS Up’ Wh1Ch Feb-12 May-12 Sep-12 Dec-12 Mar-13 Jul-13 Oct-13 Jan-14
contradicts Turkey's central bank’s target. The central bank

eXpectS 2013 Cpl tO deChne tO 53% y/\_/ fr,om 73% y/\_/ 75% conf. int. 50%confint. eseeee Forward 4 Danske fcst ¢ Consensus fcst
currently. We expect the monetary authorities to stay on 5oy Y -~ o o
hold at the next meetjng_ Forecast (pct'ile) 1.76 (21%) 1.75 (34%) 1.82 (79%) 1.90 (90%)
Fwd./ Consensus 1.78/1.78 1.77/1.78 1.77/1.79 177 /177
* Flows. The current account deficit widened to less-than- ~ >0%confidenceint 176/173 174/1.80 L72/181 168/182
75% confidence int. 1.75/1.80 1.71/1.82 167/185 156/ 1.88

expected USD4.7bn in December 2012, which supported
the TRY on the day of release.

Source: Danske Bank Markets
] _ . Conclusion. In late January/early February 2013, the
* Valuation. USD/TRY is trading around the 1M average, but USD/TRY has been moving around its one-month

volatility has been. increasing. In a month the TRY gained average. Stability has been reached by offsetting
and lost 1.8% against the US daollar as macro releases are : :
economic data. It seems that the same story persisted

offsetting the trends. throughout 2012 We still expect the current account
* Risks. Risk-off sentiment risk persists together with a deficit to stay wide and external risks to keep USD/TRY

slowdown in the global economy. New escalation of euro- under pressure in 2013.

zone woes could trigger a run from assets in emerging

markets. Downside risk for USD/TRY comes from the US

sequestration uncertainties in March 201 3.

Vladimir Miklashevsky, Economist, vimi@danskebank.com, +358 10 546 75 22
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USD/ZAR - large external imbalances weigh on ZAR

* Growth: Q3 12 GDP growth showed a considerable Forecast:9.10 (3M), 9.18 [6M]and 9.38 [12M]

slowdown. The main drag on growth came from the mining 1100 USD/ZAR
sector due to work stoppages on the back of strikes in 1050
. . 10.00
platinum, gold and other mines. We expect GDP growth 9.50 -

4

around 2.3% in 2013. In 2014 and 2015, we believe the 9.00 — ":
South African economy will also operate below its potential. 2;28
7.50

* Monetary policy: The South African central bank ([SARB] left 7-0(F3b 15 Marls Sel2 Docl? Mard3 13 Oels  tenid
the key policy rate on hold at 5.0% in January. The statement ° ¥ * * " ’ © o
was OVeraﬂ ba]anced Whﬂe the Centra] bank St'ln V'ieWS the 75% conf. int. 50%confint. seeees Forward ¢ Danske fcst ¢ Consensus fcst
downside risks to the domestic economy from the global

. . . . . . USD/ZAR 1M 3M 6M 12M

economy, persistent inflation risks remain on the upside, due = .o - - SEEE S
mainly to wage cost pressures and the exchange rate. Fwd/consensus 892/883 899/876 10/866 9:32/850
Considering the continued risks to the ZAR from domestic =~ 22¢condencemt.  872/908 861/924 8487943 828/975

i i . K 75% confidence int. 8.59/923 8.39)/19:57 8.14/995 767/ 1055
labour unrest, other upside risks to inflation and last but not
least the widening of the current account deficit, we believe
the door for further monetary easing has been closed. We Conclusion: Even though the ZAR has experienced a
therefore expect the SARB to stay on hold throughout 2013.  relief following the strong sell-off seen at the end of

January, it still remains very vulnerable to any shift in

risk appetite and to domestic newsflow. Given the large

external imbalances, unresolved structural problems in
the economy and the ZAR’s continued fundamental
overvaluation, we remain bearish on the ZAR over our

* Valuation: The ZAR remains fundamentally overvalued (fair forecast horizon.
value around 9.90).

Source: Danske Bank Markets

* Debt risks: The South African government raised the
projected budget deficit to 4.8% in 2012/13 (from 4.6%).
Fitch lately cut the South African credit rating on, among
other things, the widening of the budget deficit.

* Risks: Loss of investor confidence due to intensified socio-
economic problems, further downgrade by the rating agencies.

Stanislava Pravdova-Nielsen , Analyst, spra@danskebank.com, +4545 12 80 71
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USD/CNY - only moderate appreciation from here

Growth. We expect the Chinese economy to continue to
recover moderately in the coming months supported by
stronger domestic demand. The property market has
improved markedly since May last year and the tail risk of a
collapse in the property market has declined substantially.

Monetary policy. We expect inflation to increase
moderately to around 3% y/y by year-end and People’s Bank
of China (PBoC] might move towards a tightening bias at
some stage in H2 13. Signs of accelerating house prices
and very strong credit growth have increased the likelihood
of imminent monetary tightening.

FX policy. Since the daily trading band was widened in April
last year PBoC has been more reluctant to intervene in the
FX market. China is quickly moving towards a floating
exchange rate and convertible currency. \We expect more
two-way volatility in the exchange rate.

Valuation. Fundamentally CNY is, in our view, now only
slightly undervalued (about 7%).

Risks: Liberalisation of capital flows out of China could add
to depreciation pressure. \Weaker JPY could also at some
stage be a concern for the Chinese government.

Forecast:6.24 [3M), 6.20 (6EM] and 6.15 [12M)

6.6 -’ ! - 6.6
USD/CNY exchange rate
6.5 - Trading band . B.5
widened\>§
Daily trading band
6.4 - ! - 6.4
Spot
6.3 - - 6.3
PBoC reference
8'2.||| [ T T B | [ 1 | |1| [ 1 [ |||.8'2
Jan Jul Oct Jan Apr Jul QOct Jan
11 12 13
Source: Danske Bank Markets
Conclusion. Fundamentally CNY is only slightly

undervalued and with more two-way volatility now
allowed, USD/CNY should be less of a one-sided bet and
more dependent on market flows. We still expect CNY
to appreciate moderately but see a possibility of short-
term weakness in Q1 when China’s trade surplus is
usually small and a negative impact from weaker JPY
could occur.

Flemming Jegbjaerg Nielsen, Senior Analyst, flemm@danskebank.com, +45 45 12 85 35
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Danske Bank Markets FX forecasts

Forecast Forecast vs forward outright, %
Spot +1m +3m +6m +12m +1m +3m +6m +12m

Exchange rates vs EUR

usb 1.333 1.35 1.36 1.38 1.34 12 19 3.4 0.3
JPY 124.5 126 129 132 134 12 3.6 6.0 7.8
GBP 0.860 0.87 0.88 0.90 0.88 1.1 2.2 4.5 2.0
CHF 1.230 124 1.26 1.26 123 0.8 2.4 2.5 0.3
DKK 7.46 7.46 7.46 7.46 7.46 0.0 0.0 0.1 0.1
NOK 7.36 7.35 7.25 7.20 7.15 -0.3 -2.0 -3.1 -4.6
SEK 8.46 8.40 8.30 8.30 8.20 -0.8 -2.2 -2.4 -4.1
Exchange rates vs USD

JPY 934 93 95 96 100 00 1.6 2.6 7.5
GBP 1.55 1.55 1.55 1.53 1.52 0.1 -0.3 -1.0 -1.6
CHF 0.92 0.92 0.93 091 0.92 -04 0.5 -0.8 0.0
DKK 5.60 5.53 249 241 5.57 -1.2 -1.9 -3.2 -0.2
NOK 5.52 2.44 5.33 25.22 5.34 -1.5 -3.8 -6.3 -4.9
SEK 6.35 6.22 6.10 6.01 6.12 -2.0 -4.0 -5.6 -4.4
CAD 1.00 0.99 0.98 0.97 0.99 -1.3 -2.4 -3.6 -2.1
AUD 1.03 1.04 1.05 1.06 1.02 0.8 2.3 3.9 1.3
NZD 0.85 0.86 0.87 0.88 0.86 1.7 3.3 a.1 4.0

Note: GBP, AUD and NZD are denominated in local currency rather than USD

Source: Danske Bank Markets
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Danske Bank Markets FX forecasts vs DKK

Forecast Forecast vs forward outright, %
Spot +1m +3m +6m +12m +1m +3m +6m +12m

Exchange rates vs DKK

EUR 7.46 7.46 7.46 7.46 7.46 00 00 0.1 0.1
usb 5.60 5.53 5.49 541 5.57 -1.2 -1.9 -3.2 -0.2
JPY 5.99 5.92 5.78 5.65 5.57 -1.2 -3.5 -5.7 -7.2
GBP 8.68 8.57 8.48 8.29 8.48 -1.1 -2.1 -4.2 -1.8
CHF 6.06 6.02 5.92 5.92 6.07 -0.8 -24 -24 -0.1
NOK 1.01 101 1.03 1.04 1.04 0.3 2.0 3.2 4.8
SEK 0.88 0.89 0.90 0.90 091 0.8 2.3 2.5 4.3
CAD 5.58 5.58 5.60 5.57 5.62 0.1 0.6 04 19
AUD 5.78 5.75 5.76 5.73 5.68 -04 04 0.6 1.1
NZD 4.74 4.75 4.77 4.76 4.79 04 1.4 1.7 3.8
PLN 1.79 1.76 1.76 1.78 -0.9 -0.1 2.4
CzK 0.29 0.29 0.28 0.29 -2.4 -3.1 -2.4
HUF 0.26 0.25 0.25 0.26 0.3 1.2 4.3
RUB 0.19 0.19 0.18 0.19 2.0 0.9 9.0

Source: Danske Bank Markets
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Danske Bank Markets FX forecasts vs SEK

Forecast Forecast vs forward outright, %

+3m +6m +1m +3m +6m +12m
Exchange rates vs SEK
EUR 8.46 8.40 8.30 8.30 8.20 -0.8 -2.2 -2.4 -4.1
usb 6.35 6.22 6.10 6.01 6.12 -2.0 -4.0 -5.6 -4.4
JPY 6.80 6.67 6.43 6.29 6.12 -2.0 -5.6 -8.0 -11.0
GBP 9.84 9.66 9.43 9.22 9.32 -2.0 -4.3 -6.6 -5.9
CHF 6.88 6.77 6.59 6.59 6.67 -1.6 -4.5 -4.8 -4.3
NOK 1.15 1.14 1.14 1.15 1.15 -0.5 -0.2 0.6 0.5
DKK 1.13 1.13 111 1.11 1.10 -0.8 -2.2 -2.5 -4.2
CAD 6.33 6.29 6.23 6.20 6.18 -0.8 -1.7 -2.1 -2.3
AUD 6.56 6.47 6.41 6.38 6.24 -1.2 -1.8 -1.9 -3.1
NzD 5.38 5.35 5.31 5.29 5.26 -04 -09 -0.8 -04
PLN 2.03 1.95 1.95 1.95 -3.1 -2.6 -1.7
CzZK 0.33 0.32 0.32 0.32 -4.6 -5.5 -6.5
HUF 0.29 0.28 0.28 0.28 -1.9 -1.2 0.2
RUB 021 021 0.20 021 -0.2 -1.5 5.0

Source:Danske Bank Marrkets
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Danske Bank Markets FX forecasts vs NOK

Forecast Forecast vs forward outright, %
+3m +6m +1m +3m +6m +12m

Exchange rates vs NOK

EUR 7.36 7.35 7.25 7.20 7.15 -0.3 -2.0 -3.1 -4.6
usb 5.52 5.44 5.33 5.22 5.34 -1.5 -3.8 -6.3 -4.9
JPY 591 5.83 2.62 545 5.34 -1.5

GBP 8.56 8.45 8.24 8.00 8.13 -1.4 -4.1 -7.2 -6.4
CHF 5.98 5.93 5.75 5.71 5.81 -1.1 -4.3 -54 -4.8
SEK 0.87 0.88 0.87 0.87 0.87 0.5 0.2 -0.6 -0.5
DKK 0.99 0.99 0.97 0.97 0.96 -0.3 -2.0 -3.1 -4.6
CAD 5.51 5.50 5.44 5.38 5.39 -0.2 -1.4 -2.7 -2.8
AUD 5.71 5.66 5.60 5.53 5.44 -0.7 -1.6 -2.5 -3.5
NzD 4.68 4.68 464 4.59 4.59 0.1 -0.7 -14 -09
PLN 1.76 1.71 1.69 1.70 -2.9 -3.2 -2.2
CzK 0.29 0.28 0.27 0.28 -4.4 -6.1 -7.0
HUF 0.25 0.25 0.24 0.25 -1.7 -1.9 -0.3
RUB 0.18 0.18 0.18 0.18 0.1 -2.1 4.5

Source: Danske Bank Markets
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EMEA FX forecasts

EUR usbD DKK SEK NOK
Danske Forward Danske Forward Danske Forward Danske Forward BERELE Forward

PLN 13-Feb 415 3.09 179.7 203.6 1774

+1M 4.20 417 3.11 3.10 1776 204.8 203.0 173.8

+3M 425 419 3.13 3.11 1755 178.0 200.0 202.2 1694 176.5

+B6M 425 422 3.08 3.14 175.5 176.6 197.6 201.1 168.2 1759

+12M 4.20 4.28 3.13 3.18 177.6 174.0 200.0 1994 169.0 175.0
HUF 13-Feb 290 215 2.57 292 2.54

+1M 293 291.1 217 2164 2.55 2.94 291 2.49

+3M 295 293.2 217 2179 2.53 2.54 2.88 2.89 2.44 2.52

+B6M 295 296.0 214 2199 2.53 2.52 2.85 2.87 2.42 251

+12M 290 300.2 216 222.8 2.57 2.48 2.90 2.84 2.45 2.50
CZK 13-Feb 25.3 188 29.4 334 29.1

+1M 25.8 25.4 19.1 18.8 28.9 33.3 33.4 28.3

+3M 26.0 25.4 19.1 18.8 28.7 29.4 32.7 33.4 27.7 29.2

+B6M 26.2 25.3 19.0 18.8 28.5 294 32.1 33.5 27.3 29.3

+12M 26.0 25.3 194 18.8 28.7 29.4 32.3 33.7 27.3 29.6
RUB 13-Feb 40.42 30.05 1846 20.92 18.22

+1M 39.80 40.63 29.48 30.20 18.74 21.61 20.82 18.34

+3M 39.96 41.02 29.38 30.49 18.67 18.18 21.27 20.65 18.02 18.03

+6M 41.00 41.61 29.71 30.91 18.20 17.92 20.49 2041 17.44 17.85

+12M 38.90 42.79 29.03 31.75 19.18 1741 21.59 19.95 18.25 17.50
TRY 13-Feb 2.37 1.76 315 357 311

+1M 2.37 2.38 1.76 1.77 315 363 355 308

+3M 2.38 2.40 1.75 1.78 313 311 357 353 303 308

+6M 251 2.43 1.82 1.80 297 307 335 350 285 306

+12M 2.55 2.49 1.90 1.84 293 300 329 343 278 301
ZAR 13-Feb 11.92 8.86 62.6 70.9 61.8

+1M 12.15 11.95 9.00 8.88 61.4 70.8 70.8 60.1

+3M 12.38 12.05 9.10 8.96 60.3 61.9 68.7 70.3 58.2 61.4

+B6M 12.67 12.20 9.18 9.07 58.9 61.1 66.3 69.6 56.4 60.9

+12M 1257 1251 9.38 9.29 59.4 59.5 66.8 68.2 56.5 5919

Source: Danske Bank Markets
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