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Market movers today

o Starting a busy week, today we are due to get euro flash CPI and US core PCE inflation. We
look for euro inflation to rise to 0.5% y/y in October from 0.4% in September, which
is in line with consensus. As base effects from commodity prices kick in, we expect euro
inflation to reach 1.5% in H1 17 before levelling off again in H2 17. US core PCE inflation

is expected to rise 0.2% m/m implying an unchanged annual rate of 1.7% yl/y.

e For the rest of the week, focus will be on the FOMC meeting (Wednesday), US ISM
manufacturing (Tuesday) and US non-farm payrolls (Friday). We do not expect any big
changes at the FOMC meeting as it was already quite hawkish in October and the Fed still
wants some flexibility to refrain from hiking if circumstances change, see FOMC Preview:
Fed to stay on hold this week - likelihood of a December hike has increased due to better
economic data, 31 October 2016. On US ISM, we are slightly above consensus, looking for
a rise from 51.5 to 52.5 (consensus: 51.7) while we are close to consensus on non-farm
payrolls (170,000 versus consensus 175,000). Chinese PMI manufacturing is also up this
week (Tuesday) and we estimate a slight decline in October.

e In the Scandi region, Norge Bank is due to release the credit indicator today, while wage
data for September is due out in Sweden. For the rest of the week, focus will be on PMI data

for September.
Selected market news

Equities sold off and US yields dropped on Friday as the news hit that Hillary Clinton is
again being investigated by the FBI over a new batch of files being sent from her private email
account while she was serving as Secretary of State. The pricing of a rate hike in December

dropped back to 70% from 74% following the news on Friday.

Over the weekend, polls have shown a setback for Clinton, making it a closer race again only
one week ahead of the election on 8 November, see Bloomberg. An ABC poll found that Clinton
now receives support from 46% of likely voters versus 45% for Trump. A week ago, Clinton
had a 12-point lead in the same poll.

Oil prices have fallen further to just below USD50 per barrel as non-OPEC producers made
no commitment to follow an OPEC cut at a meeting on Saturday, see Reuters.

Bank of England (BoE) Governor Mark Carney is said to be ready to serve a full eight-
year term at the BoE and has told friends he is likely to make a statement this week, see F7.

Japan industrial production for September released overnight disappointed as it was flat
m/m versus an expected 0.9% m/m gain by consensus. The JPY weakened slightly after the

numbers.

Important disclosures and certifications are contained from page 4 of this report.
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Scandi markets

In Norway, the credit indicator is up for release. It has been unchanged at 5.0% for the past three
months, which is the lowest level since 2010. Sweden is due to release wage growth for

September.

Fixed income markets

We are in for an eventful week with monetary policy meetings in the US and UK as well as non-
farm payrolls. We do not expect either the Federal Reserve or the Bank of England to change
monetary policy despite recent events in the market. Given the risk of a change in signals from
the Federal Reserve as well as the BoE is likely to weigh on the bond market as the long end of
Bund and Gilt curves drives market sentiment. Hence, it is difficult to see a significant reversal
in the global bond market ahead of the meetings. However, it is also difficult to see the sell-off
continue with 10Y JGBs caught in a tight range, a cautious BoE on the back of the discussion
of a hard Brexit and finally, a Federal Reserve that has signalled previously that it will move
very gradually.

The short-term risk is still for a steepening of the yield curves, as the rise in yields gives more
flexibility for the ECB and reduces the ‘repo squeeze’ in the Bunds. In addition, we have
auctions in 10Y Germany as well as 10Y and 20Y France and 5Y, 10Y and 15Y Spain; therefore,
plenty of risk in the 10Y+ segment, but the net cash flow is positive as there are plenty of
redemptions for Spain and Italy. Finally, Sweden, Norway and Denmark will also be in the
market. The supply of Scandi government bonds at the auctions is limited as Sweden has reduced
the auction size and Denmark is in no hurry to issue to issue bonds given plenty of cash on the
government’s account. The Norwegian Debt Office is likely to keep issuance at only NOK2bn
if it taps in the 10Y segment.

FX markets

We look forward to a week with important events that could have a significant impact on the
EUR/USD cross with the FOMC meeting on Wednesday and important data releases on both
sides of the Atlantic, including non-farm payroll data on Friday. While we expect unchanged
interest rates on Wednesday, the most interesting part will be the FOMC statement. Last year,
the Fed more and less preannounced the December 2015 hike at the October meeting but, unlike
last year, this time the markets have more or less priced in a Fed hike by year-end as much as
possible at the current time given that there is still one and half months until the December
meeting. EUR/USD bounced sharply on Friday, which is likely to reflect short covering on the
back of increasingly heavy short positioning. IMM data for the week ending last Tuesday
suggests that speculators are getting increasingly short EUR/USD albeit still slightly shy of
overstretched territory. We forecast EUR/USD at 1.09 in IM and 1.08 in 3M and continue to

see the cross as a sell-on-rallies near term.

For the EUR/GBP, we think the risk is on the upside in relation to the BoE meeting on Thursday.
While we expect no change in monetary policy change (also consensus), we expect Governor
Carney to be relatively dovish, even though the BoE is likely to revise growth projections

upward.

In the Scandi markets, we are in for a relatively calm week following central bank meetings in
Sweden and Norway last week. EUR/SEK traded in a volatile and choppy pattern on Friday after
the sharp move higher on Thursday following the Riksbank’s decision. As highlighted earlier,
we see the Riksbank’s changes to its repo forecasts as significant, particularly that it expects that
the rates could be cut marginally again next year. We expect EUR/SEK to consolidate in a
relative wide range 0f 9.75-10.00 near term. With little data news after a heavy release week last
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week, focus for the Norwegian kroner will be on the OPEC/non-OPEC deal and whether the
parties can flesh out a strategy to achieve the targeted production cuts. So far, there has not been
much agreement, which will weigh on oil prices and is likely to continue to send the EUR/NOK
higher.

In Poland, the PLN may trade on a weaker note this week, as the deadline for the Polish
government to submit the counter proposal to the EU in relation to the rule-of-law procedure is
1 November. The Polish government has so far shown little willingness to compromise, most
recently with a statement by the Polish foreign ministry on Thursday that the ‘the European
Commission has incomplete knowledge about Poland’s legal system” and that ‘we had no choice
but to assess the Commission’s recommendation as groundless.” The commission is clearly in a
difficult position amid growing EU scepticism in many member countries. Tough rhetoric will
weigh on PLN but it is doubtful whether the effect will be permanent, as ultimately the EU can
do very little at the end of the day as Hungary supports Poland.

Markets

Key figures and events

Monday, October 31 , 2016 Period Danske Bank Consensus Previous
8:00 DEM Retail sales m/mly/y Sep 0.6%|... 0.2%|1.6% -0.3%|3.7%
8:00 NOK  Creditindicator (C2) v/y Sep 51% 5.0%
9:00 DKK  Gross unemployment s.a. K (%) Sep (4.3%]) 114 (4.3%)
9:30 SEK  Wages (blue collars/white collars) v/y Aug 1.4%
10:00 NOK  Norges Bank's daily FX purchases m Nov -900 -900
10:30 GBP Broad money M4 m/mly/y Sep 0.9%|5.4%
10:30 GBP Mortgage approvals 1000 Sep 61.5 60.1
11:00 ITL  HICP, preliminary m/mly/y Oct 0.4%0.1% 1.9%|0.1%
11:00 EUR HICP-coreinflation, preliminary v/y Oct 0.8% 0.8% 0.8%
11:00 EUR HICPinflation, preliminary v/y Oct 0.5% 0.5% 0.4%
11:00 EUR  GDP, preliminary a/aly/y 3rd quarter 0.3%|... 0.3%|1.6% 0.3%|1.6%
13:30 USD Personal spending m/m Sep 0.4% 0.0%
13:30 UsD PCEcore m/mly/y Sep 02%|1.7% 0.1%|1.7% 0.2%|1.7%
13:30 USD PCEheadline m/mly/y Sep 03%|1.3% 0.2%|1.2% 0.1%|1.0%
14:45 USD  Chicago PMI Index Oct 54.0 54.2

Source: Bloomberg, Danske Bank Markets
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Disclosures

This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske Bank’). The
name of the author of the report is listed on the front page.

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 Finance Society’s 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 on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant
assumptions, are stated throughout the text.

Expected updates

This report is updated on a daily basis.

Date of first publication

See the front page of this research report for the date of first publication.

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, and may not be redistributed to, 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.
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Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S.
registered broker-dealer and subsidiary of Danske Bank A/S, 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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