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Better marketsin Asia

Market movers today

M arket focus continues to be on equity market sentiment, developments in Italy and the
US-China trade war, which got a slight relief from the message yesterday that US President
Donald Trump and Chinese President Xi Jinping will meet at the end of November during
the G20 Summit in Buenos Aires.

There is not much on the data front today . Euro industrial production and US import prices
are not likely to move the markets.

Selected market news

The sell-off in global equities continued last night and all the major indices in the US ended
the day with sizeable losses. The slump in US equities is now the biggest under Trump’s
presidency. Volumes continue to be very high and the VIX index surged further to a level
not seen since February whenwe had the last stock rout. The verdict is still out as to why
global equity markets are under pressure. Is this ‘just” a correction, especially in tech stocks,
after the strong rally earlier this year or is the Fed to blame as Trump claims?

The answer is probably that equities face a wave of negative factors at the moment. Global
trade jitters continue, Italy continues to spook investors and the Fed seems inclined or
forced to hike as the labour market continues to tighten. Furthermore, US treasury yields
are being pushed higher by weak international demand due to the expensive FX hedge and
supply is booming and will continue to do so as the growing US budget deficit needs to be
funded.

One of the factors that can probably stabilise risk markets is a setback or at least a
stabilisation in US longer yields. Ten-year yields moved above the psychologically
important 3% level at the beginning of October and have stayed there since, despite the
recent turmoil. This said, note that equities in Asia are more stable and that US equity
futures are now in green. These could be the first signs that the worst of correction is now
behind us. Also noteworthy is that Bloombergis reportingthat the US Treasury department
will not label China a currency manipulator when the semi-annual report on trading partners
is due next week. This should ease trade concerns, together with news that Trump and
Chinese president Xi Jinping will meet at end-November.

One comforting signal that should ease concerns that US yields will end the year
significantly higher was the muted US CPI data that came in 0.1 percentage point below
consensus. If we look at the annualised level for the past three to six months, it is well
below 2%. In contrast to the 10Y US treasury auction on Wednesday, yesterday’s 30Y
treasury auction was characterised by strong demand.

In the European market, Italy continues to take centre stage. Last night, Reuters reported
from ‘ECB sources’ that the ECB will not come to the rescue if the Italian government or
bank sector runs out of money as the article puts it, unless the country secures a bailout
from the EU. This is nothing new but underlines the current stand-off between Italy and
first and foremost the EU, as the new budget is up for approval in Brussels next week.

Important disclosures and certifications are contained from page 4 of this report.
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Selected readings from Danske Bank

e Flash Comment - Willthe US label
China a currency manipulator?
Not likely, 10 October

e FXStrategy -3M EUR/USD FX
forwards to rise furtherin 20189,
10 October
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Scandi markets

There is no news from Scandinavia today.

Fixed income markets

The correction in global equity markets set the agenda in the global fixed income markets.
This morning we are seeing a stabilisation in Asian markets and US futures are pointing
higher. US10Y treasury yields are also edging slightly higher and are now back to the level
seen when European markets closed last night.

Yesterday, we saw not only Italy but also Portugal and Spain wider versus Germany.
Importantly, we see the widening for Portugal and Spain as a victim of the general weak
risk sentiment and not as a sign that Italy concerns are now spreading to other periphery
markets.

Inthis respect, it is noteworthy that we expect Portugal to regain an investment grade rating
from Moody’s (Bal/positive), which has the country up for review tonight. Moody’s is
lagging Fitch (BBB-) by one notch and S&P (BBB) by two notches. S&P revised the
Portuguese outlook to positive even with the higher BBB rating on 14 September and it is
more than one year since Moody’s put Portugal on positive outlook. Portugal also has an
investment grade rating from DBRS, so if we are correct, it will be rated investment grade
by all four rating agencies tonight. For more, see Government Bonds Weekly, 5 October.

FX markets

EUR/USD and EUR/CHF edged higher still yesterday, despite the continued risk sell-off —
not your average safe-haven reaction, which would traditionally support both CHF and
USD. Why?First, we do not think this is the start of a prolonged equity market derout but
more a technical correction following the recent jump in US yields. The latter had been a
key driver of USD strength up to the end of last week and its justification is now being
questioned — hence, the current USD weakness. Further, the EUR has largely been able to
shrug off Italy risks at a time when Brexit optimism has been brewing. This, coupled with
news that Trump and Xi Jinping will meet in November, has helped limit the sense of
political risk — hence, the lack of CHF strength. We note also that, as equities started to sell
off this week, both JPY and CHF initially appreciated but CHF soon ran out of luck —
possibly due to much more neutral positioning in CHF than in JPY, with the market
stretched on JPY shorts versus neutral on CHF. What next? Because we cannot rule out
more equity sell-offs and we think further Italy-EU confrontation is likely as are Brexit
negotiation setbacks in coming weeks, we still see both EUR/CHF and EUR/USD risks as
being on the downside.

EUR/SEK is gyrating between risk-off and December hike on. As noted, the upside
inflation miss had a substantial impact on the SEK yesterday, with EUR/SEK
instantaneously falling more than 10 figures, eyeing technical support at 10.35 (2 October
low). The next key economic event in Sweden is the Riksbank’s rate decision on 24
October. Does the September inflation data suggest the Riksbank will adopt a more
hawkish stance? It cannot be ruled out and it is possible the market will trade that way in
the coming two weeks (EUR/SEK lower). However, given that the outcome confirmed the
Riksbank’s forecast, we believe it will more or less repeat the message to hike in December
or February, leaving the rate path for 2019 intact. We (still) believe in December and we
think the first hike in seven years will support the SEK even though 25bp is almost fully
priced.
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Key figures and events

Fr'iday, October 12,2018 Period DanskeBank  Consensus Previous

EUR Moody's may publish Portugal's debt rating

- CNY  Trade balance usD bn Sep 24.6 27.9
8:00 DEM  HICP, final m/mly/y Sep 0.4%|2.2% 0.4%|2.2%
11:00 EUR Industrial production m/mly/y Aug 0.3%|-0.3% -0.8%]|-0.1%
14:30 USD Import prices m/mly/y Sep 0.3%]... -0.6%|3.7%
15:30 USD Fed's Evans [non-voter, dovish) speaks
16:00 USD University of Michigan Confidence, preliminary Index Oct 100.8 100.1

Source: Bloomberg, Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author ofthe research report is
detailed 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 ofthe 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 therules and regulation ofthe relevant regulators in all other jurisdictionswhere 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 fromDanske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest
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Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, butdo 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 s
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 as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
Each working day.
Date of first publication

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

General disclaimer

This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or formpart of, and shall under no circumstances be considered
as, an offer to sell ora solicitation ofan 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 tobe 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 ofthis research report ofany such change nor ofany other changes related to the
information provided herein.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdomor
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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Disclaimerrelatedto distributionin 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/A, 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 thisresearch report in connection with distributioninthe United States solely
to ‘U.S.institutional investors’.

Danske Bank is not subject to U.S. rules withregard to the preparation ofresearch 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 ofa
non-U.S. jurisdiction.

Any U.S. investor recipient ofthis research report whowishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware thatinvesting in non-U.S. financial
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards ofthe U.S.
Securities and Exchange Commission.
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