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Market movers today

e Following the ‘Central Bank Super Thursday’ yesterday, we have a relatively light data
calendar today.

e Focus remains also on the EU summit in Brussels, where the Brexit discussions are
scheduled to take place today. Following Wednesday’s defeat about a parliamentary vote on
the final Brexit deal, PM Theresa May’s position has weakened in the negotiations.

e In the US, industrial production for November and Empire manufacturing index for
December are due to be released today.

e In Russia, we expect the central bank to cut its policy rate to 8.0% from 8.25%.

e In Denmark, Finance Denmark’s housing market statistics for Q3 are due out.

Selected market news

The ECB left policy measures and forward guidance unchanged, while lifting its growth
forecasts. As expected, the ECB reiterated that policy rates would remain at current or lower
levels for an extended period and well beyond the horizon of asset purchases. Meanwhile,
however, the forecast were lifted, particularly for 2018 (liftedto 2.3% from 1.8% in Septem ber).
The inflation forecast was also lifted from 1.2%to 1.4% in 2018. Reflecting the stronger outlook,
Mario Draghi stressed that the ECB isgrowing more confident in itsability to meet the inflation
target eventually. We expect the ECB to taper APP purchases to zero in Q4 18 and deliver the
first deposit rate hike in Q2 19. See ECB review - Christmas mood leaves QE exit decisions for
2018, 14 December, for more details.

EU backing for May after loss of Brexitvote. Yesterday, several EU leaders expressed support
for the UK Prime Minister after she had lost a vote on Wednesday meaning that the UK
parliament will have a vote on the final Brexit deal. However, at the EU summit, there were
warnings to UK MPsthat the EU would not have the time nor will to renegotiate a Brexit deal.

In terms of economic data, the strong US retail sales took focus yesterday. Sales were up by
0.8% in November, well above expectations for a 0.3% rise. Also, October retail sales were
revised higher to 0.5% from 0.2%, while the core retail salesrose 0.8% in November. T he dollar
index rose 0.1% as a result, while 10Y US Treasury yields were 2bp higher, closing at 2.35%.

Yesterday, Turkey’s central bank left its benchmark repo rate unchanged at 8.00% as
expected. Yet, the late liquidity rate was raised by 50bp to 12.75%, as inflation has accelerated
to a multi-year highest and the TRY’s volatility has surged recently.
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leaves QE exit decisionsfor 2018
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e VYield Outlook - Central bank exit
but only modestly higherlong
vields
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Scandi markets

There is no Scandi data today.

Fixed income markets

Yesterday’s ECB meetingdid not ‘rock the boat’ even though it made an upward revision to its
forecast to growth and inflation in coming years. Bond yields fell and the peripheral markets
performed well relative to the core EU.

Portugal is up for review by Fitch and so is Ireland. We expect an upgrade for Portugal and
possibly a positive outlook for Ireland. Much has been priced into the Portuguese government
bonds but we still like them, asthe rating cycle has definitely turned for Portugal, and an upgrade
would bring Portugal back into most of the main bondindices that are used by investors. Hence,
we expect that Portugal will trade below Italy.

Yesterday, the Danish Central Bank released its funding review for 2018. T he big surprise was
that it kept the target for the sale of DGBs in 2018 at DKK65bn, which is unchanged compared
t0 2017. Thiswas a surprise as it has increased the amount of social housing loansthat it needs
to fund in 2018 by some DKK33bn. Hence, the market was looking for a higher target than
DKK65bn. We expect that the sale will be higher than DKK65bn because of the increased
funding for social housing but also because it is openinga new linker bond. Hence, in order to
build up liquidity in the new linker combined with tapping in the 2 and 10V, it needs to sell
more than DKK65bn in 2018. T his cannot just be done by switch auctionsand buy -backs alone.

FX markets

EUR/GBP was little changedon the back of the Bank of England meeting yesterday as expected
However, the cross fell back below 0.88 in the afternoon, probably driven by expectations that
we could see some good news about Brexit as EU leaders are scheduled to discuss Brexit
negotiationstoday. We think itisstill too early to price out Brexit riskssignificantly at this stage
and tactically we would consider buying if the cross drops below 0.8750 today for a potential
bounce back above 0.88. Technically, the next key support level is seen around 0.8733.

Key figures and events

Danske Bank  Consensus Previous

Friday, December 15, 2017 Period
EUR  Fitch may publish Ireland's debt rating

EUR  Fitch may publish Portugal's debt rating

0:50 JPY  Tankanlarge manufacturersindex (outlook] Index 4th quarter 24.0 22.0/19.0
0:50 JPY  Tankanlarge non-manufacturersindex (outlook) Index 4th quarter 24.0 23.0/19.0
7:00 DKK  House prices (Finance Denmark) a/aly/y 3rd quarter

8:00 NOK Trade balance NOK bn Nov 151
11:00 EUR Trade balance EURbn Oct 25
11:30 RUB Central Bank of Russia rate decision % 8.0% 8.0% 8.25%
14:30 USD Empire Manufacturing PMI Index Dec 17.8 194
15:15 USD Capacity utilization % Nov 77.2% 77.0%
15:15 USD Industrial production m/m Nov 0.3% 0.9%
15:15 USD Manufacturing production m/m Nov 1.3%
22:00 USD TICSinternational capital flow, Net inflow UsD bn Oct -51.3

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 ofthis 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 issubject tothe
rules and regulation ofthe 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
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Danske Bank on request.
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Danske Bank’s Research Departments are organised independently fromand do not report to other business areas within
Danske Bank.

Research analystsare remunerated in partbased onthe overall profitability of Danske Bank, which includes investent
bankingrevenues, but donotreceive 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, issuerand/or country. Documentation can be obtained fromthe
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 ofthis research report for the date offirst publication.

General disclaimer

This research report has been prepared by Danske Bank (a division of Danske Bank A/S). Itis provided for informational
purposesonly. It does not constitute or formpart of, and shall under no circumstances be considered as, an offer to sell or
asolicitation ofan offer to purchase or sell any relevant financial instruments (i.e. financial instruments mentioned herein
or other financial instruments ofany issuer mentioned herein and/or options, warrants, rights or other interests with respect
to any such financial instruments) (‘ Relevant Financial Instruments”).

The research reporthas 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 completenessand Danske Bank, its affiliates and subsidiaries accept no
liability whatsoever for any direct or consequential loss, including without limitationany loss of profits, arising from
reliance on this research report.

The opinionsexpressed herein are the opinions oftheresearch analysts responsible for the research reportand reflect their
judgement as ofthe date hereof. These opinions are subject to change and Danske Bank does not u ndertake to notify any
recipient ofthisresearch 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 Kingdom orthe United
States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced
or distributed, inwhole or in part, by any recipient for any purpose without Danske Bank’s prior written consent.

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 US.
registered broker-dealerand subsidiary of Danske Bank A/A, pursuantto SEC Rule 15a-6 and related interpretations issued
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Danske Bank is not subjectto U.S. rules with regard to the preparati on 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 NY SE or FINRA but satisfy the applicable requirements ofa non-U.S. jurisdiction.

Any U.S. investor recipient ofthis research report who wishes to purchase or sell any Relevant Financia Instrument nmay
do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financia instrunents
may entail certain risks. Financdial instruments ofnon-U.S. issuers may not be registered with the U.S. Securities and
Exchange Commission and may notbe subject to thereporting and auditing standards ofthe U.S. Securities and Exchange
Commission.
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