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NEW RESEARCH WEBSITE. We have launched a new research website, with all our research Selected readings from Danske Bank
across asset classes and countries. Check it out now at https://research.danskebank.com.

e [talian Election Factbook: The

Market movers today countdown has begun but ITExit
e In the UK, CPlinflation for December is released, which we estimate fell back to 2.9%, risk remains low
from 3.1% in November, due mainly to a lower contribution from food prices. We estimate e FXForecast Update-Jan 2018

core inflation fell from 2.7%t0 2.6% due to a decrease in service price inflation. Despite the
higher oil prices, we expect overall inflation pressure in the UK to fade this year, as food
prices seem to have peaked and GBP has stabilised in recent months. Underlyinginflation
pressure is still muted, as wage growth remains subdued. @Danske_Research

Follow uson Twitter:

e Laterinthedaywealsoget the US Empire ManufacturingPMI for January . Consenss n Video
is for a small increase, although severe winter weather in the region might have impaired 2apskeianljessatenlpiavich
economic activity to some degree at the start of 2018.

e No scheduled Scandi events for today.

Read morein Danske Bank’s recent

Selected market news forecasts and publications

Despite (more) hawkish ECB comments Monday afternoon, it has been a relatively quiet  Nordic Outlook
sessionovernight with focus across markets remaining on the continued dollar routfeuro
rebound. In equities, it has been an overall positive session in Asia with most indices seeing
small gains and notably the Hang Seng hitting new record highs (US was out yesterday for e FXForecast Update
Martin Luther King Day). Yen appreciation abated somewhat with USD/JPY rising close to 111
again this morning as focus on the risk of Bank of Japan policy possibly becoming less
accommodative faded somewhat. Also, oil prices edged higher yet again with Brent crude
hovering around the USD70/bbl mark after Iraq called for continued OPEC production curbs
over the weekend.

e VYield Forecast Update

o Weekly Focus

Hawkish comments from the ECB’s Hansson yesterday in a German newspaper interview
added fuel to the fire under already-aggressive ECB pricing (a firsthike priced in for early
2019) and sent EUR/USD close to 1.23. While a perceived hawk, Hansson notably said that
QE purchases could be taken to zero in one go, suggesting new purchases could end as early as
Q4 thisyear, provided the economy ison track. He added that policy guidance should be adjusted
ahead of the summer and, further, that recent euro appreciation provides little threat to the
eurozone inflation outlook. This line of reasoning adds to the tone of December ECB minutes
and paintsthe picture of a central bank, where — at least some — members look increasingly keen
to get going on policy ‘normalisation’. A few ECB speakers coming up later this week but
otherwise market focuswill turnto Mario Draghi’s stance at next week’s ECB meeting. While
we look for a softeningtone at the January meeting, it isnoteworthy that only hawks hawe

been speaking publicly since the aggressive market reaction following the minutes last Chief Analyst
Christin Tuxen
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Scandi markets

No major releases scheduled in the Scandi region today.

Fixed income markets

Despite ECB communication and pricing turning increasingly hawkish, we still think that ECB
hikesare priced prematurely andrecommend fading the aggressive pricing, as we do not expect
the ECB to hike before Q2 19 at the earliest, see Fixed Income Strategy - Too aggressive ECB
pricing on minutes, 15 January 2018.

Belgium is the next sovereign to introduce a new 10Y (Jun-28) via syndication as it was
announced yesterday. Belgium is trading rich (relative to Finland and the Netherlands), but
should nonetheless see decent demand at the auction (likely today’s business).

FX markets

EUR/USD took another jump higher yesterday, rising close to 1.23 on the hawkish comments
from Hansson. As we wrote in yesterday’s FX Essentials: EUR/USD rally backed by
fundamentals — but set to fade on softening ECB near term, while sensitivity to any hawkish
ECB commentsiselevated, we do look for the current strongmomentum to fade somewhat near
term on Mario Draghi being likely to soften the ECB stance a bit next week. However, we stress
that only shallowdips are likely and in yesterday’s FX Forecast Update: EUR/USD now headed
forhigh 1.20s -dips set to be shallow, we upped our EUR/USD forecast profile somewhat, partly
reflecting the roll of an upward-sloping trend profile in the cross, and partly reflecting recent
evidence of the sensitivity of the EURto ECB rhetoric. We see EUR/USD at 1.20in 1M and in
3M (previously 1.16), 1.23 in 6M (1.20) and 1.28 in 12M (1.25).

GBP once again kept its stand against the EUR appreciation yesterday while GBP/USD
continued higher to anewpost-Brexit high. T he Brexit risk premium has generally declined over
the past weeks driven by renewed negotiation optimism anda general appetite for GBP among
investors. While we remain bullish GBP over the medium term (we target EUR/GBP at 0.85 in
12M), we see risks mainly skewed to the upside for EUR/GBP in the short term. Today’s UK
CPI data could support EUR/GBP temporarily but we still look for 0.8650-0.90 to hold near
term.

There s little to report of in termsof recent price action in the Scandiesyesterday. The NOK
finds itself in the ‘G10 peloton’ behind the EUR. The Valueguard/ HOX release confirmedthe
housing market differences between Norway and Sweden — yet the NOK/SEK spot impact was
limited. EUR/SEK edged higher on the weak housing data yesterday, but also here the price
action was relatively muted. We now forecast EUR/SEK at 9.90 in 1M and 10.00 in 3M.

Key figures and events

Tuesday, January 16, 2018 Period DanskeBank  Consensus Previous
8:00 DEM  HICP,final m/mly/y Dec 0.8%|1.6% 0.8%|1.6%
10:00 ITL  HICP,final m/mly/y Dec .|1.0% -|1.0%
10:30 GBP  PPI-input m/mly/y Dec 0.6%|5.5% 1.8%|7.3%
10:30 GBP CPI m/mly/y Dec 0.3%[2.9% 0.4%|3.0% 0.3%|3.1%
10:30 GBP  CPlcore v/y Dec 26% 2.6% 2.7%
14:30 USD  Empire Manufacturing PMI Index Jan 18.5 18.0

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 regulatorsinall 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.

Danske Bank’sresearch reports are prepared inaccordance with the recommendations ofthe 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 instucted that any request that might impairthe
objectivity and independence of research shall be referred to Research Management and the Conpliance Department.
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 completeness and Danske Bank, itsaffiliates 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 report and reflect their
judgement as ofthe date hereof. These opinions are subject to change and Danske Bank does not undertake 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 thedesignated 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 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 US.
registered broker-dealerand subsidiary of Danske Bank A/A, pursuantto 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’.
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Danske Bank is not subjectto 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 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 may
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. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and
Exchange Commissionand may notbe subject to thereporting and auditing standards ofthe U.S. Securities and Exchange
Commission.

Report completed: 16 January 2018, 06:42 CET
Report first disseminated: 16 January 2018, 07:30 CET

4] 16 January 2018

www.danskeresearch.com




