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Market movers today

e InChina, the 19th Congress of the Communist Party beginstoday, where the top leadership
will see a big reshuffle (see Research: Why the Party Congress is key for China's road
ahead, 3 October 2017). The Congress will reveal how much President Xi Jinping will
strengthen his power and is also likely to give a signal of a deepened reform focus.

e Inthe UK, we are due to get the labour market report for August, which is likely to show no
further reduction in the unemployment rate and unchanged wage growth and should hence
not be a game changer for the Bank of England (BoE) members’ view of the economy ahead
of the 2 November meeting.

e InGermany, coalition talks to form a ‘Jamaica’ coalition of CDU/CSU, FDP andthe Greens
kicks off officially today but given large policy and ideological differences between the
parties, negotiations are expectedto drag on and conclude only some time towards the end
of this year.

Selected market news

Yesterday, final September euroarea HICP figures confirmed the preliminary releases at
1.5% for headlineand 1.1%for core inflation. In line with recent ECB communication, which

pointsto apreference for a ‘lower for longer’ scenario, we have changed our call and nowexpect
the ECB to announce a QE extension by nine monthsat a pace of EUR30bn at the meeting on
26 October (see ECB preview: Ready to scale back QE, 18 October 2017).

Yesterday, German ZEW expectations came out higher at 17.6 in October (from 17.0 in
September),in line with recent strongreadings in industrial production andcontinued investor
optimism in the face of a robust eurozone growth outlook, while the euro appreciation pace has
abated somewhat. Current conditions decreased slightly to 87.0 in October from 87.9 in
September, possibly due to some lingering uncertainty around German coalition building.

UK CPlinflationcame outinline with expectations yesterday at 3.0%in September from
2.9% in August. Core inflation was unchanged at 2.7%. In line with market expectations, we
expect the Bank of England to hike the Bank Rate by 25bp in November, which is currently
priced in with around an 85% probability in the UK money market.

According to Reuters Tankan monthly survey, there was strong confidence among
Japanese manufacturers in October with sentimentat 31 versus 25 in September. T he poll
follows the bigger quarterly Bank of Japan survey from 2 October, which showed the mog
optimistic business outlook for the manufacturing sector in a decade, and strongexport figures
for Q3 so far.

US senators in both political partiessay that they have reached an agreement on fixesto
stabilise Obamacare,accordingto Bloomberg. A deal hasstill to make it through both houses
and be signed by President Donald Trump.

Important disclosures and certifications are contained frompage 4 of this report.
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Scandi markets
No Scandi market movers today.

Fixed income markets

Another session with little of interest in the global calendar, however, we have a bunch of ECB
members due to speak including Mario Draghi, Peter Praet and Benoit Ceeuré. Market
expectations have been adjusted to a QE extension scenario of EUR30bn for nine months.

In Scandinavia, all three debt officesare in the market with tap auctions. T he Danish Debt Office
is again tappinginthe 3Y and 10Y benchmarks. T he tap auction is small as the debt office has
fulfilled 85% of the funding need. We expect that it will sell DKK2.5-3bn as usual. There should
be demand for both bonds given the carry and roll down on the Danish curve relative to a
matching German government bond. Furthermore, the decline in the duration/risk in the
mortgage market should also be supportive for the 10Y bond. T he 3Y benchmark is cheap versus
Germany when looking at the ASW spread.

Norway is tapping in the 4Y benchmark bond. This is only the second time this year where
Norges Bank is tappingin this segment. We expect that the auction go well given the pickup to
the German curve in this segment.

Sweden is tappingin the5Y and 10Y benchmark. Given the lower-than-expected inflation data
from Sneden, we expect to see a decent bid-to-cover at the auction.

FX markets

Yesterday, we published FX Forecast Update: Central bank meetingsto take the spotlight, 17
October. As such, we have made very few adjustments in the G4 and Scandi FX outlook this
time, asthe upcoming series of central bank meetings in Euroland, Snmeden, Norway and the UK
andthe general election in Japan not isexpectedtobringany big surprises. Hence, we still expect
EUR/USD to trade around current levels on a 1-3M horizon targeting 1.17 in 1M and 1.18 in
3M (both 1.19 previously), while a rebound towards 1.25 in 12M remainson the cards as upside
risks dominate the longer-term outlook.

We see little prospect of EUR/GBP breaking below 0.87 on a Bank of England (BoE) rate hike
in November, as thisis highly anticipatedin the market already andwe now target 0.88 in 1-3M
(0.87 previously). The labour market report for August, which is due to be published today, is
not expectedto alter the market”s expectationsabout a rate hike in November, which is priced
in with around 85% probability in the UK money market.

Market pricing suggests that the general election in Japan on 22 October should not have a
significant impact on USD/JPY if Shinzo Abe maintains his majority in the Lower House after
the election. However, we still pencil in a higher USD/JPY going forward driven by Fed-Bank
of Japan divergence, higher global yields (eventually) and portfolio outflows out of Japan. We
target USD/JPY at 116 in 12M.

In the Scandies, we now forecast EUR/NOK at 9.40 in 1M (unchanged), 9.50 in 3M
(unchanged), 9.20 in 6M (from 9.10) and finally 9.10 in 12M (9.00) and EUR/SEK at 9.50 in
1M, 9.50 (upped from 9.40) in 3M, 9.40 (9.30) in 6M and 9.30 (9.20) in 12M.

We still like volatility selling strategies in the Scandi FX space. Specifically, we have
recommendeda 2W NOK/SEK straddle as a way to play a thin data calendar, no new messages
from Norges Bank/Riksbanken on 26 October anda EUR-ECB hedge (see Reading the Markets
Norway, No news from Norges Bank and steeper Norwegian long-end yield curve versus
international peers, 16 October). Also, our fundamental predisposition has for some time been
to position for a move higher in EUR/NOK as we approach year-end.
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Yesterday, we sent out FX Strategy — Buy bullish EUR/NOK ratioed seagull, 17 October, in
which we argued that the latest move higher in NOK has opened up for an attractive entry level
for a bullish EUR/NOK position. Importantly, the timing of this recommendation does not
reflect a belief that the crosswill break the upside of the 9.25-9.40 range in the coming weeks.
Rather, we like the risk reward of enteringthe position nowas the position also benefits from a
near-term range in spot (our call) and volatility continuing to grind lower.

Key figures and events

Wednesday, October 1 8, 2017 Period Danske Bank  Consensus Previous

CNY China's Communist party congress begins

10:10 EUR ECB's Draghi speaksin Frankfurt

10:30 GBP  Unemployment rate (3M) % Aug 4.3% 4.3%
10:30 GBP  Average weekly earnings ex bonuses (3M]) v/y Aug 2.0% 2.1%
13:45 EUR ECB's Praet speaksin Frankfurt

14:00 USD Fed's Dudley (voter, neutral) speaks

14:00 USD Fed's Kaplan (voter, dovish) speaks

14:30 USD  Building permits 1000 (m/m) Sep 1230 1272.0 (3.4%)
14:30 USD Housing starts 1000 (m/m) Sep 1180 1180.0(-0.8%)
16:15 EUR ECB's Coeure speaks in Frankfurt

16:30 USD _ DOE U.S.crude oilinventories K

Source: Bloomberg, Danske Bank
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