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It 1s all about risk

Summary and conclusions e In this edition’s first article, we define a risk index comprising seven
components: implied equity volatility, implied FX volatility, a high yield
bond spread, gold, utilities vs. financials, treasuries vs. stocks and
emerging markets CDX spread. We use this index to determine the
current level of risk aversion and to detect which currencies are affected
positively and negatively with risk. We conclude that market sentiment
remains too uncertain to enter riskier carry strategies and therefore
advise sticking to safe-haven currencies for now. Although USD is found
to correlate negatively with risk aversion, we think the greenback has
potential due to repatriation flows.

e In the second article, we take a look at the historical depreciations of
AUD and NZD. Despite the huge falls, we prefer to stay short both AUD
and NZD, preferably against USD. The outlook is less negative for AUD
though, and we expect the recent rise in AUD/NZD to continue beyond
1.20 in the short term. We propose two interesting options strategies
using reverse knock-out (RKO] put options.

e FX Crossroads is published every second Wednesday. Next publication

dateis 10 December.

Danske Bank FX risk index vs. G10 currencies AUD and NZD: Historical depreciations
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G10: Risk and FX

John Hydeskov, Senior Analyst, +45 45 12 84 97, johy@danskebank.com

Appetite and aversion - how we think
about risk in relation to FX

We have noted, quite a few times, quotes and head-
lines stating that: “stocks retreated due to rising
risk aversion”, “declining risk appetite caused in-
vestors to favour safe-haven assets” or ‘“risk aver-
sion dominated markets, leading to a sell-off of high
vield currencies”. But risk is most often defined in a
vague manner and often just mentioned noncha-
lantly without referring to a specific measure. That
makes it difficult to compare periods and to quan-
tify the impact on exchange rates.

By defining a risk index, we argue that exchange
rates can be affected by either the level of general
risk aversion or by shifts in investors’ risk appetite.
In Tine with Rosenberg (2003) we believe that in-
vestors tend to increase their exposure to risky as-
sets in periods of high investor confidence, while
they tend to reduce exposure to risky assets during
periods of heightened risk. When risk is on the rise,
positions in foreign exchange are often closed and
exposures, especially leveraged ones, are cut to
benchmarks.

Defining a risk index

Some currencies appear more vulnerable than oth-
ers during periods with a high degree of risk aver-
sion. One example of this could be a flight from high-
yield currencies if speculative investors suddenly
want to unwind carry trades. Another example
could be countries running large current account
deficits during a dry-up in demand for debt causing
external balances of these countries to become un-
stable.

On the other hand, some currencies normally see a
strengthening during periods in which investors get
more cautious. In these periods, investors are will-
ing to accept a low yield in return for higher safety.
Fiscal sustainability and external balances are also
important issues in these periods.

A number of ways to construct a risk index exists,
but by and large they all try to capture the median
investors’ perception of uncertainty in financial
markets. As there is no index that all market par-
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ticipants have agreed on and we like thoroughly to
look at sub-index movements, we have constructed
our own risk index. Another advantage is also that
we can change the composition of the index if new
products are being invented or even expand the in-
dex if more components are perceived as being
significant when measuring risk.

Danske Bank FX Risk Index
Component Reason for inclusion

1 VIX (expected volatility Captures uncertainty sur-
in the S&P500 index] rounding the US stock mar-

ket. Proxy for risk on global

equity markets

2 3M implied EUR/USD
and USD/JPY volatility tainty and risk

3 US high yield bond

spread credit markets

Captures FX market uncer-

Indicator for risk in US

4 Gold Most-preferred commodity
in recessionary times

5 Utilities - financials Captures preference for

safe-haven goods relative

to riskier assets

6 Treasuries - stocks Captures preference for

safe-haven goods relative

to riskier assets

7  Emerging markets CDX Indicator of emerging mar-

spread, 5-year kets uncertainty and risk

Source: Danske Bank

The risk index is composed as an arithmetic aver-
age of the deviation in each component (standard-
ised). A few things are worth mentioning on the FX
risk index: First, it is comprised of a number of
things that are not directly related to FX. Reason is
that we generally believe that FX movements, to
some extent, can be related to movements in other
asset classes (see also our short-term fair value
models in FX Market Update). Second, each com-
ponent has the same weight. To our knowledge, no
evidence exists that any of the above-listed compo-
nents captures risk better than the others. And if
that was the case, we could probably exclude the
others and solely rely on that component. Third, we
do not claim that our index captures risk perfectly
or that all explaining variables have been included.
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The composition of the index is arbitrarily chosen
and is fully our subjective choice.

The risk index has been higher than normal since
the breakout of the financial crisis - i.e. from sum-
mer last year. Although there have been periods in
which risk aversion have faded, the general im-
pression is that uncertainty has been elevated in
more than one year now.

Danske Bank FX risk index
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Source: Reuters Ecowin, Danske Bank

The risk index is currently at a very high level, im-
plying that financial markets are perceived as risky
and uncertainty is substantial. That is because the
implied volatility in equity, bond and FX markets is
high, utilities are outperforming financials, high
yield bonds are losing to low yield bonds, treasuries
are outperforming stocks and uncertainty on
emerging markets prospects is high. The price of
gold, on the other hand, is declining, dragging the
risk index down.

Risk and FX

Now that we have defined a risk index, the natural
thing to ask is - how does change in risk relate to
change in FX? To answer that we look at one-year
rolling correlations with effective exchange rates
since 2005 (due to data limitations it is not possi-
ble to calculate the index prior to 2005].

Risk index vs Effective JPY index, 2008
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Perhaps not surprisingly, we find that JPY and CHF
correlate positively with risk aversion. These two
currencies have been among the lowest yielding in
the G10 universe for more than a decade. Also EUR
fares well when investors turn more risk averse.
We have in earlier research indicated that these
three currencies tend to outperform other G1O
currencies during economic slowdown.

Risk index vs effective USD index, 2005-07
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More notable is perhaps the relatively strong nega-
tive correlation between risk and the US dollar as
the American currency is often perceived a safe-
haven currency due to repatriation flows. The nega-
tive relationship was, however, most pronounced in
the heydays of risk appetite in 2005 and 2006,
whereas the dollar has been positively related to
risk in 2008.

Danske Bank FX risk index vs FX [sensitivity)
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Not surprisingly, NZD and AUD - carry-target dar-
lings - correlate negatively with risk. SEK has a
more difficult time coping with risk relative to the
NOK, while GBP seems almost unaffected by
changes in risk aversion/appetite.

Conclusion: With risk aversion still at an elevated
level we believe it is too early to abandon our “bet-
ter safe than sorry” approach and enter riskier
carry trades. Accordingly, we continue to favour
JPY, CHF and USD relative to NZD, AUD and SEK.
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AUD & NZD: Still not time to add longs

Kasper Kirkegaard, Analyst, +45 45 13 70 18, kaki@danskebank.dk
Sverre Holbek, Analyst, +45 45 14 88 82, holb@danskebank.dk

A historical depreciation for both AUD and NZD, the importance of relative
interest rates has faded in recent months for both

The past four months have seen a historical ) ]
currencies (see Figures 2 and 3)

correction in the currencies of Australia and New
Zealand. On a trade-weighted basis, AUD has Figure 2: AUD/USD correlations
weakened by 27% and NZD by 19% since mid-July. 10" corretation coefficient

This is the largest depreciation ever to be recorded in
such a short period of time for either of the currencies.
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Both AUD and NZD saw some relief in September
following a large sell-off in late summer, but going
into October a renewed sell-off began as sentiment
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Key drivers v

70%
During the summer, both AUD and NZD were sold 60% Petme”tageconmb“tm

oshort-term model

off following a cyclical turn in monetary policy, 50%
partly triggered by and partly coinciding with weak 40%
economic activity data and a turn in commodity 30% BAUD ®NZD
markets towards falling prices. The turning point 20%

came sooner for NZD, as a result of a faster
deterioration of the New Zealand business cycle 0% [ ]

and an earlier collapse in soft commodities (which Log Gil 3M-1Y  LogMSClworld  Carry-to-risk
forward spread

10%

are important to New Zealand exports] relative to
hard commodities (which are more important to Source: Ecowin and Danske Bank calculations
Australian exports). Whereas this cyclical turn in
monetary policy was a significant nail in the coffin
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Following the cyclical turn in AUD and NZD,
correlations with commodity prices and equities
have risen, reflecting AUD and NZD’s positive
relation to the global business cycle as well as
overall risk appetite in the financial market.

While the burst of the commodity price bubble can
explain a great deal of the weakening of both AUD
and NZD via the terms-of-trade channel, the
general deterioration of risk sentiment and the
intensification of the financial crisis during the fall
is, in our view, probably an even more important
driver. As we argued in FX Crossroads: The great
carry bubble, 29 October, we believe that the
historically large build-up in carry positions (a great
deal targeted at AUD and NZD) was an important
driver of the fundamental imbalances created on
the currency market in the period 2002-07. Not
least the large overvaluation of both AUD and NZD
on a trade-weighted basis and even more so
bilaterally compared with the undervalued USD.

However, as overall risk sentiment deteriorated
and uncertainty exploded, carry positions have
been unwound, even by Japanese marginal traders
who had stubbornly been adding to JPY shorts
against AUD and NZD in H1. The rapid carry
unwinding of historically large positions led to an
unprecedented carry drawdown with losses far
exceeding any prior carry corrections.

Figure 5: G10 carry basket return index

400- - 400
Index (1989=100)
350- - 350
G10 carry basket (ex EUR)
300- - 300
250- - 250
200- - 200
150- 150
100+ - 100

90 92 84 96 98 00 02 04 06 08

Source: Bloomberg and Danske Bank calculations
Where has the correction taken us?

Considering long-term valuation measures, the
large correction in AUD and NZD has implied that
both currencies have returned to a notion of fair
value after having been significantly overvalued.
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Figure 6: Real effective AUD 1993-2008
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Figure 7: Real effective NZD 1993-2008

30 30
% over/undervaluation

20 - 20
10 - 10

(O i R R o]
-10 --10
-20 --20
-30 v v v v v v v - -30

94 96 98 00 02 04 06 08

Source: Ecowin and Danske Bank calculations

What does this tell us? First, it tells us that despite
the historical correction in AUD and NZD, there is
no reason to expect an ‘automatic’ correction back
to 2007 levels - even if the financial markets
normalise. Second, given the current environment
of a global recession and continued financial
distress, the accompanying pressure could send
both AUD and NZD weaker, as both currencies are
not yet meaningfully undervalued.

Outlook

Even as relative monetary policy has become less
important, we still expect changes in relative
interest rates to weigh on both AUD and NZD in the
months to come.

The Reserve Bank of Australia (RBA)] has lowered
the cash rate by 200bp so far this cycle, taking the
policy rate to 5.25%. Considering economic data,
the RBA is likely to be slightly ahead of the curve.
However, given the current high uncertainty about
the global economic outlook, it is difficult to
compare the current situation with previous
monetary policy cycles.
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Figure 8: RBA has been front loading
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We believe that the RBA will remain highly
dedicated to addressing economic problems and
we expect it to lower the cash rate by 75bp in
December. This will take the cash rate to 4.50%
and we expect that monetary policy will be eased
further, taking the cash rate to 4.00% and thereby
well below most notions of a neutral interest rate.
The market is currently pricing a bottom of around
3.25%, which we think is probably too low.
However, as the cash rate is lowered, we would not
be surprised to see the market pricing in an even
lower base.

Figure 9: AUD/USD and relative interest rates
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The Reserve Bank of New Zealand (RBNZ) has so
far lowered the cash rate by 175bp, taking the
policy rate to 6.50%. The RBNZ has thus eased
monetary policy slightly less than the RBA despite
both an earlier and more marked slowdown of the
economy. While we view the RBA as being slightly
ahead of the curve, the RBNZ is clearly behind and
we expect a 100bp cut (risks are for even more] at
the December meeting. We expect the cash rate to
reach a bottom around or just below 4.00% going
into 20089. The market is currently pricing a bottom
around 4.25%.
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Figure 10: NZD/USD and relative interest rates
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Given our monetary policy expectations, we are thus
looking for relative interest rates to move in favour
of AUD relative to NZD. Moreover, while we expect
weak commodity markets to weigh on both AUD and
NZD in the short term, we expect a greater drag on
NZD given the difference in export compositions
between Australia and New Zealand. This suggests
to us that AUD/NZD could go higher in the short
term with 1.20 as a first target. Upward pressures
on AUD/NZD should furthermore be fuelled by the
relative economic outlook, which we still see as
clearly favouring AUD over NZD.

Figure 11: OECD leading indicators
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Sell AUD/USD and NZD/USD on
rallies, buy AUD/NZD spot

Despite the historical sell-off in AUD and NZD we
still expect both currencies to depreciate going
forward, not least against USD. The duo of a global
recession and a financial crisis is likely to weigh on
both of the very pro-cyclical currencies for some
time, even as the recent unwinding of speculative
long positions is likely to have limited the downward
potential. Before credit markets improve, money
markets normalise and a bottom has been
established in the OECD leading indicator (indicating
a turning point in the global recession), we prefer
being short both AUD and NZD and preferably
against USD. The outlook is less negative for AUD
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though, and we expect the recent rise in AUD/NZD
to continue beyond 1.20in the short term.

As an alternative to spot positions, one could also
position for further depreciation in AUD and NZD
against USD through options. The scope for
another massive sell-off should be limited and a
cost-effective way of implementing this view could
be to buy reverse knock-out (RKO] put options. The
prices of these options offer decent entry levels,
resulting from relatively high implied volatilities and
risk reversals being heavily skewed for AUD and
NZD puts.

Specifically, in AUD/USD, one could enter a RKO
put maturing in six weeks with strike ATMF and
barrier at 0.565. This would come at price of 100
USD pips, offering a decent saving over the
corresponding vanilla put which would cost 314
USD pips (indicative prices only, maturity 9
January 20089, spot/forward references
0.646/0.643). Similarly, in NZD/USD, one could
enter a six-week RKO put with strike ATMF and
barrier at 0.475 at a price of 105 USD pips
compared with a vanilla price of 240 USD pips
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(indicative prices only, maturity 9 January 20089,
spot/forward references 0.548/0.545).

Naturally, the risk inherited is that the barriers are
reached before expiry and the options become
worthless (causing a loss of the premium paid).
Nevertheless, the barriers are around 13% below
the current spot level and should have a relatively
low probability of being triggered. In terms of our
short-term models, the barrier levels in both
strategies are close to 4 standard deviations below
the current model estimates.
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Trading Points

2611112008 11:10  (CET)
Strategy [ Short- Medium Term
MARKET ‘ LAST |Trend|5DCHG| Strategy Stop/Entry 1st Target 2nd Target Stop/Reverse MNew Target  Total ¥YTD
CURRENCIES - Majors
EURMSD 1.2966| i1 | 381% LONG 1.3230 1.2800 1.2677 -1.46%
USDIPY 9502| 1 |-074% Go Long> 97 45 98.64 Go Short< 93.51 90.76 11.28%
EURIPY 12323 A | 307% Go Long> 126.25 129.75 Go Short< 119.55 116.42 6.64%
GEP/USD 1.5388| i | 292% Go Long> 1.5535 1.5964 Go Short< 1.4840 1.4721 13.03%
EURIGBP 0.8425| 41 | 086% LONG 0.8586 0.8786 0.8399 0.8340 -10.35%
GEP/JPY 14624 A | 217% Go Long> 151.75 156.10 Go Short< 141.00 134.95 16.71%
USDICHE 1.1935| & |-1.70% Go Long> 1.2235 1.2448 Go Short< 1.1830 1.1719 0.35%
ELURICHF 15476| If | 208% SHORT 1.5310 1.5058 1.5560 1.5616 £.37%
Dollar Index 85.207| it | 0024 SHORT 84.155 86.432 88.450 18.32%
CURRENCIES - Scandies
USDIDKK 57484 W | -367% SHORT 5.6590 5.8220 5.8925 1.20%
USDISEK 79534 W | -303% Go Long> 8.3645 8.5904 Go Short< 7.8200 7.6010 -2.66%
EURISEK 10.3124| i1 | 067 % Go Long> 10.5500 10.8650 Go Short< 10.2050 10.1150 5.72%
USDINOK 70114 W | -0.92% Go Long> 7.0900 7.2022 Go Short< 6.8900 6.6800 18.70%
EURMOK 90914 A | 287% Go Long> 9.1613 9.3250 Go Short< 8.8840 8.7108 4.05%
NOK/SEK 11342 ¥ | -216% Go Long> 1.1805 1.1985 Go Short< 1.1310 1.1100 6.35%
CURRENCIES - Nen Majors
EURPLM 3.7851| N | -0.79% Go Long> 3.9115 4.0214 Go Short< 3.7720 3.7250 35.67%
EURMHUF 26090 W |-399% Go Long> 268.90 278.40 Go Short< 256.80 250.65 7.85%
EURICAK 25202 W |-203% Go Long> 25,845 26.235 Go Short< 25.000 24,685 9.08%
EURMRY 20504 W | 503% Go Long> 2.1140 2.1472 Go Short< 2.0100 1.9725 38.94%
USDIZAR 99214 W | -564% Go Long> 10.6030 10.7790 Go Short< 9.6970 9.5200 37.79%
USDICAD 1.2236| W [ -248% Go Long> 1.2780 1.3246 Go Short< 1.2125 1.1840 19.41%
EURICAD 15867 A | 124% Go Long> 16213 16373 Go Short< 1.5730 1.5510 9.55%
AUDUSD 0.6472| it | 1685% Go Long> 0.6615 0.6790 Go Short< 0.6071 0.5784 25.98%
NZDUSD 0.5486| it | 1.91% Go Long> 0.5588 0.5720 Go Short< 0.5346 0.4950 6.15%
Total ¥TD
50.00% ‘ . . ‘ . . ‘ . . : : : ‘ . . ‘ . . ‘ . . . .
40.00% A ;
30.00% 4
20.00%
10.00% +--
0.00%
-10.00% :
20.00% :
m o m L) m [} o m ) o i m o m = m m m m o fa m E =
7 T S g 8 3 2 2 3z 2 B 8 2 8 & £ 2 & 3 5 8% 2 3 3
= - = o | = - l & = P BN b = = = l = =< El [=] =] (=] o

DANSKE BANK 9



FX CROSSROADS

Trading recommendations and G10 central bank overview

Directional trades
Open Start date Level Now Target Stop P/L (incl carry)

We have currently  noopentrading recommendations

Recently closed Start date Level Exit date Level P/L (incl carry)
Sell EUR/CHF 18/11/08 1516 21/11/08 1.536 -1.32

Sell EUR/USD 18/11/08 1.265 24/11/08 1.285 -1.59

Buy GBP/CAD 18/11/08 1.845 24/11/08 1.877 1.75

P/L 2008 15.64% Open 0.00% Closed 15.64%

# of trades * 122 # of trades 2008 37

-average net gain 0.39% -average net gain 0.42%

- batting average 0.53 - batting average 0.57

* Since 17 November 2005

Central bank overview

Official interest rate Policy rate Next decision* Last change
United States Federal funds rate 1.00 16 Dec (-50bp) 29 Oct (-50bp)
Euroland Minimum bid rate 3.75 4 Dec [-75bp) 6 Nov (-50bp)
Japan Overnight call rate 0.30 19 Dec (unch) 31 Oct (-20bp)
United Kingdom Base rate 3.00 4 Dec (-50bp) 6 Nov (-150bp)
Switzerland 3-month Libor 1.00 11 Dec (unch) 6 Nov (-50bp)
Canada Overnight rate 2.25 9 Dec (-50bp) 21 Oct (-25bp)
Australia Cash rate 5.25 2 Dec (-75bp) 4 Nov (-75bp])
New Zealand Cash rate 6.50 3 Dec (-100bp]) 22 Oct (-100bp)
Sweden Repo rate 3.75 17 Dec [-50bp) 23 Oct (-50bp)
Norway Sight deposit rate 4.75 17 Dec [-25bp) 29 Oct (-50bp)

* Expected decision in brackets

FED BOC ECB BOE SNB RB NB BOJ RBA RBNZ

Now 1.00 2.25 3.25 3.00 1.00 3.75 4.75 0.30 5.25 6.5
2008 Nov 21-Nov

Dec 16-Dec 09-Dec 04-Dec 04-Dec 11-Dec 17-Dec 17-Dec 19-Dec 06-Dec 03-Dec
2009 Jan 28-Jan 20-Jan 15-Jan 08-Jan 22-Jan

Feb 05-Feb 05-Feb 11-Feb 04-Feb 19-Feb 03-Feb

Mar 17-Mar 03-Mar 05-Mar 05-Mar 12-Mar 25-Mar 17-Mar 03-Mar

Apr 29-Apr 21-Apr 02-Apr 09-Apr 21-Apr 7+28-Apr 07-Apr

May 07-May 07-May 06-May 22-May

June 24-Jun 04-Jun 04-Jun 04-Jun 18-Jun 17-Jun 16-Jun

July 21-Jul 02-Jul 09-Jul 02-Jul

Aug 11-Aug 06-Aug 06-Aug

Sep 22-Sep 10-Sep 03-Sep 10-Sep 17-Sep 23-Sep

Oct 20-Oct 08-Oct 08-Oct 28-Oct

Nov 05-Nov 05-Nov

Dec 08-Dec 03-Dec 10-Dec 10-Dec 16-Dec

12M 0.50 1.00 1.50 1.50 1.00 2.25 3.25 0.30 4.00 4.00

Rate cut Rate hike
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Exchange rate forecasts

Forecast Forecast vs forward outright, %
Spot +1m +3m +6m +12m +lm +3m +6m +12m

Exchange rates vs EUR

usD 1.297 1.25 1.21 1.16 1.16 -36 -8.7 -105 -105
JPY 123.49 118 114 114 118 -4.7 7.4 7.0 2.5
GBP 0.847 0.86 0.86 0.82 0.80 15 16 -3.0 -5.4
CHF 1.547 1.50 1.46 1.48 1.48 -2.8 5.1 -3.3 -2.8
DKK 7.45 7.45 7.45 7.46 7.46 -0.2 -04 -0.3 -04
NOK 9.04 3.00 8.80 8.40 8.20 -06 3.1 7.7 -10.1
SEK 10.28 10.20 10.20 10.00 9.50 -0.7 -0.8 -2.6 7.5

Exchange rates vs USD

DXY 85.3 87.3 89.0 91.0 910 2.3 4.4 6.9 7.1
JPY 95.2 94 94 98 102 -1.2 -0.8 3.8 8.8
GBP 1.53 145 141 141 1.45 -5.0 -8.2 -7.7 -5.5
CHF 1.19 1.20 121 1.28 1.28 0.8 1.7 7.9 8.5
DKK 5.75 5.96 6.16 6.43 6.43 3.5 6.8 114 114
NOK 6.97 7.20 7.27 7.24 7.07 3.1 3.9 3.2 0.6
SEK 7.92 8.16 8.43 8.62 8.19 3.0 6.3 8.8 3.4
CAD 1.23 1.26 1.28 1.28 1.26 2.5 4.2 4.4 2.9
AUD 0.65 0.64 0.62 0.61 0.61 -1.0 -3.8 -5.0 4.4
NZD 0.55 0.55 0.53 0.51 051 0.5 -2.6 -5.7 4.4

Note: GBP, AUD and NZD are denominated in local currency rather than USD

Expected change in USD vs forwards, 3m
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FX Research

John Hydeskov G10 +4545128497 johy@danskebank.dk
Kasper Kirkegaard G10 14545137018 kaki@danskebank.dk
Stefan Mellin SEK +46 8 568 805 92 mell@danskebank.se
Sverre Holbek Option strategies +454514 8882 holb@danskebank.dk
Thomas Andersen Hedging strategies +454512 8496 tpa@danskebank.dk
Klaus lkast Technical analysis +4545 12 84 99 kik@danskebank.dk

Kim Cramer Larsson Technical analysis +4545128501 kimn@danskebank.dk

Disclosure

This report has been prepared by Danske Research, which is part of Danske Markets, a division of Danske Bank. Danske Bank is under super-
vision by the Danish Financial Supervisory Authority.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high quality research based on re-
search objectivity and independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske
Bank Research Departments have been instructed that any request that might impair the objectivity and independence of research shall be re-
ferred to Research Management and to the Compliance Officer. Research analysts are remunerated in part based on the over-all profitability
of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate fi-
nance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’ Ethical rules and the Rec-
ommendations of the Danish and Norwegian Securities Dealers Associations.

Financial models and/or methodology used in this report

Recommendations and opinions in this research are formed based on a combination of Danske Bank’s regression models using macroeco-
nomic fundamentals and financial variables as input and a general market assessment. VVarious statistical methods are used to evaluate the
market. Standard option pricing models are used in respect with derivatives.

Risk warning

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

Expected updates
FX Crossroads is updated every week.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It is not an offer or solicitation of any offer to purchase
or sell any financial instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no represen-
tation is made as to its accuracy or completeness and no liability is accepted for any loss arising from reliance on it. Danske Bank, its affiliates
or staff, may perform services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including
derivatives), of any issuer mentioned herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under cover-
age in their research sector. This publication is not intended for retail customers in the UK or any per-son in the US. Danske Markets is a divi-
sion of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory Authority and subject to limited regulation by the
Financial Services Authority (UK]. Details on the extent of our regulation by the Financial Services Authority are avail-able from us on request.
Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and may not be reproduced in whole or in part
without permission.

This report has been prepared by the correspondent of Auerbach Grayson & Company Incorporated (“AGC”) named above on the date listed
above. we are distributing this report in the U.S. and any U.S. person receiving this report and wishing to effect transactions in any security dis-
cussed herein, should do so only with a representative of Auerbach Grayson & Company Incorporated. Additional information on recommen-
ded securities is available on request.
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