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Euro area: Ifo current conditions in new all-time high

e The Ifo expectations index has rebounded in November and is now off what had been
the lowest level in amost three years. The current conditions index also increased and
overall today’s release was somewhat better than both our and consensus
expectations.

e The leading indicators for Q4 signal that growth has been stalling and negative
growth in Q4 cannot be ruled out. Looking forward, we expect the Ifo figures to
improve over the coming months and that we will see a moderate recovery in 2013.

Ifo points to further improvement

The Ifo expectations index increased from 93.2 in October to 95.2 in November — the first
increase in eight months. This level is slightly below the average value for this index. Ifo
current conditions also increased from 107.3 to 108.1. Despite decreases since the spring,
the level of the current conditions index has remained remarkably resilient. The aggregate
Ifo business climate increased from 100.0 to 101.4. Manufacturing expectations increased
from 88.6 to 89.2. The level is till very low and apart from October the reading has not
been lower since 2009. Overall today’s release is somewhat better than our and consensus
expectations.

Germany avoided recession in Q3 and the leading indicators for Q4 indicate that growth
has been stalling and negative growth in Q4 cannot be ruled out. The improvement in
today’s number together with the positive signal in yesterday’s PMI indicate further
improvement going forward, see also Euro area: PMI details signal improvement going
forward.

Retail expectations increased sharply from 102.8 to 110.0. Thisis the most positive aspect
of today’s release as it indicates that private consumption is recovering. Construction
expectations also improved dlightly from 102.6 to 104.5. In wholesale, expectations
increased from 97.6 to 101.3.

Looking forward, we expect the Ifo figures to improve over the coming months and that
we will see a slow recovery in growth in 2013. Our Ifo expectations model also points to
further improvement.

The German economy is faced with headwinds, very low consumer confidence and
ongoing fiscal consolidation. There has been a deterioration in its export markets but
recently there has been some improvement outside Europe. The debt crisis continues to
weigh on the German economy and investments, exports and private consumption have
been affected negatively. However, some support could come from the weakening in the
EUR. Germany’s large exposure to emerging markets should support growth during 2013
as the policy response in China in particular should support the global manufacturing

cycle.

See charts on the following pages.
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Ifo (November)

Act DB Con Last
Expectations 952 940 930 932
Currentcond. 108.1 107.0 106.3 107.3
1014 100.3

Bus. climate 99.5 100.0

Source: Danske Bank Markets

Ifo expectations index is rebounding
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Ifo expectations and government bond yields

Ifo expectations bottoming out

30- : - 120 5. .5
% points Lciesc Index-point
25- - 115 4- - 4
<< 2ygov spread to ECBrate
20- - 110 3- -3
15! lfoex tions >> 2. .2
' - 105 1. 1
10-
. - 100 0- -0
o’or % 5 =
' %0 = 2
-05- -3- -3
-10- = 4. 4
-15- 80 SOk Ifo expectations - m/m infrease -5
20, ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 75 -6, ‘ ‘ ‘ : : . 6
96 98 00 02 04 06 08 10 12 00 02 04 06 08 10 12
Source: Reuters EcoWin, Danske Bank Markets Source: Reuters EcoWin, Danske Bank Markets
Business expectations Export expectations
130- - 130 30- 30
Index Index 0. s Export - next 3 mgnths Index 20
120- - 120
Consgruction 10, 10
110- \/ -110 o 0
2CNAWY
100-¥ A -100 -10- 10
\/\ 20. 20
90- 30
-30- Production activity - next 3 mdfghs -30
80- Manufacturing 80 -40- a0
-50 ) I I I I I I I I I I I -50
70: ! ! ! ! 70 92 94 96 98 00 02 04 06 08 10 12
08 09 10 11 12
Source: Reuters EcoWin, Danske Bank Markets Source: Reuters EcoWin, Danske Bank Markets
Expectations in construction OECD leading indicator and Ifo expectations
40- Index << Ifo expectations, construction Index 40 7.5 %y/yann. Index (2000=100) 125
30 - 30 Ifo expectations >> - 120
50. .20 50- - 115
- 110
0- 0 ;
0,0- 100
-10- -10 95
-20- --20 25" <0
30 30 -8
e . 5,0- << OECD leading indidgtor . 80
-40 - --40 .75
50- Ifo expectahons res1 ential construction >> 50 75. . 70

92 94 96 98 00 02 04 06 08 10 12

91 93 85 97 99 01 03 05 07 0S8 11

Source: Reuters EcoWin, Danske Bank Markets

Source: Reuters EcoWin, Danske Bank Markets

2| 23 November 2012

www.danskeresearch.com




Flash Comment

Disclosure

This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske
Bank’). The authors of the research report are Frank @land Hansen, Senior Analyst and Anders Mgller Lumholtz,
Senior Analyst.

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 of the 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 the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Services Authority (UK). Details on the extent of the
regulation by the Financia Services Authority are available from Danske Bank upon request.

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financia Analysts
rules of ethics and the recommendations of the 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 instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and the Compliance Department. Danske Bank’ s Research Departments are organised independently from and do
not report to other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do 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
as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors upon 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.

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

General disclaimer

This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shal under no circumstances be
considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financia instruments
(i.e. financia 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 financia instruments) (‘Relevant Financia
Instruments’).

The research report has 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, 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 of this research report of any such change nor of any other changes related to the
information provided in this research report.

This research report is not intended for retail customersin the United Kingdom or the United States.

3| 23 November2012

www.danskeresearch.com




Flash Comment

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.

Disclaimer related to distribution in the United States
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