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Good morning,

Content in this week’s edition of Interest Rate and FX Strategy:

» Scared European politicians: Angela Merkel says euro area needs a firewall around Greece to avoid
market attacks on other euro area countries. Leveraging the EFSF?

» Twist and doubt: The slope of the US yield curve flattened markedly after the twist, but it did not help
to improve general market sentiment

» Norges Banks turned neutral: Key policy rate to be kept low for longer. Could cut if situation worsens
» Key events of the week: German parliament to vote over EFSF expansion (Thursday).

» Norway data will indicate to what extent Norway is slowing, if at all. We expect retail sales at 1.3%
m/m in August after -0.7% in July. Consensus: +0.7%.

»We distributed a new fixed income trade idea last week: Receive NOK 5y5y fwd versus EUR at 120
bp for a target of 70 bp

> In currency space, the NOK is obviously not a safe haven in the event of a severe downturn. The
NOK lacks the liquidity safe-haven investors prefer, there are few underlying government bonds to
buy and the correlation between the NOK and the oil price is too high.

» EURNOK will probably be trading in the wide 7.70-7.95 range again until dust settles. If the crisis
escalates to a severe downturn with large impacts on commodity prices, the NOK would suffer
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e Key events of the week: Germany to approve EFSF expansion, Retail sales in Norway,

®* Fixed Income Strategy: Receive NOK vs. EUR in 5y5y fwd

e FX Strategy: Risk off
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Week in Review: Angela Merkel calls for firewall around Greece

10 yr gov. bond yields, spread to Germany
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Developments over the weekend

® Chancellor Angela Merkel said euro area needs a
firewall around Greece to avoid contagion to other
European states

* EFSF expansion agreed in July will be approved
by German parliament 29.September.

* The EFSF could be even more “efficient” by
leveraging it without involving the ECB (Finance
Minister Wolfgang Schaeuble)




Week in Review: The “twist” in the US, bull steepening in Scandinavia

Changes in rates (swaps) last week, bp IRS curves, now and a week ago
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® Fed will buy USD 400 bn in long dated bonds (6 y t 0 30y) and sell short term bonds (less than 3y)
for the same amount. An Operation Twist to pull long bond yields further down — no impact on the
size of the balance sheet.
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Week in Review: Norges Bank turned from “tightening bias” to “neutral”

Expectations of Norges Bank interets rate cuts intensified last week

FRA-rates, change in bp since a week ago 3m NIBOR and FRA curve vs. forecasts
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® Press statement: “The turbulence and uncertainty abroad, combined with lower inflation and
weaker prospects at home, suggest that the key policy rate should be kept low for a longer period
than expected in June”
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Week ahead: How much is Norway slowing, if at all?
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Norway Employment & Unemployment

® Retail sales (Thursday): We expect +1.3% m/m after -0.7% in July. Consensus: +0.7%

® Credit growth (Friday): We expect 6.3%. Consensus: 6.3%
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* NAV Unemployment (Friday): We expect 2.6% (excluding job market programs). Consensus: 2.6%
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What about the rest of the world?

German Ifo (107 expected), US Consumer confidence (46.5 expected)

Germany Business surveys USA consumer sentiment/confidence
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* |[fo (Monday): Consensus: 107 (total), 98.5 (expectations), 116 (current assessment)
®* US Consumer confidence (CB) (Tuesday): Consensus 46.5(!). Looks too optimistic
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e Key events of the week: Germany to approve EFSF expansion, Retail sales in Norway,

®* Fixed Income Strategy: Receive NOK vs. EUR in 5y5y fwd

e FX Strategy: Risk off
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New trade idea: Receive NOK vs. EUR in 5y5y fwd

...at 120 bp with a target at 70 and a stop at 145

NOK- EUR 5y 5y fwd

Interest rate swaps, yield curves

1.3 13 407 4.0
1.2+ 1.2 1.September 2011 ____---=="""""
1 T | | S 1.1
00 e L] 1.0
e e 1 |l [ T B 0.9
o8tt-1gf—tg Wl | 0.8
o7kl W M BH™W N 0.7
0.6/ M | ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 0.6 25+ 2.5
o5 b st o Wm0 0.5
o41{1-M YNl W 1 04 20{ 2.0
0.3 ff b B 0.3
| e 02 qg| 15
oL | 0.1
0.0 . . 0.0
03 04 05 06 07 08 09 10 11 1.0+ - - - - - - - - — 1.0
ly 2y 3y 4y 5y o6y 7y 8y 9y 10y

®* The spread is trading in the upper end of a wide historical range...

* ...which is likely to attract investors in search for yields
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Trade on watch list: Receive NOK 6y, pay 3y and 9yr

NOK fly 3-6-9 vs. slope of the yield curve 1s/10s
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The 3-6-9 fly normally correlates strongly with
the spread between the 10y and 1y rate, but it's
currently detached from this model

NOK IRS yield curve
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Swap spread: Very wide, but narrowed last week

10 yr Norway asset swap spread and crisis
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10 yr Norway asset swap spread
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e Key events of the week: Germany to approve EFSF expansion, Retail sales in Norway,

®* Fixed Income Strategy: Receive NOK vs. EUR in 5y5y fwd

e FX Strategy: Risk off
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NOK not so popular anymore
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NOK vs. EUR & USD
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Import-weighted NOK vs. Norges Bank
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Why the real effective NOK is so strong...

...and why it is vulnerable to a collapse in demand for commodities

Real effective NOK vs. Terms of Trade
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Terms of trade (prices on exports/imports)
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* Real effective NOK is calculated using relative wage growth
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NOK vulnerable for a further decline in commodity prices
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Commodity exporters exchange rates

Effective exchange rates (BoE)
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We repeat, NOK isn’t a safe haven in the event of a severe downturn

EURNOK Model: Oil price & rate difference
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* Why NOK isn’t a safe haven:

>
>

Lacks liquidity

Few government bonds
to buy

High correlation to the
oil price
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EURNOK likely to remain in the old range, until dust settles
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e This document was prepared exclusively for the benefit and internal use of selected parties in
order to evaluate the feasibility of a possible transaction or transactions and does not carry any
right of publication or disclosure to any other party. This document is incomplete without
reference to, and should be viewed solely in conjunction with, the oral briefing provided by First
Securities AS. This presentation may not be used for any other purposes without the prior written
consent of First Securities AS. This presentation is not prepared in accordance with the
requirements applying to investment researches.

e This document does not constitute or form part of an offer or invitation or recommendation to
subscribe for or purchase any securities. The distribution of this document may be restricted by
law in certain jurisdictions and person into whose possession this document comes should inform
themselves about, and observe, any such restriction. Any failure to comply with these restrictions
may constitute a violation of the laws of any such jurisdiction. First Securities AS shall not have
any responsibility for any such violations. Any decision to purchase or subscribe for securities in
any offering must be made solely on the basis of the information contained in the prospectus or
other offering circular issued in connection with such offering.

e In preparing this document we have relied upon and assumed, without independent verification,
the accuracy and completeness of all information available from public sources or which was
provided to us or otherwise reviewed by us. The information contained in this document has been
taken from sources deemed to be reliable. We do not represent that such information is accurate
or complete and it should not be relied on as such. Any opinions expressed herein reflect our
judgement at this date, all of which are accordingly subject to change. First Securities AS accept
no liability whatsoever for any direct, indirect or consequential loss rising from the use of this
document or its contents

e First Securities AS and/or their employees may hold shares, options or other securities of any
issuer referred to in this document and may, as principal or agent, buy or sell such securities. First
Securities AS may have other financial interests in transactions involving these securities.

(FIRST SECURITIES | Swedbank @

19




