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US 3Q GDP to ruin Bernanke’s QE plans?

Themes

We had the first attempt of the 1200 level in S&P500 days ago, but failed. Look for a retest of this
level as we approach the day for the launch of Fed’s QE programme.

A stronger than expected 3Q US GDP today - which we expect - will likely doom any major QE
announcement at next week’s FOMC meeting. Instead we could get a series of smaller doses of QE.

What's going on?

European equity markets will most likely open 03% down as the close of the US was pretty much in line
with the close of the European session in terms of levels. Yesterday we had another string of very good
earnings results from major companies enforcing the view that this earnings season is surprisingly strong.
So far 288 companies have reported in S&P500 out of which 236 had a surprise to the upside and the
average surprise is almost 10%. The average growth year-over-year in EPS is 41.44%, which is very
strong given the quite solid benchmark that was formed this time around last year. The earnings season
has clearly supported equities at current levels and in terms of where we are going from here markets will
not move higher on the back of earnings. Rather look for economic nhumbers and the probable launch of
Fed’s QE program next week. Today’s major event is the US GDP report.

Friday’s Key Events

GMT Event Saxo Bank ‘ Consensus Previous
08:00 NO Retail Sales MoM (SEP) 0.6% -1.2%
08:30 UK Mortgage Approvals (SEP) 46.0K 47.4K
09:00 Eurozone CPI Flash Estimate YoY (OCT) 1.8% 1.8%
09:00 Eurozone Unemployment Rate (SEP) 10.1% 10.1%
09:30 SZ KOF Swiss Leading Indicator (OCT) 2.16 2.21
12:30 CA GDP MoM (AUG) 0.2% 0.3% -0.1%
12:30 CA Industrial Product Price MoM (SEP) 0.1% 0.3% 0.4%
12:30 US GDP QoQ Ann. (3Q) 2.3% 2.0% 1.7%
12:30 US PCE QoQ Ann. (3Q) 2.3% 2.5% 2.2%
13:45 US Chicago PMI (OCT) 58.0 60.4
13:55 US U. of Michigan Confidence (OCT, final) 68.0 67.9
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Markets at a glance

The US economy is growing too slowly, which is the
recent why the markets are currently pricing in another
round of quantitative easing. Today’s GDP report could
(and we expect that it will with our 2.3% forecast) put
another dent in Fed Chairman Bernanke’s plan for a
large-scale quantitative easing programme. Instead, next
week’'s FOMC meeting could very well result in an
announcement that the Fed will resume QE, but only to
the tune of $250 billion instead of the $500-1,000bn
currently expected by the markets.

We expect the economy to rebound somewhat in the third
quarter after a measly display in the second quarter
where the economy only grew 1.7% annualised. We look
for an above-consensus growth rate of 2.3% despite our
below-consensus expectation for private consumption of
2.3% (consensus: 2.5%). We expect inventories to
provide another solid contribution to GDP together with
private consumption while net exports will drag down
GDP much less than was the case in the second quarter
(mainly due to the narrow July trade deficit). Residential
investment will obviously be weak following due to the
expiration of the homebuyer tax credit, but capital goods
investments are likely to show growth once again as
confirmed in last Wednesday’s Durable Goods Orders
report.
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Source: Bloomberg. Our calculations.

The Chicago PMI is out today (it is released three minutes
earlier at 13:42 for subscribers!) and serves as a solid
indicator of next week’s ISM Manufacturing index. New

orders have continued to be very strong with a
September reading of 61.4 and at no point in the last
year has new orders been below 55.

US Manufacturing
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Source: Bloomberg. Our calculations.

Also watch out for the flash estimate for Eurozone CPI,
Canada’s monthly GDP report for the month of August,
and the Swiss KOF indicator.

Equities: a closer look

Prior to the earnings season we expected industrials,
materials and the tech sector to outperform and they did.
The average EPS growth in S&P500 so far has been
41.44% and materials has so far realized an EPS growth
number of 44.20%, industrials 55.43% and tech of
56.61%. However the big surprise is still financials which
have realized an EPS growth number of 108.63%. Given
that most banks and financials have not had the tailwind
of excessive fixed income trading in this quarter (on the
back of a QE program) they have done rather well. Given
that FED will most likely launch their QE program next
week this should be supportive for investment banks at
least for next 2 quarters in terms of lifting earnings.
Today’s major event will obviously be the US GDP report,
but do take a look at earnings from Merck, British Airways
and Total.
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Economic data highlights Saxo Bank Consensus Actual Previous Revised
SW Consumer Confidence (OCT) 28.0 23.4 28.4

SW Manufacturing Confidence (3Q) 10 5 3

SW Retail Sales MoM (SEP) 0.5% 0.8% 0.0% 0.1%
Eurozone Consumer Confidence (OCT, final) -11 -11 -11

Eurozone Economic Confidence (OCT) 103.5 104.1 103.2

Eurozone Industrial Confidence (OCT) -1 0 -2

Eurozone Services Confidence (OCT) 7 8 8

Eurozone Business Climate Indicator (OCT) 0.79 0.98 0.77 0.76
US Initial Jobless Claims 455K 434K 452K 455K
US Continuing Jobless Claims 4430K 4356K 4441K 4478K
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Source: Bloomberg. Our calculations.
Note: the trend is defined as the slope of the 13-day exponential moving average.
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For more trading commentary on forex, equities, and commodities go to www.tradingfloor.com or

www.saxobank.com

NON-INDEPENDENT INVESTMENT RESEARCH

This investment research has not been prepared in accordance with legal requirements designed to promote the independence of investment research.
Further it is not subject to any prohibition on dealing ahead of the dissemination of investment research. Saxo 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.

None of the information contained herein constitutes an offer (or solicitation of an offer) to buy or sell any currency, product or financial instrument, to
make any investment, or to participate in any particular trading strategy. This material is produced for marketing and/or informational purposes only and
Saxo Bank A/S and its owners, subsidiaries and affiliates whether acting directly or through branch offices (“Saxo Bank”) make no representation or
warranty, and assume no liability, for the accuracy or completeness of the information provided herein. In providing this material Saxo Bank has not
taken into account any particular recipient’s investment objectives, special investment goals, financial situation, and specific needs and demands and
nothing herein is intended as a recommendation for any recipient to invest or divest in a particular manner and Saxo Bank assumes no liability for any
recipient sustaining a loss from trading in accordance with a perceived recommendation. All investments entail a risk and may result in both profits and
losses. In particular investments in leveraged products, such as but not limited to foreign exchange, derivates and commodities can be very speculative
and profits and losses may fluctuate both violently and rapidly. Speculative trading is not suitable for all investors and all recipients should carefully
consider their financial situation and consult financial advisor(s) in order to understand the risks involved and ensure the suitability of their situation
prior to making any investment, divestment or entering into any transaction. Any mentioning herein, if any, of any risk may not be, and should not be
considered to be, neither a comprehensive disclosure or risks nor a comprehensive description such risks. Any expression of opinion may be personal to
the author and may not reflect the opinion of Saxo Bank and all expressions of opinion are subject to change without notice (neither prior nor
subsequent).

This [website/communication] refers to past performance. Past performance is not a reliable indicator of future performance. Indications of past
performance displayed on this [website/communication] will not necessarily be repeated in the future. No representation is being made that any
investment will or is likely to achieve profits or losses similar to those achieved in the past, or that significant losses will be avoided.

Statements contained on this [website/communication] that are not historical facts and which may be simulated past performance or future
performance data are based on current expectations, estimates, projections, opinions and beliefs of theSaxo Bank Group. Such statements involve
known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. Additionally, this [website/communication]
may contain 'forward-looking statements'. Actual events or results or actual performance may differ materially from those reflected or contemplated in
such forward-looking statements.

This material is confidential and should not be copied, distributed, published or reproduced in whole or in part or disclosed by recipients to any other
person.

Any information or opinions in this material are not intended for distribution to, or use by, any person in any jurisdiction or country where such
distribution or use would be lawful. The information in this document is not directed at or intended for “US Persons” within the meaning of the United

States Securities Act of 1993, as amended and the United States Securities Exchange Act of 1934, as amended.

This disclaimer is subject to Saxo Bank's Full Disclaimer available at www.saxobank.com/disclaimer.
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