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Equity Strategy Outlook

Hot topic: Range-bound until year-end

Summary: The earnings season drove equity markets higher and the sentiment
in markets is definitely towards adding more risk, despite very weak net sales
and earnings in most sectors (at best). However, there still was a surprise to the
upside and we had a short-lived rally. We believe equities will trade in a year
towards year end; in S&P 500-levels this would be 1050-1150. We do not believe
in an equity rally towards year-end. The floor under equities is secured by low
interest rates, while there is a limit to the upside due to investorsCGcepticism
about whether the recovery is sustainable beyond government stimulus.

Short run view: Bullish. Our new short term indicator, %S&P 500 constituents
trading above their 50-day moving average, indicates that we are in for a
correction in equity markets (see next page), but sentiment in broader markets
are clearly towards adding more risk. A supportive factor for our bullish stance
on equities is that credit markets seem to be performing well ¢ if dominated by
irrational exuberance. We are short-term bullish in equity markets and expect
1121 to be tested within November. After this level is reached we will remain
very cautious, but could see an attempt to test 1167.

Long run view: BEARISH. We do not believe that we have entered a multi-year
cyclical bull market for developed-market equities; they will remain hampered by
structural headwinds. For now these headwinds are more than offset by extreme
policy actions that have made the current rally from the trough look like the start
of a normal cycle. But it is not. Despite our indicators for the most part flashing
green, there is still no sign of pickup in demand. Instead we expect weak
consumption growth driven by continued consumer deleveraging, a weak labour
market and further declines in housing (especially in the US). This will be a drag
on growth especially in the US and Europe, and both will be outstripped by Asia
and emerging markets.
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Corporate bonds vs. 30yr US Treasuries
(AAA = 5%, BAA = 6.14%)
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Top 100 US Stock CDS Index (55)
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Comments: Corporate bond yields continue edging lower. The CDS prices have rebounded but remain at low levels and

the VIX has rebounded, but remains at low levels. CAPE is trading at 18.90 above the 16x long-term average and is not

attractive. Our US weekly indicator (based on fundamental data) has rebounded, but remains at depressed levels. Our

new technical indicator, percentage of stocks in S&P 500 trading above their 50 day moving average (DMA), points

towards that we could be heading into a correction in equity markets.
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e  Our Saxo Business Cycle Indicator points towards a recovery, however it will be slow and seemingly
without creating a lot of new jobs, as unemployment is trending higher both in the US and Europe.

Saxo Business Cycle Indicator
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e As we wrote in the October version of the Equity Strategy Outlook, earnings would drive equity markets
higher and they did. Although the European earnings season is not quite over yet, the picture both in the
US and Europe is similar with regards to earnings surprises; in the S&P 500 417 out of 497 have reported
earnings and 88% have surprised to the upside. So far the earnings surprises to the upside in
EuroStoxx600 is 66%. However, solid earnings reports are not going to take us any further from here in
the broader equity market.

e Our main scenario towards year-end is range trading equity markets. In S&P 500 we expect markets to
trade in the range of 1050-1150. There are factors that potentially are able to lead equity markets higher
and factors that are able to lead equities lower.

e The historically-low interest rates will still keep a floor under equities and to some extent even lead them
KAIKSNY 90Sy (K2dzZaK SljdzAaGe @I f dzi §ukrényleveds bhduld &ill
be able to absorb moderate increases in interest rates. The expectation that Fed will hike interest rates

N

in the first half of 2010 should not in the short term affect equity prices. Furthermore, we are on the
verge of an earnings recovery that is not fully discounted by investors. In this respect we are buyers on
dips.

e But on the other hand we do not expect equity markets to rally a further 10% from current levels before
year end. Why? Simply because we do not buy into the story that investors who missed the train will
drive equity markets higher by entering panic buying. Rather, we believe that investors are not likely to
add risk as the year-end approaches especially because they harbour significant scepticism regarding the
sustainability of the recovery and these concerns are not going to be answered any time soon. Leading
indicators, PMI new orders to inventories ratio and unemployment are all moving in the wrong direction.

e Soin total we are continuing our rebalancing efforts from October taking some risk off and waiting until
next year to add some more risk.
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e We are changing sector allocation towards a more defensive sector allocation getting beta towards 1 and
waiting until next year to add some more risk. We expect markets to be range trading until year end and

do not expect a year-end rally in equity markets.

Sector | Exposure

Resources

Energy Overweight. Energy stocks offer near record trailing dividend yield relative to the
corporate bond yield (5.1% vs. 4.0%) and historical averages. The earnings momentum
of the sector has the potential for a rebound given the improved oil backdrop.

Materials Neutral. Despite that the Materials tends to overperform when ISM-Manufacturing
ranges between 55-60, we find the trailing dividend yield of this sector to the corporate
bond yield unattractive.

Exporters

Industrials Overweight. Industrials have lagged the general price development in S&P 500 (11.18%
vs. 17.35%) and although Industrials tend to under perform at current levels in ISM we
still see some upside in this sector mainly driven by the attractive trailing dividend yield
vs. the corporate bond yield.

Technology Neutral. Its exposure to secular growth is high and it benefits from cyclical recovery, but
most of it is already priced in and balance sheets still look weak.

Defensives

Staples Neutral. The trailing dividend yield for the sector at 2.9% vs. its corporate bond
counterpart at 3.7% makes this sector look less attractive. Furthermore, at current
ranges in ISM, staples have historically underperformed.

Healthcare Underweight. Despite the fact that Healthcare clearly has underperformed YTD vs. S&P
500 (9.16% vs. 17.35%) we do not expect to see a pickup any time soon as the dividend
yield does not look attractive vs. the corporate bond yield.

Telecom Overweight. The second highest trailing dividend yield compared to the corporate bond
yield. (5.7% vs. 4.0%). Telecom has so far this year clearly underperformed YTD
compared to S&P 500 (-7.93% vs. 17.35%), but we expect to see a pickup driven by the
dividend yield.

Utilities Overweight. Offers a truly sovereign trailing dividend yield at 6% vs. 4.0% from the
corporate bond yield. Despite underperformance compared to S&P 500 YTD (-1.98% vs.
17.35%) valuation metrics points and the dividend yield points towards a possible
pickup in this sector.

Other

Discretionary

Neutral. The discretionary stocks seem to have moved ahead of macro fundamentals
where improvement in macro data needs to catch up with the strong stock
performance.

Financials

Underweight. We are still reluctant to take long positions in Financials as we expect
write-offs to continue on loan portfolios. The current solid earnings from the sector are
in our view not sustainable as most of the money is made in trading and this will be
more than offset by large credit writedowns in the coming months.
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We have made small modifications to our stance on earnings for 2010 and 2011 compared to the
October version of Equity Strategy Outlook. These marginal adjustments have mainly been driven by the
almost-ended Q3 earnings season, namely that very few companies surprised to the upside on net sales
and earnings if we look away from financials.

We stick to our very positive stance on earnings development in Energy, but revise the Materials
earnings prospects a bit lower since we are reluctant to believe that China will continue its massive
demand for materials. We remain lower in earnings within Industrials and Technology than the general
consensus which for Technology is mainly driven by our analysis that balance sheets within this sector
look stretched, while Industrials will mainly need further macroeconomic tailwind before getting
earnings up to speed again.

We have made revisions to the upside within Staples, Healthcare, Telecoms and Utilities. This is in
general driven by Staple profit margins during these economic challenging times - contrary to what we
originally expected - and we believe that in macroeconomic terms we have seen the worst. We believe
that we have some potential upside ahead within these sectors and have reflected this by revising
earnings up.

Contrary to consensus we are negative on consumers Discretionary and Financials. Financials will not be
able to continue the extraordinary earnings driven by trading and at the same time, especially banks will
have to continue to write-off on their loan portfolios. However, we acknowledge that we have been too
negative on the earnings development and have made upward revisions to this sector. Consumer
discretionary will during 2010 be hurt by the continuing higher unemployment and inourviewA i A &'y
L2aaArofsS F2NJ GKAA aSOG2NI G2 YI1S | 20 27F Y2
this is going to happen ¢ only in Asia.

Table: EPS estimates for S&P500

EPS Growth YoY (%) ¢ IBES EPS Growth YoY (%) ¢ Saxo Bank
Sector 2008/2009 | 2009/2010 | 2010/2011 | 2008/2009 | 2009/2010 | 2010/2011
Resources
Energy -55.8 39.5 30.3 -55.0 42.0 14.0
Materials -57.5 59.9 28.3 -62.6 62.0 40.0
Exporters
Industrials -31.8 11.0 18.7 -33.7 11.0 13.0
Technology -12.8 24.0 14.4 -15.2 15.0 13.0
Defensives
Staples 2.8 8.7 8.6 -4.9 6.0 7.0
Healthcare 0.8 8.0 10.4 -4.4 5.0 6.0
Telecom -19.2 9.8 11.8 -6.4 8.0 10.0
Utilities -5.3 5.6 6.3 -5.4 4.0 5.0
Other
Discretionary -9.8 34.1 21.7 -16.0 9.0 11.0
Financials 478.1 28.6 31.1 387.2 8.0 10.0

Source: Thomson-Reuters DataStream, Saxo Bank Research



Strategy Outlook

SAXO
BANK

As previously stated in the November version of the Equity Strategy Outlook, we expect markets to be range
trading towards year-end ¢ within 1050-1150 in S&P 500.

Risk appetite is still on in equity markets, and as long as the broader macroeconomic picture is bleak, but not
pointing towards the end of the world, the very low interest rates will keep a floor under equities. We will
soon test the 1121 level in S&P 500 and we believe we will pass this level as well. But eventually, before year
-end, we will face a correction bringing us back to sub-1100 level again, driven by the higher unemployment
(surprises) and lower retail sales. As long as employment is heading south we do not expect significant
improvements in retail sales. So far government programmes and low interest rates have not been able to fix
this issue as banks acting as the intermediary have not been willing to do any lending.

So our main scenario is in the short run (until year-end) to see an equity market continuing higher testing
1121 in S&P 500 and possibly also testing 1167. We believe however that we will retrace again closing year-
end around 1071.

For the longer run we expect equities to retrace a bit in Q1 2010 after which we will return to growth
(however at a slower pace than in 2009). Consequently we have revised our expectations for levels reached
in 2010 upwards.

Table: Index levels forecast

Index Current* Dec 09E Mar 10E Jun 10E Sep 10E
S&P500 1093 1074 1042 1084 1062
Nasdaql100 1788 1719 1633 1731 1661
Dow Jones 10270 10093 9791 10182 9979
DAX 5765 5541 5264 5580 5357
FTSE100 5364 5272 5114 5318 5212
Nikkei225 9791 9411 8941 9477 9098

*) Close as of 13™16™ of November 2009. Source: Saxo Bank Research.
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General
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provided for informational purposes only without regard to any particular user's investment objectives, financial situation, or means. Hence, no
information contained herein is to be construed as a analysis; or an offer to buy or sell; or the solicitation of an offer to buy or sell any security,
financial product, or instrument; or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or
trading strategy would be illegal. Saxo Bank does not guarantee the accuracy or completeness of any information or analysis supplied. Saxo Bank
shall not be liable to any customer or third person for the accuracy of the information or any market quotations supplied through this service to a
customer, nor for any delays, inaccuracies, errors, interruptions or omissions in the furnishing thereof, for any direct or consequential damages
arising from or occasioned by said delays, inaccuracies, errors, interruptions or omissions, or for any discontinuance of the service. Saxo Bank
accepts no responsibility or liability for the contents of any other site, whether linked to this site or not, or any consequences from your acting
upon the contents of another site. Opening this website shall not render the user a customer of Saxo Bank nor shall Saxo Bank owe such users any
duties or responsibilities as a result thereof.

Analysis Disclosure & Disclaimer

Risk warning

Saxo Bank A/S shall not be responsible for any loss arising from any investment based on any analysis, forecast or other information herein
contained. The contents of this publication should not be construed as an express or implied promise, guarantee or implication by Saxo Bank that
clients will profit from the strategies herein or that losses in connection therewith can or will be limited. Trades in accordance with the analysiss in
an analysis, especially leveraged investments such as foreign exchange trading and investment in derivatives, can be very speculative and may
result in losses as well as profits, in particular if the conditions mentioned in the analysis do not occur as anticipated.




