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Main Fades plus Movers and Shakers

Spain Rich vs other
issuers

Btps 67s were locally

cheap, have richened

Italy 2s5s flatteners

PCA Factor 1 —yields
high — looking for a
long bias — Germany,
France & UK

3y Germany rich vs 2s
and 5s

15y Germany starting
to offer value

Covering shorts in
High Coupon Long
Germany

Regression
Steepeners in UKT

Covering shorts in 7y
JGB vs 2y and 10y

Sell Spain into France
in longer tenors

Italy 10s30s getting
too flat

5s10s flatteners in
Core




Belgium 10y, 15y & 30y
EU — 5y tap
Netherlands — new 7y
Italy 5y & 10y — tba Friday 24t
UKT 2051s - 30y tap
S U p p |y Following Week..
Austria Oct 5t" TBA
Germany 5y
Spain and France (Longs)

UKT 0g25 (3y) & 1e39 (20y) taps



PCA — Euro issuers, 9yr
Rich / Cheap

DBR 0 BTPS 1.65 FRTR11/2 SPGB 0 1/2 NETHER 0 RFGB 0 RAGB 0 BGB 0.1 IRISH 2.4 PGB 0.475 GGB11/2 EFSF 0.05
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Spain has richened recently as a credit & we see France, Belgium and EU as Semi-core type credits that are
under pressure
Although France is cheap we may want to avoid the el
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Belgium supply

* Best Carry and Roll of the supply bonds is the
10y — in anomaly terms it’s cheap to the old
15y Bgb June31

* Short positions in the old bonds can be a bit
of a trap — or put another way, we can go to
extremes of value.

* For the same C&R vol adjusted. We need
jun31/oct31, +1.5bp cheaper — currently
+6.8bp — target flattener +8.3bp — recent
high is +7.75bp — if it doesn’t get there, | just
don’t care...




Belgium as a
credit vs Spain
and RXZ1

e AS per our PCA work on
credits — we like selling Spain
but we need some credit
balance — on a weighted
credit fly we’re buying
Belgium vs selling Spain
Oct31 and RXZ1...

e Call for the details

* Target north of +23bp, (90
day Sharpe > +0.75)

Jun 30 Jul 15
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EU supply

* EU is a cheap credit — partic sub 8yrs where
is has always traded cheap to France

* We want to get out of 2bp trades and into
the bigger picture — let’s take a look as a
credit fly, using the fact the semi-core block
has cheapened

* Nicely mean reverting -OEZ1 / +EU Jul 26 / —
Spgb jan26

* Greedy on this one as vol is quite high

e Call for weightings

YAS_ZSPREAD vs eon

ia max. age 3 yrs




Holland to bring a
new /y

Credit is historically cheap

W 20.3056

5y — 10y has best carry and Roll vol adjusted

My preference would be to take this vs 3y and 20y —
but that trade has done extremely well already and
location doesn’t look great

The Difference in in Carry and roll in the German and
Ditch curves makes want to box the 7y up vs 3y and
the German futures

May 31 Jun 15 Jun 30
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Here’s the Box
Nether -3y / +0ld 2029

vs 60% of schatze/Rxz1 — need another 2bp but like
that trade. June23 schatze for more history

100 * ((YIELD[NETHER 0.25 07/15/29 Corp] - YIELD[NETHER 0 01/15/24 Corp]) + -0.6 *
(YIELD[BJ948280 Corp] - YIELD[BKO 0 06/16/23 Corp]))

Seems the only way to get away from low var / high
friction anomalies is to box vs futures?




Holland 7y

made simple,

-6.00
. . =-7.00
but still rich
-9.00
L\ \ -10.00
* In Risk / Return terms, R I WY AN T A NN N ko100
Holland sits in between JVouovE oW (VAR Y . '
swaps and bonds for me -12.00
* If I hedge old 2029 Nether : _ _ -13.00
with 50% swaps and 50% fep Ot~ Nov Dec Jan e or
RXZ1 | get this graph Copyright@ 2021 Bloomberg Finance L.P. 26-Sep-2021 09:26:29
* Looks like this one could
Cheapen some more and 100 * 0.5 * (YIELD[N ETHER 0.25 07/15/29 Corp] - YIELD[BJ948280 Corp]) +
Il sit on invoice spread 0.5 * SP210[NETHER 0.25 07/15/29 Corp]

narrowers for the mo?

=half vs swaps half vs RX



Ukt 51s tap — cheap |
bond, add to longs vs - ).,

46s & 615

e Ult51s are a touch cheap — partic vs UKT 50s — but
50s are an older bond and it’s clear there are three G lowcen
curves in the UK — HC, LCold, LChew and we need to

avoid the minefield of selling a rich bond that’s about
to get richer

e Ultimately — our strategy is to catch the roll of new
bonds towards the end of their cycle as they gain
traction and seem to have less float and trade richer

* Trade:-0s46 / +1g51 / -0h61
* Mis-weighted:-1.5/2/0.5

e Cix:(+2.0 * YIELD[UKT 1.25 07/31/51 Corp] -1.5 *
YIELD[BN566051 Corp] - 0.5 * YIELD[UKT 0.5
10/22/61 Corp]) * 100
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PC1 —deltais
cheap, but
where is
cheapest?
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* PC1lin EGB Principal Component Analysis generally represents delta

* Over the last 3months: Spain, Germany and France have move mostly with Factor 1 and not much of the
other, orthogonal components

* Contingent on remaining under this regime — we can trade them against each other allows us to extract
alpha vs the market moves without excessive exposure to other components

* What it leaves is continuing to like =Spgb 37 into France HC apr41
Either 1:1 or, on a regression of changes -0.95:1 weighting

* -31.8bp at the moment — Like this at > -31.5bp
* -0.5bp C&R @ Same repo (estimate the SP GC / FR GC is 8bp apart)



B .RX39UB Index 14.4727

Sep Oct Nowv Dec Jan
2020
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Covering shorts in
High Coupon Long
Germany
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Graph: Dbr 39s on Fly vs RX and UB
We continue to cover our short in Dbr 39s

German high coupons were the only HC bonds in Europe that were genuinely rich when we
discount cash-flows using a zero cure for each issuer — the rest were too neg carry in both the short
and the long term

200 * (YIELD[DBR 4.25 07/04/39 Corp] +-0.5 * YIELD[DBR 2.5 08/15/46 Corp] + -0.5 *
YIELD[BJ948280 Corp])



Btps 67s were locally cheap, have richened
back up

* We looked at Btps 67s getting over sold — essentially the
current 50y Btps 72 was around par and starting to see
buying flows from discount bond buyers making 67s 72s
too flat

e But the 67s were still cheap —it’s just the fear of being
short a low coupon bond that gets in the way

* To get around this we looked at it from a pseudo, RM
cash for cash perspective..

* By Selling 72s vs 67s on an even cash amount (clean)
hedged vs swaps (OIS) - Btps 67s were locally cheap:

* (P2509[BTPS 2.1503/01/72 Corp] - 0.9 * P2509[BTPS 2.8
03/01/67 Corpl)

Apr May

i P2509 = O IS ) p rea d Copyright€ 2021 Bloomberg Finance L.P. 14:03

e This had a nice reversal for us and we’re close to
recommending taking that off



3y Germany rich vs 2s
and 5s

* Back on our radar is the 3y segment of i 2 s e
Germany — 2s3s too flat

* +old2y / -old3y / +old5y : for history
e Current: -12.2bp
* Entry: -13bp
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Regression Steepeners in UKT

Ukt curve sold off in the last few days
Generally the short end is less volatile than the longer tenors — and the difference is noticeable from 5y (r26) to 7y (1fe28)

Meaning if we wish to take risk chips off the table we can take advantage of recent higher yields and buy more of the shorter bonds for the same amount
of risk that one would have had in 7yrs

We like regression weighted shorting from Ukt 1fe28 int Ukt r26

0.85 : 1 weighting
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Regression Statistics
Raw BETA 0.747
ALPHA(Intercept) 0.080
R™2(Correlation™2)

std Dev of Error

Std Error of ALPHA

Std Error of BETA

¥=0.747X+0.080




Covering shorts in 7y JGB vs 2y and 10y

* We’ve had this from when the 7y JGB
future led the rally and 2s7s in Yen got
to flat — we sold 7y vs 2y and 10y

W .JGB7Y Index -19.056

* On Sharpe Ratio vs rolling 90day
average it’s back to fair — so taking this
one off

* It has some market delta too: nett long
of 15%

* 200 * (RVO003P 7Y BLC Curncy +-0.9 *
RV0003P 10Y BLC Curncy + -0.25 *
RV0O003P 2Y BLC Curncy)
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