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This publication is a summary of interesting market related topics and observations that have
been covered and discussed within the Strategy Research group, but not necessarily yet
formalized in form of a specific view or trading idea...

Themes in this edition:

- Riksbank: how will the new rate path look like?

- Swedish macro: a small open economy. Watch out below!

- SEK spread-over: perspectives on spreads vis-a-vis the risk sentiment
- SEK rates: liability hedging less of a driver in SEK long-end

- EUR rates: Schatz spreads and the AQR/stress tests

20 October 2014

Markets




Chart of the week: a cut and large downward revision on the cards for the Riksbank
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Source:Riksbank, Nordea, Bloomberg

Following a rate cut down to 0.05-0.10%, our guesstimate is that the rate path will be lowered by
around 75bps in 2016 and 2017, leaving the terminal rate at 1.50%. That is still notably less than
what markets price in and the risk is skewed towards a larger revision (see more on page 3...)
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Riksbank: how will the new rate path look like?

Due to the following factors, the Riksbank is likely to cut KIX-4 is the composite of EUR, USD, GBP and NOK front-end
rates and sharply revise lower the rate path on 28 Oct: rates, i.e. what Riksbank refers to as the global policy rate...
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in and the risk is skewed towards a larger revision, both at
this meeting and going forward..!
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Sweden: A small open economy. Watch out below!

Given recent developments in Germany soft indicators will turn down (PMI below 50). Stock
market jitters will translate to lower consumer confidence and risk hurting house prices.
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SEK spread-over: perspectives on spreads vis-a-vis the risk sentiment
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The risk-off sentiment experienced recently has, as typical,
led to wider ASW and covered spreads, which may have
more legs if the situation intensifies.

However, the potential may be capped. When relating
spreads to the level of govie yields it suggests that SGBs
are expensive and for spreads to widen much further we
need to see negative yields or fixing problems.

With covered bonds the situation is partly different, since
the asset class is less liquid and a credit proxy, i.e problems
in the credit market can therefore have a negative spill-
over effect on these bonds. But also here, on a relative
return perspective, they continue to look cheap for an
investor that selects between covered and govies.
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SEK rates: liability hedging less of a driver in SEK long-end

One simplified way of tracking the solvency situation in the pension EUR ALM hedge index (model portfolio with assets=50%
sector is to construct an index of the NPV of a model pension portfolio 140 , ©auity & 50% 30y rates, liabilities=100% 30y swap)
with 50 % equities and 50 % 30y bonds on the asset side and with
liabilities discounted with a 30y swap rate. In the upper chart, such an
index for the Eurozone shows that solvency has indeed been dented.
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Read more in “SEK rates: liability hedging less of a driver” Source:Nordea Markets
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https://nexus.nordea.com/#/article/15111

EUR rates: Schatz spreads and the AQR

The results of the AQR and stress tests are only a week

210 T 25 away (published on Sunday at CET 12.00). The results of
200 the tests could be interpreted somewhat asymetric. Few
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190 a5 tests while a large number of banks failing could increase
180 concern about the health of the Euro area banking system.
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160 — FUR BarKiPdeR M 45 as a hedge if last week” s wobbly markets would continue.
150 Schatz swap spread, rhs | For more on this, see “EUR rates: Schatz spreads and the
T T T ”
jan 2013 jul 2013 feb 2014 aug 2014 AQR/stress tests”.
Source:Nordea & Bloomberg
800 1 —Italy vs Germany, non-fin corp lending rate, rhs 350
- -10 . . .
7004 =—Spain vs Germany, non-fin corp lending rate, rhs L 300
14 —Spain vs Germany 5y gov, lhs
} _ - 250
Italy vs Germany 5y gov, lhs
- -18 - 200
L 22 r 150
- 100
- -26
- 50
- -30
-0
Schatz ASW - -34 - -50
Bund ASW, rhs
-50 T T T -38 . . . . . . "100
Jan 2013 Aug 2013 Mar 2014 Oct 2014 2004 2006 2008 2010 2012 2014

Source: Nordea Source: Nordea Markets and Macrobond

Markets



https://nexus.nordea.com/#/article/14888
https://nexus.nordea.com/#/article/14888

Thank You!

Nordea Markets is the name of the Markets departments of Nordea Bank Norge ASA,
Nordea Bank AB (publ), Nordea Bank Finland Plc and Nordea Bank Danmark A/S.

The information provided herein is intended for background information only and for
the sole use of the intended recipient. The views and other information provided
herein are the current views of Nordea Markets as of the date of this document and
are subject to change without notice. This notice is not an exhaustive description of the
described product or the risks related to it, and it should not be relied on as such, nor is
it a substitute for the judgement of the recipient.

The information provided herein is not intended to constitute and does not constitute
investment advice nor is the information intended as an offer or solicitation for the
purchase or sale of any financial instrument. The information contained herein has no
regard to the specific investment objectives, the financial situation or particular needs
of any particular recipient. Relevant and specific professional advice should always be
obtained before making any investment or credit decision. It is important to note that
past performance is not indicative of future results.

Nordea Markets is not and does not purport to be an adviser as to legal, taxation,
accounting or regulatory matters in any jurisdiction.

This document may not be reproduced, distributed or published for any purpose
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