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Receive 5Y5Y USD swaps (vs 3M Libor), pay 5Y5Y EUR swaps (vs 6M Euribor) 

 Open ½ position @ 138bp with an option to open next ½ position @ 160bp  

 Potential target @ 75bp, stop @ 180bp , Roll-down: +0.6bp in 3M, +4bp in 12M 

A macro trade for the strategic horizon with attractive valuation 

The US led sell-off caused a spread widening against European rates. The 5Y5Y USD-

EUR swap spread is now hovering close to highs during the existence of the euro zone. 

We see an attractive risk-reward for going against the widening for the strategic horizon: 

 US markets are by now pricing in a reasonable recovery in the US economy, 

consistent with the Fed starting tapering later in the year and delivering a first rate 

hike by Q2 15. This is broadly fair, in our view. The Fed chairman, Ben Bernanke, 

has over the past week managed to stabilise the US markets following the recent sharp 

move in Treasury markets. Although we expect US rates to gradually inch higher over 

time, we see a good chance they might stabilise around the current level for some 

time. 

 European rates have been somewhat shielded from the US sell-off, which is only fair 

as the euro zone has now had six consecutive quarters of negative GDP growth and 

since the ECB, unlike the Fed, which is looking for the exit door, is considering more 

easing measures (yesterday ABS collateral rules were eased). Going forward, we 

expect a gradual European recovery to become more visible and we expect a return to 

positive growth going into the latter part of 2013. This should support higher growth 

and inflation expectations and push up long-end yields somewhat higher. The 

European rate markets are, in our view, not pricing in much of a recovery. 

 The position has a positive correlation to US rates. If the 10Y USD swap rate moves 

up by 1bp, then the spread usually widens around 0.5bp. However, as the spread is 

now close to highs for many years, we believe the beta would decline somewhat if US 

rates continue up. Furthermore, we believe that being underweight US versus EUR 

has been a popular trade for quite some time. Hence, we do not believe the opposite 

idea, which we present here, is by any means already crowded. 

 There are several ways to express the trade. One alternative would be to receive the 

10Y swap spread instead, which has a better carry roll down (+3.5Bp in 3M), but 

valuation is less attractive, since the spread is 50bp off the highs from 2005. 

Furthermore, with the ECB on an easing bias, we would prefer skipping the first five 

years. The ECB easing bias is also an argument for scaling into the position in case 

the ECB, for instance, were to decide to do another long-term LTRO. Another option 

would be to do the trade in cash bonds against German Bunds, where one could 

benefit from a lower EUR/USD if that were the bias. Our FX strategists are looking 

for a move towards 1.25 in EUR/USD over the coming 12 months. The 10Y 

government spread is around 100bp, which is close to the highs for 25 years. 

See 10Y government yield spread chart between US and German (since 1963) overleaf. 
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Close to highs since 1999  

 

Source: Danske Bank Markets 

 
 
 
 

Beta to 10Y USD swap around 0.5 
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Trade Recommendation 

Receive 5Y5Y USD-EUR swap spread 
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Widest government spread since the eighties  

 

Source: Danske Bank Markets 
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Disclosure 
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S (‘Danske 

Bank’). The authors of this research report are Lars Tranberg Rasmussen, Senior Analyst, Anders Vestergård 

Fischer, Analyst and Peter Possing Andersen, Senior Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 

Bank is subject to limited regulation by the Financial Services Authority (UK). Details on the extent of the 

regulation by the Financial Services Authority are available from Danske Bank on request. 

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial Analysts’ 

rules of ethics and the recommendations of the Danish Securities Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-

quality research based on research objectivity and independence. These procedures are documented in Danske 

Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any 

request that might impair the objectivity and independence of research shall be referred to Research Management 

and the Compliance Department. Danske Bank’s Research Departments are organised independently from and do 

not report to other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate 

finance or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology 

as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors upon request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Date of first publication 

See the front page of this research report for the date of first publication. 

 

General disclaimer 
This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for 

informational purposes only. It does not constitute or form part of, and shall under no circumstances be 

considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments 

(i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or 

options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial 

Instruments’). 

The research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not 

untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates 

and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation 

any loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not 

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 

information provided in this research report.  

This research report is not intended for retail customers in the United Kingdom or the United States. 
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior 

written consent. 

 

Disclaimer related to distribution in the United States 
This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer 

and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. 

Securities and Exchange Commission. The research report is intended for distribution in the United States solely 

to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this 

research report in connection with distribution in the United States solely to ‘U.S. institutional investors’.  

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence 

of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are 

not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements 

of a non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial 

Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-

U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be 

registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and 

auditing standards of the U.S. Securities and Exchange Commission. 

 


