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Summary

The ECB December meeting minutes were interpreted as hawkish, although they contained little new information
Already at the October meeting, board members Cceuré and Weidmann recommended tying the overall level of monetary stimulus --

rather than just asset purchases -- to the outlook for prices (a BBG story)

The 0-5y EUR curve has bear steepened in reaction to the minutes...

... translating into better carry&roll opportunities for receiving positions via forward starting swaps

For example, 1y rolls for 2yly and 1y2y are at four year highs

To buy some of the downside potential in short rates and obtain a larger buffer against rising rates, we take a look at a seagull strategy

Buy a 1y2y -0.05/0.15% receiver spread - funded by a sold 0.40% payer swaption

» Zero cost (based on market levels at 14 CET Friday 12 Jaunary)

* A maximum profit if rates rise a maximum of 7 bp by the expiry date

» Breakeven buffers against rising rates: 30 bp in 6m, 52 bp in ly

» The 2-year swap rate has fixed below 0.40% when the ECB has been running its negative interest rate policy
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Payoff and the Greeks

+  Sell 1y2y -0.05% receiver Scenario analysis for parallel shifts
* Buy 1y2y 0.15% receiver

« Sell 1y2y 0.40% payer Q.6 ]
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2y swap fixings, the ECB deposit rate and strikes
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Latest research from Nordea Strategy:
nordea.e-markets.com
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(publ), filial i Finland and Nordea Bank AB (publ), filial i Norge (together “Nordea”)
acting through their unit Nordea Markets.
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cash flow analysis, use of multiples, behavioural technical analyses of underlying
market movements in combination with considerations of the market situation and the
time horizon. Key assumptions of forecasts, price targets and projections in research
cited or reproduced appear in the research material from the named sources. The date
of publication appears from the research material cited or reproduced. Opinions and
estimates may be updated in subsequent versions of the publication or report, provided
that the relevant company/issuer is treated anew in such later versions of the
publication or report.

Validity of the publication or report
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No individual investment or tax advice
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publication or report has been prepared by Nordea Markets as general information for
private use of investors to whom the publication or report has been distributed, but it is
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The information contained in this publication or report does not constitute advice on the
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Sources

This publication or report may be based on or contain information, such as opinions,
recommendations, estimates, price targets and valuations which emanate from:
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Limitation of liability
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this publication or report. In no event will Nordea or other associated and affiliated
companies be liable for direct, indirect or incidental, special or consequential damages
resulting from the information in this publication or report.

Risk information

The risk of investing in certain financial instruments, including those mentioned in this
document, is generally high, as their market value is exposed to a lot of different factors
such as the operational and financial conditions of the relevant company, growth
prospects, change in interest rates, the economic and political environment, foreign
exchange rates, shifts in market sentiments etc. Where an investment or security is
denominated in a different currency to the investor’s currency of reference, changes in
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that investment to the investor. Past performance is not a guide to future performance.
Estimates of future performance are based on assumptions that may not be realized.
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Distribution restriction
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