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DSTA will hold a tap auction on 10 April
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Auction of NETHER 0%15JAN2024
NETHER Overview

We continue to see strength in the Dutch economy. The current joker impacting markets is the prospect of trade war, which
viewed in isolation should increase the interest for core assets. In April there is further support from high redemptions, and a
new Japanese fiscal year. But QE tapering keeps coming closer increasing the prospects of yields increasing and steeper
curves indicating a more defensive view. On this background we see the below listed opportunities:

= Qutright RV: On the curve we find the NETHER 0%15JAN2024 attractive both outright (yield) and vs swaps (see slide 5).

= Trade ideas: NETHER steepeners 10s6s are attractive in both yield-terms and in ASW-terms (see slide 4).

Timestamp: 08:15, 06 April 2018

Yield 3m horizon (R=-40bp) 3m z-scores
Bond name TT™ DUR Yield ASW6m ASW3m  G-spread - Amt (EURbnN) ISIN
3m Roll 3m Carry C&R per risk ASW 6m Yield

4% 15.Jul.19 127 123 i -0.65 -42.7 =37.2 =65 48 -6.4 i =15 04 -0.7 147 NLO009086115
0.25% 15.Jan.20 1.78 1.76 -0.62 -435 -37.8 -3.1 76 -55 . 13 -0.5 -1.2 153 NL0010881827
3.5% 15.Jul.20 2.28 217 -054 -45.7 -39.7 0.1 101 =35 32 -0.3 -13 151 NL0009348242
3.25% 15.Jul.21 327 3.09 -0.38 -47.8 -41.2 14 144 04 48 -0.8 -1.4 165 NL0009712470
0% 15.Jan.22 378 3.77 -0.26 -42.4 53516) 5.0 16.2 25 515 10 =14 154 NL0011896857
2.25% 15.Jul.22 427 4.06 -0.20 -46.9 -39.8 17 177 5.0 55 -1.1 -1.4 153 NLO010060257
3.75% 15.Jan23 478 4.45 -0.11 -471 -39.8 14 19.0 72 = 57 -1.3 1.4 43 NL0000102275
75% 15.Jan.23 478 422 -0.11 -49.7 -42.3 -25 19.0 72 57 -15 -1.5 824 NL0000102077
1.75% 15.Jul.23 527 5.03 -0.02 -43.6 -36.1 32 201 96 58 -13 -13 15.83 NL0010418810
0% 15.Jan.24 5.78 577 0.11 -37.6 -29.9 8.7 20.9 12.7 6.0 -1.3 -1.3 8.46 NL0012650469
2% 15.Jul.24 6.28 5.89 0.15 -40.8 53310 6.8 215 138 59 =153 =12 5882 NLO010733424
0.25% 15.Jul.25 727 719 0.31 -37.4 -29.4 9.6 222 176 57 -1.3 -1.2 15.22 NL0011220108
05% 15.Jul.26 827 8.09 0.42= -37.6 -29.5 9.2 222 205 54 -1.4 =1.2 15.11 NL0011819040
0.75% 15.Jul.27 9.27 894 054 -35.7 -275 9.2 216 235 52 -1.4 -1.3 15.38 NL0012171458
55% 15.Jan.28 9.78 813 0.53 -43.6 -354 -83 211 232 49 -1.5 -13 13.03 NL0000102317
0.75% 15.Jul.28 10.28 991 0.66 -33.4 -25.2 116 205 26.4 50 -0.6 -0.7 5.85 NL0012818504
25% 15.Jan.33 14.78 1272 0.88 -1 -337 132 122 321 35 -1.2 -1.3 13.56 NL0010071189
4% 15.Jan.37 18.78 1456 0.95 -50.0 -43.4 23 55 338 27 -1.2 -1.4 14.85 NL0O000102234
3.75% 15.Jan.42 23.78 1771 1.07 -46.4 -40.8 2.8 55 36.6 24 =13 -1.4 15.33 NL0009446418
2.75% 15.Jan.47 28.78 2158 117 -35.9 -31.2 2.0 24.0 39.1 29 -1.2 -1.5 13.25 NL0010721999

Source:NordeaM arkets,B bombery
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Timing and auction details

The auction will take place on Tuesday 10 April 2018.
» ISIN: NL0O012650469 current outstanding: EUR 8.46bn.
« Maturity date: 15 January 2024

« Target amount 10 April: EUR 1.5 - 2.5bn.

» We expect EUR 6.6bn remains be issued (including Tuesdays auction) in the NETHER
0%15JAN2024 in 2018, ensuring the series reaches EUR 15bn. This also implies an
additional two auctions after the auction on Tuesday 10 April.

« So far in 2018 the DSTA has issued EUR 7.74bn, with a target to reach EUR 23-29bn.

From the DSTA:

On the issue date at 10 a.m. (CEST), the DSTA will announce the price at which Primary Dealers can buy the issue. The issuance will take the
form of a tap auction, during which the DSTA may revise the price at any time. The price will be announced on the screens of MTS Netherlands
and Bloomberg DSTA. Professional and private investors may participate in the auction through the Primary Dealers. The list of Primary Dealers
and the borrowing requirements are available on the website. Primary Dealers have the right (under the usual conditions) to use the “non-comp”
facility after the auction has been closed. Liquidity of the bond will be guaranteed through a repo facility available to the Primary Dealers.

Further information on the rules and principles of the DDA can be found on the DSTA website.
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https://english.dsta.nl/subjects/d/dutch-direct-auction-dda

Trade ideas

Looks cheap outright on the curve

* In ASW-terms the bond looks cheap on the curve.
As is the case looking at outright yield considering
risk adjusted roll and carry (see next slide).

Enter curve steepeners

¢« The ASW-curve has flattened significantly, (see
top graph to the right)with the 6-year and 10-year
trading at almost equal levels. In a historical
perspective its clear that QE has been a driver
behind this development, and thus as we
approach the end of QE we would expect the
ASW curve to steepen. Here the NETHER 6-year is
attractive vs the 10-year.

* The yield-curve has also flatten, and the 10s6s is
approaching the lows seen in August 2016, and
we therefore have to go back to April 2015 to find
lower levels.

* Interestingly the 10s6s is also at a lower absolute
level when looked at in a historical context, than
when compared to the 10s5s.

* Analternative would be to go short 10-year DBR,
but in a steepening scenario we would expect that

the 10-year NETHER would widen more than DBR.
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4 In the calculation the horizon is 3 months:
Carry = (yield-repo))/4

Roll = (yield at T - yield at T - 3 months) * (duration at T - 3 months)

Risk adjusted roll and carry:
(Roll + carry) / duration at time T

Nord
T-1= now — one year => meaning the rate one year from today. or eo

Repo=-40bp (ECB repo level)
We assume unchanged curves, and calculations are done on a generic curve.



NETHER ASW and yield curves

ASW curve

¢ Onthe ASW-curve it is clear that the NETHER 10-
year offers a pickup relative to the surrounding
bonds.

We estimate that there in ASW-terms is a new
issue premium of 3.5-4bp.

Yield curve

*  Outright on the yield curve the picture is similar
with swaps, and we find there is a new issue
premium of 3.5-4bp.

*  Measured by risk adjusted roll and carry it is also
clear that the NETHER 0%JUL2024 offers the
highest value on the Dutch curve.

* In absolute terms the new 10-year offers more.

Bps ASW curves
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5 In the calculation the horizon is 3 months:
Carry = (yield-repo))/4 T=now Nord el

Roll = (yield at T - yield at T - 3 months) * (duration at T - 3 months)

Risk adjusted roll and carry:
(Roll + carry) / duration at time T

T-1= now — one year => meaning the rate one year from today.
Repo=-40bp (ECB repo level)
We assume unchanged curves, and calculations are done on a generic curve.



NETHER curve movement (past 90 days)

The yield curve |:'c;0 NETHER bond yield development (90D)

« Yields in general lie at levels close to the 125 — =
lower bound observed during the past 90 o o _/X—*’*
days. 050 e S

« The most recent high in 2018 was seen at ot I ’:@w‘" |
the beginning of February, where the 025 | _ ;,,2——*"“‘"“' U
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since fallen almost 25bp. .00
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Appendix
2018 Supply outlook: Decreasing in volume

« A steady budget surplus is expected for the entire four year term of the new government (EMU-
balance of 0,5% of GDP in 2018). This includes expectations of new policies (tax cuts and
increased spending), which will make public finances less positive than previously expected.

* NETHER bond supply will decrease to EUR 23-29bn, which points towards a possible reduction
of EUR 6-7bn compared to 2017’s EUR 32.5bn (2017 target was set at EUR 30-35bn). Taking into
account the possibility of further selling of the governments stake in ABN Amro we expect final
supply to end in the lower half of the target. Overall Dutch government paper supply has fallen
from EUR 60bn (or more) in recent years to currently EUR 50bn or possibly less.

* An active buyback strategy also in 2018 in bonds with a remaining maturity of up to 2 years,
which in 2017 amounted to EUR 4.3bn. Hereof EUR 3.7bn matures in 2018 implying an increase of
the funding needed to complete the buyback.

« Benchmark volumes will be reduced. On maturities of up to and including 10-years, the new
target is at least EUR 12bn within a year (can be increased), instead of the current EUR 15bn. On
bonds longer than 10-years the new target is at least EUR 10bn, but not necessarily within 1 year.

« Auction target volumes will be reduced. Lower supply has resulted in the DSTA reducing target
auction volumes to EUR 1.5-2.5bn from EUR 2-3bn.

e Details on 2018 supply
— 7Y; re-opening of the 0%15JAN2024
— 10Y; a new 10-year benchmark 0.75%15JUL2028
— 15-30Y; reopening the 2033 and/or 2047 or a new bond
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Appendix

2018 Supply outlook: ... But duration is higher

Borrowing requirement 2018 (€ bn) Key take-a-ways
Capial market redemptions 2018 65  The total borrowing requirement is EUR
Money market ultimo 18.6 53.5bn.
Cash surplus -3.6
Total funding 535 « The split is almost 50/50 between bonds
Source: DSTA, Nordea Markets and T'b|l|.5
Bonds vs T-bills 2018 (€ bn) « Compared to 2017 the DSTA has decided
Issuance of DSLs 23-29 not to issue at the 5-year point. This
Money market ultimo 24.5-30.5 implies that the average weighted
i NG S maturity of supply in 2018 will be higher
Source: DSTA, Nordea Markets than in 2017
Bond supply 2018 (€ bn)
7Y; reopening minimum EUR 8.6bn 9 « Thereis a high probability that final 2018
10Y: new 10-year benchmark 12-15 supply will lie in the lower range of the
15-30Y; reopening or new DSL 2-5 target, not least when judging from
Total DSL funding 23-29 previous years.
Source: DSTA, Nordea Markets
. . . . Planed Planed Realized Planed Realized
Historical funding (planed/realized) | 10 ey | 2017 (6bn) 2017 (€bn) | 2016 (€bn) 2016 (€ bn)
Issuance of DSLs 23-29 30-35 325 25-30 26.6
Money market ultimo 245 -305 244 -294 18.6 28.2-33.2 18.9
Total funding 535 59.4 52.5* 58.2 452

* Including cash proceeds on bonds not sold at par (EUR 1.4bn)

Source: DSTA, Nordea Markets
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Thank you!

Uffe Kalmar Hansen, Chief Analyst
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Disclaimer

Origin of the publication or report

This publication or report originates from: Nordea Bank AB (publ), including its
branches Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, Nordea Bank AB
(publ), filial i Finland and Nordea Bank AB (publ), filial i Norge (together “Nordea”)
acting through their unit Nordea Markets.

Nordea Bank AB (publ) is supervised by the Swedish Financial Supervisory Authority
and the branches are supervised by the Swedish Financial Supervisory Authority and
the Financial Supervisory Authorities in their respective countries.

Content of the publication or report
This publication or report has been prepared solely by Nordea Markets.

Opinions or suggestions from Nordea Markets may deviate from recommendations or
opinions presented by other departments in Nordea. The reason may typically be the
result of differing time horizons, methodologies, contexts or other factors.

Opinions and price targets are based on one or more methods of valuation, for instance
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

All opinions and estimates in this publication or report are, regardless of source, given
in good faith, and may only be valid as of the stated date of this publication or report
and are subject to change without notice.

No individual investment or tax advice

The publication or report is intended only to provide general and preliminary information
to investors and shall not be construed as the basis for any investment decision. This
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
not intended as a personal recommendation of particular financial instruments or
strategies and thus it does not provide individually tailored investment advice, and does
not take into account the individual investor’s particular financial situation, existing
holdings or liabilities, investment knowledge and experience, investment objective and
horizon or risk profile and preferences. The investor must particularly ensure the
suitability of an investment as regards his/her financial and fiscal situation and
investment objectives. The investor bears the risk of losses in connection with an
investment.

Before acting on any information in this publication or report, it is recommendable to
consult one’s financial advisor.

The information contained in this publication or report does not constitute advice on the
tax consequences of making any particular investment decision. Each investor shall
make his/her own appraisal of the tax and other financial merits of his/her investment.

Sources

This publication or report may be based on or contain information, such as opinions,
recommendations, estimates, price targets and valuations which emanate from:
Nordea Markets’ analysts or representatives,

Publicly available information,

Information from other units of Nordea, or

Other named sources.

To the extent this publication or report is based on or contain information emanating
from other sources (“Other Sources”) than Nordea Markets (“External Information”),
Nordea Markets has deemed the Other Sources to be reliable but neither Nordea,
others associated or affiliated with Nordea nor any other person, do guarantee the
accuracy, adequacy or completeness of the External Information.

The perception of opinions or recommendations such as Buy or Sell or similar
expressions may vary and the definition is therefore shown in the research material or
on the website of each named source.

Limitation of liability

Nordea or other associated and affiliated companies assume no liability as regards to
any investment, divestment or retention decision taken by the investor on the basis of
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
rates of exchange may have an adverse effect on the value, price or income of or from
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.
When investing in individual shares, the investor may lose all or part of the investments.
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Conflicts of interest

Nordea, affiliates or staff in Nordea, may perform services for, solicit business from,
hold long or short positions in, or otherwise be interested in the investments (including
derivatives) of any company mentioned in the publication or report.

To limit possible conflicts of interest and counter the abuse of inside knowledge, the
analysts of Nordea Markets are subject to internal rules on sound ethical conduct, the
management of inside information, handling of unpublished research material, contact
with other units of Nordea and personal account dealing. The internal rules have been
prepared in accordance with applicable legislation and relevant industry standards. The
object of the internal rules is for example to ensure that no analyst will abuse or cause
others to abuse confidential information. It is the policy of Nordea Markets that no direct
link exists between revenues from capital markets activities and individual analyst
remuneration. Research analysts are remunerated in part based on the overall
profitability of Nordea Bank, which includes Markets revenues, but do not receive
bonuses or other remuneration linked to specific capital markets transactions. Nordea
and the branches are members of national stockbrokers’ associations in each of the
countries in which Nordea has head offices. Internal rules have been developed in
accordance with recommendations issued by the stockbrokers associations. This
material has been prepared following the Nordea Conflict of Interest Policy, which may
be viewed at www.nordea.com/mifid

Important disclosures of interests regarding this research material as well as
recommendation changes in the past 12 months are available at:
https://research.nordea.com/FICC

Distribution restriction

The securities referred to in this publication or report may not be eligible for sale in
some jurisdictions. This research report is not intended for, and must not be distributed
to private customers in Great Britain or the US.

In Singapore, this research report is intended only for, and may be distributed only to,
accredited investors, expert investors or institutional investors who may contact Nordea
Bank AB Singapore Branch of 138 Market Street, #09-01 CapitaGreen, Singapore
048946.

This publication or report may be distributed by Nordea Bank Luxembourg S.A., 562
rue de Neudorf, L-2015 Luxembourg which is subject to the supervision of the
Commission de Surveillance du Secteur Financier.

This publication or report may be distributed by Nordea Bank, Singapore Branch, which
is subject to the supervision of the Monetary Authority of Singapore.

This publication or report may not be mechanically duplicated, photocopied or
otherwise reproduced, in full or in part, under applicable copyright laws.
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