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Market Pulse DKK:
Estimated prepayments of DKK 59bn — are preliminary
prepayments aligned herewith? And is issuance a concern?

« 30Y refinancing rates have declined significantly such that our prepayment model estimates DKK 59bn for the
July term (excluding subsidized housing). Preliminary prepayments from Monday however points to a slightly
lower number. We believe that the very recent drop in rates is slowing preliminary prepayments and that they
will accelerate over the next six and a half weeks such that the estimate of DKK 59bn will be realized

« We are not particularly concerned that increasing issuance starting already next week, with quarter end issuance
will stress the market. The main reason for that is the indirect QE of 1.8% (subsidized housing buy-back) in the
callable segment combined with the fact that all other risk premiums are reduced or even eliminated

We reiterate our recommendation of being long the callable segment
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Chief Analyst
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We predict DKK 59bn in prepayments for the July term (excl. subsidized housing)

The low refinancing rates wasn’t seen at the April term but is expected to be fully factored in at the July term

Yield on price-98 callable bond recent two years

The 30Y refinancing rate have been declining since the start of
the year. The effect of this wasn’t really seen in the prepayments
at the April term (DKK 28bn) due to the notification date, 1
February

240 4

N
w
o

o
[y
o

N

[

o
L

With more than six weeks left to the next notification date for the
July term (1 May) we will most likely see the full effect of the large
drop in rates in prepayments. Currently 1.5%50 trades at 98.4
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Applying our prepayment model* on the current yield level we get

an estimate of DKK 59bn for the July term. Using our ML-model Prepayments for the July term assuming different
we get a slightly lower number. This number is without the changes in refinancing yields

announced prepayments of DKK 17.9bn stemming from 140 — PP model

refinancing of subsidised housing PP model + subsidised housing
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Further decrease in the refinancing rate will increase
prepayments, but the full impact as illustrated in the lower chart
will most likely not be factored in fully at the July term, since the
borrowers reaction time is somewhat slow
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Estimated prepayments (DKKbn)

Rewinding to the same point in time one quarter ago (30-35bp
higher refinancing rates) the model predicted some DKK 30bn in
prepayments which is very close to the realized amount of DKK
28bn.)

s
(=1
L

—-40 -30 -20 -10 0 10 20 30 40
Change in refinancing rate (bp)

> *We have used the new prepayment model that will be released when the new Nordeo

callable bond model is launched later this year if everything proceeds as planned




The information in preliminary prepayments points to lower prepayments
We expect that preliminary prepayments will accelerate fast and that the model estimate will be reached

Historical relations between preliminary prepayments

We have previously shown that systematic usage of preliminary and final prepayments plotted against days to the
prepayments can improve accuracy and reduce potential bias notification date
when predicting prepayments (here) | U R : e
Including the preliminary prepayments from Monday we get an ©?
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Expected prepayments on the 2.5%47's using the
model without and with preliminary prepayments
The table shows model predictions of prepayments on 2.5%47’s PP model PP model incl. prelim pp
and it also illustrates that the preliminary prepayments points to NYK 2.5%47 133 122
slightly lower prepayments that what the base model predicts NDA 2.5%47 133 12.4
RD 2.5%47 12.9 115
JYSKE 2.5%47 13.5 12.4
NYK 2.5%47 13.3 12.2
NDA 2.5%4710 15.1 13.7
RD 2.5%4710 13.9 115
JYSKE 2.5%4710 14.1 11.8
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https://e-markets.nordea.com/#!/article/46977/undefined

Issuance will increase as prepayments accelerate

The quarter end issuance next week will supply the market with DKK 7bn and kick off an April with high
issuance as a consequence of high prepayments

Next week we expect that the quarter end issuance to be around DKK 7bn in callables. This will be the starting point of many
weeks to come with high issuance as the prepayments will accelerate. Thus we expect that the Q2 issuance will be 30bn higher
than the last many quarters and end up at DKK 85bn all else equal (see chart below)

Due to the reduction in the segment as subsidised housing loans are refinanced into government bonds, we are not particularly

concerned about issuance pressure and we reiterate our recommendation of being long the callable bond segment (read more
here and here)

Accumulated issuance in callables per quarter

Accumulated issuance (DKKbn)
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Disclaimer

Nordea Markets is the commercial name for Nordea’s international capital markets operation.
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 without the prior written consent from Nordea Markets.
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