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Volatility has declined during the past month, yet
key events lurk on the horizon. In particular certain
segments of the EUR vol grid have declined markedly.
We review three key events to the vol market ahead of
year end and recommend a 3M10Y atmf payer swaption.

Volatility hovering just above all time low

In the past week we have noted a significant drop in volatility, in
particular in the swaption volatilities with short expiries (chart 1).
As a consequence of declining volatilities, volatility positions are
surprisingly cheap ahead of focal events in the near future. The
general trend has been that volatilities in the top right corner of the
volatility grid have declined during the previous weeks (table 1,
red cells). Z-scores in bracket also point to relative cheapness of
volatility when compared with the previous 90 days.

The trade – 3m10y atmf swaption

We find the current pricing of the top right corner of the EUR
vol grid to be very cheap, reflecting the move during the past
week (table 1). As we view the risk to be skewed to the upside we
particularly like the 3m10y payer swaption (ATMF strike of 0.44).
The pricing suggests that the 10Y swap only needs to sell off by
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around 9bp for being in the money. Such a “minor“ move could
be caused even without an isolated driver. The strong move on
Bloomberg’s ECB taper story caused a surprisingly stark selloff of
10bp which continued another 5bp during the following days just
shows that the markets can react in an irrational fashion with low
liquidity, despite no new info.

The background

Volatility in the euro rates markets declined during the past weeks.
In fact, on Friday the 10Y EUR swap rate traded in a very narrow
intraday band of less than 3bp (Chart 2). This has only happened
three times earlier this year.

Historical low volatility is likely to rebound higher as several key
events in the near future can stir up volatility until year end and
possibly into early January.
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We therefore find that there are three distinct triggers that could spur significant
volatility:

1)POTUS - The 8 November US presidential election (8 Nov):

The current polls point to a Clinton win in the upcoming US
election although a Trump win would spike volatility. We believe
it is too soon to call the election as lessons from the Brexit vote
from late June showed that polls are not always conclusive. Note
that in case of a Trump win, receiver swaption positions would be
preferred, unlike the position proposed above.

2)ECB meeting - The monetary policy meetings in December by the
ECB (8 Dec):

There is no clear consensus on the upcoming changes from the
ECB’s monetary policy meeting in December. A recent Bloomberg
poll from prior to the ECB meeting last week among economist
only forms a consensus on an extension of the asset purchase
programme (Chart 3). Last week’s meeting did not provide new
evidence of changes to the ECB programme. Note that in the 17
October survey, around 60% of economists expects a removal of
the deposit floor restriction (not shown in chart).

3)FOMC meeting - The Fed’s equivalent 14 Dec, table below. On
top of that, year-end effects could also play an important role for
volatility (14 Dec): 

The final focal event of the year is the FOMC meeting on 14
December. Fed fund futures point to around 70% probability
of a hike, but the focal point will also be the communication of
the central bank. In particular the dot plot which has recorded
significant revisions during the previous meetings.

Year-end effects
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Despite the obvious triggers above, recall the year-end effects
approaching in a low liquidity market. As liquidity has dried up,
quotes could likely be somewhat wider than historical patterns.
History shows that volatility tends to drop in the final month of the
year compared to the previous 11 months, but as we have crucial
ECB and FOMC meetings one should be cautious to rely on these
results.

https://nexus.nordea.com/#/research


Disclaimer and legal disclosures for investment recommendations
Origin of the publication or report 
This publication or report originates from: Nordea Bank AB (publ), Nordea Bank Danmark A/S, Nordea Bank Finland Plc 
and Nordea Bank Norge ASA (together the “Group Companies” or “Nordea Group”) acting through their unit Nordea 
Markets. 
The Group Companies are supervised by the Financial Supervisory Authority of their respective home countries. 
 
Content of the publication or report 
This recommendation has been prepared solely by Nordea Markets. 
Opinions or investment recommendations from Nordea Markets may deviate from one another or from 
recommendations or opinions presented by other departments or companies in the Nordea Group. This may typically be 
the result of differing time horizons, methodologies, contexts or other factors. 
Investment opinions, ratings, recommendations and target prices 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, ratings, 
recommendations, target prices and projections in research cited or reproduced appear in the research material from the 
named sources. The date of publication appears from the 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 recommendation are, regardless of source, given in good faith, and may only be valid at 
the stated date and time of this recommendation and are subject to change without notice. This recommendation has 
not been disclosed to the issuer directly or indirectly. 
 
No individual investment or tax advice 
The recommendation is intended only to provide general and preliminary information to investors and shall not be 
construed as the basis for any investment decision or strategy. This recommendation has been prepared by Nordea 
Markets as general information for private use of the investor to whom the recommendation 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 the recommendation does not constitute advice on the tax consequences of making any 
particular investment decision or strategy. Each investor shall make his/her own appraisal of the tax and other financial 
merits of his/her investment. 
 
Sources 
This recommendation 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 the Group Companies or other companies in the Nordea Group, or other named sources. 
To the extent this publication or recommendation 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 the companies in the Nordea Group, others associated or affiliated with said companies 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 link at the bottom of the page or on the website of each named source. 
 

Limitation of liability 
Nordea Group 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 recommendation. In no event will entities of the Nordea 
Group 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 financial instruments, the investor may lose all or 
part of the investments. 
 
Conflicts of interest 
Companies in the Nordea Group, affiliates or staff of companies in the Nordea Group, 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 author 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 the Group Companies 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 author will abuse or cause others to abuse confidential information. It is the policy of 
Nordea Markets that no link exists between revenues from capital markets activities and individual analyst remuneration. 
The Group Companies are members of national securities dealers associations in each of the countries in which the 
Group Companies have their 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. 
 
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 US persons or within the US. 
With respect to Singapore, this research report is intended only for, and may be distributed only to, accredited investors, 
expert investors or institutional investors in Singapore who may contact Nordea Bank, Singapore Branch of 3 Anson Road, 
#22-01, Springleaf Tower, Singapore 079909. This publication or report may be distributed by Nordea Bank, Singapore 
Branch, which is subject to the supervision of the Monetary Authority of Singapore. 
With respect to Luxembourg, 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. 
With respect to UK, this publication or report may be distributed in the UK to institutional investors by Nordea Bank AB, 
London Branch of 6th Floor, 5 Aldermanbury Square, London, EC2V 7AZ, which is authorised by Finansinspektionen 
(Financial Supervisory Authority) in Sweden and subject to limited regulation by the Financial Conduct Authority and 
Prudential Regulation Authority in the United Kingdom. Details about the extent of our regulation by the Financial 
Conduct Authority and Prudential Regulation Authority are available from us on request. 
This publication or report may not be mechanically duplicated, photocopied or otherwise reproduced, in full or in part, 
under applicable copyright laws. 
For disclosures and disclaimers, visit https://nerw.nordea.com/nerw/compliance 
 



Recommendation

Buy

Sell

Hold

Other

Conflicts of interest

Recommendation changes in the past 12 months

Author(s) Date issued ISIN Recommendation Entry price Price target Valid until

Piet Philip Christiansen 01/07/2016 Buy 5y5y EUR vs. Sell 5y5y USD 92 115

Piet Philip Christiansen 13/07/2016 Buy EUR 5y5y swap vs. EUR 15y5y swap 38 64

Piet Philip Christiansen 18/07/2016 Buy EUR 5Y3Y swap vs. EUR 15Y10Y swap 49 80

Piet Philip Christiansen 29/07/2016

Sell EUR 2y5y 0.40% payer swaption


Buy EUR 2y30y 0.90% payer swaption


Sell EUR 2y30y 1.32% payer swaption

Piet Philip Christiansen 09/08/2016 FI4000197959, FR0013131877

Buy: France 5/26 at 0.151%


Sell: Finland 4/26at 0.033%


Spread 11.8bp

11.8 6

Piet Philip Christiansen 18/08/2016 FR0013131877, BE0000337460
Buy: France 5/26 at 0.151%


Sell: Belgium 6/26 at 0.133%
-1.8 2

Piet Philip Christiansen 24/08/2016 Pay 2y1y EONIA

Piet Philip Christiansen 26/08/2016
Sell 1Y10Y 0.1% receiver and buy 1Y10Y 0.5% 

0.775% payer spread (ref atmf: 0.408%)

Piet Philip Christiansen 16/09/2016

Sell SGBi 3109 BEI at 1.44%


Buy DBRi 0.5% 26 BEI 0.77%


Ref: BEI spread at 0.67%

Piet Philip Christiansen 21/09/2016 Receive 1Y2Y EURSEK Buy 24.5

Piet Philip Christiansen 07/10/2016
Pay 5y5y USD swap vs. receive 5y5y EUR 

swap
104 120

Piet Philip Christiansen 26/10/2016
Payer ATMF swaption on upcoming events until 

year end

Piet Philip Christiansen 26/10/2016
Payer ATMF swaption, in case of a Trump win 

in US presidential election

-
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