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• Severe OAS widenings on Thursday and Friday last 
week.

• Callables trade marginally on the cheap side relative to 
yields, volatility and iTraxx.

• This morning brought sharp increases in yields and 
volatility.

• Higher volatility will be priced into callables over the 
coming days.

OAS (4'56) vs iTraxx 

Have callables become marginally cheaper?



09-03-2026 3

• This morning's increase in short-term volatility 
(EUNE110) from 63.6 to 76.1 (19.65%) ranks among the 
largest percentage increases ever recorded.

• Short-term volatility, however, has only a modest 
impact on callables, whose volatility exposure typically 
lies in longer expiries.

• The exceptionally sharp rise in short-term volatilities will 
therefore only affect callables if it feeds through into 
longer-term volatility.

• If we hold volatility at the level seen immediately before 
the outbreak of the war, the OAS on a 4'56 would be 
nearly twice its current level.

OAS swap of NYK 4'56 with and without maintained volatility 

Short-term volatility surge beginning this morning 
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• 4'56 has declined from a price of roughly 101 at the 
beginning of last week to its current level of 98.5.

• A price drop of DKK 2.5 within just a week is 
exceptionally rare.

• We are, however, still some distance from seeing a new 
5'59 bond being opened, as such an issue would 
currently price at around 102.5.

• It is not customary for issuers to open half-coupon 
bonds when coupon levels are above 4%.

Price of NYK 4'56 

Significant price drops in callables last week 
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Swap-swap-swaption?

• In recent weeks, we have been looking at the possibility of hedging 
volatility, CVX and OAS in callables using swap overlays (read here
and listen here).

• EU051030 (a swap barbell) and EU1030 (a 10-30 curve-flattener) 
have, over the past decade, been able to enhance the 
risk/reward ratio of OTR callables to a degree comparable with 
an EUR10Y10Y (ATM swaption straddle).

• These three overlays are more effective at hedging low-
frequency than high-frequency fluctuations in financial markets, 
and they have primarily proved beneficial during periods of 
substantial market turbulence (notably in 2020-2022).

• Their ability to hedge day-to-day movements during shorter 
episodes of financial market unrest is more mixed.

• Over the past week, the 10-30 curve-flattener has been highly 
effective in hedging the losses experienced by a delta-vector-
hedged OTR callable bond – compare the dark-blue and grey 
lines in the chart.

• The EU051030 and EUR10Y10Y overlays have also provided 
solid support, though at roughly half the magnitude (light-blue 
and red lines, respectively).

https://www.nykredit.dk/globalassets/cib/fixed-income-research/analyser/2026/02/r_overlays_2026-02-16_da.pdf
https://open.spotify.com/episode/4Ru4wUzlsluwSEor1Ztn76
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Bullets: Spreads vs DESTR

Bullets and EUR covered bonds: Spread vs DGB/DBR

• Bullets have been losing ground since the middle of last week.

• The most pronounced spread widening occurred in 5Y bullets, and the 
bullets spread curve has therefore steepened further. 

• Longer-dated bullets also underperformed relative to comparable 
European covered bonds (vs government bonds). 

• Although continued losses in European covered bonds this week are likely 
to spill over into the bullet segment, we expect the impact to be more 
limited than last week. 

• Should the downturn in the equity market persist, some investors may be 
forced to sell part of their bond holdings to post additional collateral on 
their equity futures positions. 

• Such selling would likely concentrate at the short end of the curve and 
could place pressure on 1Y bullet spreads this week. 

• We already considered 1Y bullets to be expensive, and we had expected 
spread widening as net positions decline — the recent developments have 
not improved our outlook for these bonds.

• Over the longer term, lower issuance continues to favour 5Y bullets, and at 
current price levels they appear cheap relative to both shorter bullets, 
European covered bonds and callables.  

• We still prefer longer-dated bullets over shorter ones. 

No escape for bullets
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Linkers are making a return

• The DGBi'30 has been on something of a roller-coaster ride 
recently.

• Towards the end of 2026, it enjoyed a strong spell relative to 
nominal government bonds, driven by low and rising breakeven 
inflation.

• Following the low Danish inflation in January 2026 – primarily 
the result of reductions in electricity taxes – the bond 
subsequently lost ground again (as illustrated by the red arrow in 
the chart).

• In connection with the recent turmoil and oil price increases –
which have broadly raised inflation expectations – BEI has risen 
from around 1.40 to about 1.75, and the DGBi'30 has performed 
decently (see the green arrow).

Decomposed return on DGBi'30 (seasonally adjusted BEI)
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Callables continue to shrink – although less so than in 2025!

Prepayments back at the level from Q2-Q3 2025

+

Current net issuance unchanged compared to Q4 2025

=

Callables segment is shrinking at lower pace …

• Callables are still on track for a positive net issuance during Q1 2026 (issue minus buyback) of DKK 20-25 
billion.

• With total prepayments and principal payments of about DKK 28 billion at the April payment date net 
issuance for the quarter as a whole will be in the range of DKK -3 to -8 billion.

• It is (in absolute terms) somewhat less than the net issuance in the range of -16 to -18 billion seen in the 
last two quarters.
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Preliminary prepayments in 5'53 A (%)

The price of 3.5% bonds has moved away from attractive 
refinancing levels

• Where the price of 3.5'56 A had, up to and including the previous week, 
approached 97.5 – ie the level that gave a boost to prepayments in 5% 
bonds at the January payment date – it quickly went the other way last 
week.

• Today, the price is ticking down further, currently at just over 94.5.

• With the prepayment deadline at the end of April – and with plenty of 
scope for things to change before then – it is fair to say that we are, at 
present, a long way from a situation where July prepayments become 
problematic for 5% bonds.

• We have therefore opted not to wait for CK93 data from all issuers this 
week. The data we have (NDA, DLR and BRF) do not indicate that anything 
essential has occurred.

CK93: The level of excitement is now 
clearly manageable
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The large May FRN auction is set to be less substantial than 
expected ...
• On balance, FRNs of DKK 91 billion will mature at the July payment 

date.

• In 2023, 2024, and 2025, bonds maturing at the July payment 
date came to DKK 115-130 billion.

• The decline reflects issuers' efforts to reduce the size of 
prepayments – by (re)financing FRN loans with (slightly) longer-
dated FRNs.

• The size of prepayments is on a par with 2022.

• What will be issued?

• NYK is issuing two Cita 6M FRNs Jul29 plus a Cibor 6M capped 
floater Jul34 (cap of 5%).

• We do not yet know anything further about the other issuers.
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Seasonality in FRNs?

• FRN has held up well relative to  bullets during the current turmoil.

• However, we are approaching the time in the spring at which, in 
recent years, we have seen widening of the FRN-bullets spread 
(see top chart).

• This may be due to the large FRN auctions in May approaching 
and/or the net position declining at this time of year.

• This time, the net position is not set to be distinctly low (see bottom 
chart), and the large May auctions are not as large as they have 
been previously (see above).

• Nevertheless, we see a possibility/risk that FRNs could widen 
slightly vs bullets in March/April.

?
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Recommendations
• Our recommendation of 4'56 vs 5Y bullets has performed better 

over the last week than one might have feared.

• What the 4'56 loses in terms of volatility is largely offset by a gain 
relative to 5Y bullets due to the curve flattening we have seen. 
The recommendation has been moderately loss-making from 
the OAS movements.

• We maintain this recommendation.

• Our recommendation of 4'56 vs 5'56 and 1.5'53 IO has been loss-
making due to OAS, curve, and volatility.

• The current turmoil does not change the fact that we see greater 
value in 4'56.

• The current turmoil – and resulting increases in inflation 
expectations – has given DGBi'30 quite a comeback!

• We take profit and close this recommendation.

• Our recommendations of 5Y bullets vs 3Y and 1Y bullets continue 
to be slightly loss-making.

• We still see value in both recommendations and maintain them. 

• We are no longer positive on 1Y bullets after developments over 
the past week, and we therefore also maintain our 
recommendation of DESTR vs swap. 

• The recommendation is an expression of our view that 1Y bullets 
are too expensive. Investors looking to put money to work, 
should 5Y bullets (see above).

Open recommendations
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DISCLOSURE

This material was produced by Fixed Income Research, which is part of Nykredit Bank A/S ("Nykredit Bank" or "the Bank"). Nykredit Bank is a financial undertaking subject to the supervision of the Danish Financial 

Supervisory Authority.

Nykredit Bank participates in market-making schemes for Danish government and mortgage bonds and can, in its capacity as market maker, hold positions in Danish government and mortgage bonds.

Over the previous 12-month period, Nykredit Bank or companies of the Nykredit Group may have been lead manager or co-lead manager of any publicly disclosed offering of Danish government or mortgage bonds. 

Further information is available on request.

Nykredit Bank or companies of the Nykredit Group are not involved in corporate finance activities or any other investment services or activities or ancillary services for companies referred to in the material.

This material contains information recommending or suggesting an investment strategy and was not produced by an independent analyst. Instead, it was produced by strategic analysts, whose recommendations are 

based on their experience or knowledge in the financial area. It was not produced in accordance with regulation aiming to promote the independence of investment research and is therefore considered marketing 

material and not investment research. No prohibition applies to trading in any financial instruments referred to in the material prior to its dissemination.

Nykredit Bank and companies of the Nykredit Group have not entered into any agreement with the issuer on the production of this material. This material has not been presented, in full or in part, to the company.

This material was finalised and released for distribution for the first time on the date and time stated at the top of the material.

Financial models and methods used 

Calculations and presentations are based on ordinary econometric and financial tools and methods as well as publicly available sources. Assessments of Danish callable mortgage bonds are modelled using a 

proprietary model consisting of a stochastic yield curve model and a statistical prepayment model calibrated to borrowers' historical prepayment behaviour.

Recommendation and risk assessment structure for government and mortgage bonds (incl covered bonds)

Nykredit Bank typically focuses on isolating relative value in fixed income and derivatives markets. Therefore, the interest rate and/or volatility risks of the strategy are typically hedged through other bonds or derivatives 

(swaps, swaptions, caps, floors etc).

BUY: In our view, the bond pricing is fairly cheap relative to comparable alternatives in either the bond or the derivatives market. We expect that the bond will offer a higher return than any alternatives on a horizon of 

typically three months. 

SELL: In our view, the bond pricing is fairly expensive relative to comparable alternatives in either the bond or the derivatives market. We expect that the bond will offer a lower return than any alternatives on a horizon of 

typically three months.



Risk warning

Any assessments and recommendations made in this material may involve substantial risk. Such risk, including a sensitivity analysis of the relevant assumptions, is stated in the material. All investors should consider the 

purpose of their investment and make their own decisions as regards any kind of investment in financial instruments referred to in this material.

Regular updates of the recommendation are not scheduled, and any updates will therefore be on an ad-hoc basis.

Unless otherwise stated, all price information in this material is as at the trading day prior to the date stated on the front page.

For a list of all Nykredit Bank's government and mortgage bond recommendations in the last 12 months, including specific information on the individual recommendation, please see here.

Nykredit Bank has significant financial interests in relation to Nykredit Realkredit A/S in the form of general banking services and investments in bonds issued by Nykredit Realkredit A/S.

Nykredit Bank is a wholly-owned subsidiary of Nykredit Realkredit A/S. The material may contain a recommendation to buy bonds issued by Nykredit Realkredit A/S. This entails a conflict of interest between Nykredit 

Bank and customers, as Nykredit Bank has a particular interest in selling bonds issued by companies of the Nykredit Group.

Information about Nykredit Bank

Nykredit Bank has adopted internal rules to prevent and avoid conflicts of interest in the preparation of research and to ensure effective communication barriers. Analysts at Nykredit Bank are obliged to refer any 

communication that may affect the objectivity and independence of investment research to the Head of Research and the Compliance unit. Employees of Nykredit Bank must at all times be alert to any potential or actual 

conflicts of interest between Nykredit Bank and customers, between customers, and between an employee on the one hand and Nykredit Bank or customers on the other, and must endeavour to avoid conflicts of 

interest. Nykredit Bank has adopted a conflicts of interest policy on the identification, management and disclosure of conflicts of interest in connection with securities trading and related services provided by Nykredit 

Bank for customers. If becoming aware of circumstances that may constitute a conflict of interest, Nykredit Bank's employees are obliged to disclose such information to their line manager and to the Compliance unit, 

which will then determine how to proceed.

Fixed Income Research in Nykredit Markets operates independently of the units Debt Capital Markets & Sustainability and Financial Institutions Group and is organised independently of, and does not report to, any other 

business units of the Nykredit Group. Employees are remunerated partly based on Nykredit Bank's overall performance, which includes income from investment banking transactions, but do not receive bonuses or other 

remuneration directly related to specific corporate finance or debt capital transactions. Persons involved in the production of the material do not receive remuneration related to investment bank transactions conducted by 

companies of the Nykredit Group.

Distribution of recommendations

The table below shows the distribution of Nykredit Bank's direct investment recommendations in investment research on government and mortgage bonds in the most recent quarter. No significant investment firm 

services have been provided to issuers in the period. Current distribution of direct investment recommendations:

As at 13.12.2024

Note: Distribution of our recommendations, which therefore add up to 100%.

Recomm

endation
Buy 50%

Sell 50%



DISCLAIMER 

This material was produced by Nykredit Bank for the personal information of the investors to whom the Bank has distributed the material. The material is based on information available to the public and own calculations 

based on such information.

Nykredit Bank does not accept any liability for the correctness, accuracy or completeness of the information in the material. Recommendations are not to be considered as offers to buy or sell the financial instruments in 

question, and Nykredit accepts no liability for transactions based on information presented in the material.

Information on previous returns, simulated previous returns or future returns presented in the material cannot be used as a reliable indicator of future returns, and returns may be negative. Information on price 

developments presented in the material cannot be used as a reliable indicator of future price developments, and price developments may be negative. If the material contains information on a specific tax treatment, 

investors should bear in mind that the tax treatment depends on the investors' individual situation and may change in future. If the material contains information based on gross returns, such returns may be reduced by 

fees, commissions and other costs.

Nykredit Bank and/or other companies of the Nykredit Group may buy, sell or hold positions in securities referred to in the material, and these companies may be involved in corporate finance activities or other activities 

for companies referred to in the material.

This material may not be reproduced or redistributed without the prior consent of Nykredit Bank. 

Special rules on crisis management in banks (bail-in):

Special rules apply to crisis management in banks. Reglerne sikrer, at kriser ikke koster skatteyderne penge, hvilket betyder at banker ikke vil blive reddet af bankpakker betalt af det offentlige, og tab derimod skal bæres 

af aktionærer og obligationsejere i kriseramte banker. This is called "bail-in".

Betydningen af de komplekse regler kan være vanskelig at forudsige som investor, og en krise kan opstå meget pludseligt. If you invest in bank shares or securities issued by a bank, be aware of the special risk of a 

write-down or a complete loss of your investment. A potential or current banking crisis will also have a huge impact on the liquidity of your investments.

Nykredit Bank A/S – Sundkrogsgade 25 – DK-2150 Nordhavn – Tel +45 44 55 10 00 – Fax +45 33 12 04 34
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