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Refinancing auctions next week

• NYK, NDA and JRK will hold their refinancing auctions next week, 
jointly issuing DKK 35 billion-worth of FRNs and DKK 19.5 billion-
worth of bullets.

• RD and DLR will follow with their auctions (26-28 May), where total 
issuance is just under DKK 41.5 billion-worth of FRNs. 

• A full overview of the upcoming week's auctions is available in the 
right-hand table. The auction calendar can also be accessed here
(PDF) or here (XLS) 

• We will host our regular walkthrough of next week's refinancing 
auctions on Wednesday, 13 May at 9:30am via Microsoft Teams. 

• Feel free to reach out to us or your sales contact for further 
information, including access link to the Teams meeting.

https://www.nykredit.dk/globalassets/cib/fixed-income-research/sftp/refinansieringsauktioner/auctioncalendar.pdf
https://www.nykredit.dk/globalassets/cib/fixed-income-research/sftp/refinansieringsauktioner/auctioncalendar.xls
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Bullets: Spreads vs DESTR

4.5Y bullets YCS vs Senior Financials 

• The prospect of nearly DKK 20 billion in auction offering next week did not 
affect bullets last week, which tightened in spread. 

• Performance was likely driven by the positive tone in credit markets and 
European covered bonds.

• The slope of the bullets-DESTR spread curve remains largely unchanged, 
as performance was broadly unchanged across the curve.  

Auction offering fails to unsettle 
bullets 
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Bullets and EUR covered bonds: Spreads vs ESTR

Hedged and funded HPR (vs 3M swap)

• Bullets already looked expensive relative to alternatives such as European 
covered bonds and Swedish bostäder even before last week's 
performance. 

• Although European covered bonds also performed well last week, the 
bullets outperformed and are now trading richer than German covered 
bonds, measured on swap spreads, see the top chart. 

• Similarly, there is also significantly more hedged and funded HPR 
available in Swedish bostäder (see bottom chart). 

• We therefore consider bullets to be too expensive at current levels and 
expect spread widening over the next weeks. 

• Furthermore, we continue to expect the bullets-DESTR spread curve to 
flatten. However, the larger auction offering in 5Y bullets relative to 3Y 
bullets and 1Y bullets may support the current slope of the spread curve. 

Bullets look expensive relative to 
alternatives 
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Break Even Prepayments vs MOAD Eq Bullets

• Callable bonds delivered solid performance across coupon buckets last 
week, with the strongest performance seen in both high and low-coupon 
bonds, while OTR callables gained only 1-2bp. 

• The 5% bonds benefited from the fact that prepayments at the July 
payment date came in low, averaging around 9%, although notably higher 
for RD, which recorded prepayments of around 15%. 

• The strong performance has also reduced the breakeven prepayment 
rate vs duration-equivalent bullets back to around 20%. 

• We continue to expect prepayments to gradually decline into the coming 
payment dates and therefore still view the 5% bonds as offering attractive 
relative value vs duration-equivalent bullets. 

Good week for 5% bonds  
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OAS Price 98 Callable vs Gen 5Y Bullet (Start 08 May 24)

Bullets: Spreads vs DESTR

• Last week, we opened a recommendation of 5Y bullets against OTR 
callables (including swap overlays EU1030 or EU051030, to 
hedge/replicate the volatility exposure), as we considered callables to be 
expensive relative to 5Y bullets. 

• The strong performance in 5Y bullets last week has reduced the asset-
swapped carry roll-down in 5Y bullets, making them less attractive relative 
to callables. 

• However, OTR callables started the week with performance of around 
3bp and therefore once again appear somewhat expensive. 

• While we see potential for spread widening in 5Y bullets, we still prefer 
them over OTR callables at the current levels.

Still prefer 5Y bullets over callables
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Closing effects – a myth from the old days? 

• In some prepayment models, the change of maturity class leads 
to a closing effect in bonds that are closing for issuance.

• The closing effect arises from the transition from CK91, which 
assumes evenly distributed issuance over the entire opening 
period, to CK94, which reflects actual cash flows. 

• In Nykredit's prepayment model, CKNYK is applied, combining 
CK94 with future issuances estimated using Nykredit's pricing 
model. As a result, the closing effect is virtually non-existent 
(OAS CKNYK and OAS CK94). 

• In other prepayment models, bonds with shorter cash flows than 
implied by CK91 will "mechanically" see higher OAS levels as a 
consequence of the transition from CK91 to CK94. 

• We have previously shown that bonds facing the largest 
"mechanical" increase in OAS tend to perform in price as they 
approach closing. 

• If the closing effect is not fully priced in ahead of closing, the 
bonds tend to cheapen at closing and remain cheap 
subsequently. 

• The right-hand table shows the 20 bonds currently facing the 
largest potential closing effect. 

• However, it should be noted that several of these series are 
small, which may make it difficult to realise the potential gains 
from the closing effect in practice. 

Obligation OAS CKNYK OAS CK94 OAS CK91 Potentiel "lukkeeffekt" (bp) OAS risk Potentiel kurseffekt Cirkulerende mængde
3% NDA 2046 A 19.8 20.1 9.9 10.3 19.8 2.0 1065
4% NDA 2046 A 10.5 10.5 2.9 7.6 10.5 0.8 1358
3.5% BRF 2056 DA 9.9 10.2 2.6 7.6 9.9 0.8 436
3% RD 2046 A 17.0 17.3 9.8 7.5 17.0 1.3 1564
5% BRF 2046 A 54.3 54.9 48.6 6.4 54.3 3.5 536
5% NDA 2046 A 52.5 52.7 46.7 6.0 52.5 3.2 143
5% BRF 2056 DA 17.4 17.2 11.8 5.4 17.4 0.9 1841
4% RD 2046 A 7.6 7.5 2.3 5.2 7.6 0.4 2048
3.5% BRF 2046 A 19.6 19.7 14.6 5.1 19.6 1.0 2374
1% RD 2056 A 47.3 47.3 42.3 5.1 47.3 2.4 2192
4% RD 2056 DA 4.5 4.5 -0.4 4.9 4.5 0.2 16859
5% RD 2056 DA 13.5 13.3 8.4 4.8 13.5 0.7 1926
5% NYK 2056 DA 9.9 9.6 4.9 4.7 9.9 0.5 4609
5% NYK 2046 A 34.2 34.8 30.2 4.6 34.2 1.6 808
4% NYK 2046 A 8.9 8.9 4.5 4.4 8.9 0.4 7114
6% BRF 2056 DA 92.0 95.7 91.5 4.2 92.0 3.9 39
6% BRF 2056 A 124.9 125.7 121.5 4.2 124.9 5.3 44
4% BRF 2046 A 9.5 9.5 5.5 4.0 9.5 0.4 1349
3.5% DLR 2056 A 9.2 9.2 5.4 3.8 9.2 0.4 1201
5% NDA 2056 DA 10.9 10.9 7.1 3.8 10.9 0.4 1025
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Recommendations

• Our recommendation of 5Y bullets vs OTR callables and of 5'56 vs 
duration-equivalent bullets are both in the money following last 
week's developments. 

• We still see potential in both recommendations and maintain our 
position. 

• Our recommendation of 5Y bullets vs 1Y bullets delivered a 
modest gain last week, but remains out of the money. 

• We still believe in a flattening of the bullets-DESTR spread curve 
and maintain our recommendation. 

Outlook recommendations

Current recommendations

5Y bullets vs OTR callable incl Swap overlay 
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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 Bank 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%
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