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dynamics, as investors and dealers reduce risk. More crucially it is likely to be
related to the increased supply of duration from peripheral issuers, We had
highlighted over the last few weeks that peripheral countries were likely to
increase the duration of their new issuance to raise the average maturity of
their outstanding debt back to pre-crisis levels. We expected the increase in
duration to be a headwind to the spread tightening trend, but not to lead to a
spread widening. On closer inspection, the duration supply could actually be
quite meaningful. Indead, Spain and |taly have increased the maturity of their
issuance in 2015 by 2.5-3.0 years relative to 2014, If this increase in maturity is
maintained for the duration of the QE programme, Spain and Italy would be
issuing significant additional duration to the market relative to last year (see
the table below and Euroland Strategy for more details). In fact, for Italy, the
duration supply could be comparable to the duration taken out by the ECE. Of
course, some maturity extension was likely to have bean expected and already
priced in by the market. Also, the maturity increase from Italy and Spain may
be particularly high at the moment and may decelerate. Nonetheless, this
simple calculation suggests that the magnitude of the duration supply could be
material.

Duration supply in the paripheary could be matarial
{t 13

Entismiked Gross

Spproxiinaie FCR

suppdy Mar-15 poby im LIE I 10%

Sap-1G Bk
Italy 427.5 1355 1241
Spain 142.0 34,1 867
France 3462 -7 =211 1301
Germary 2549 -0,2 .6 146.2

Soisce Deutichs Bk, B8 Misitvy of Frarces, Slearmnbarg fraaica LR

For core countries, there has been no supply response so far. Germany is
unlikely to adapt its issuance to market conditions. However, France could
prove to be more opportunistic. MNet selling could come from non-domestic
investors as these are the ones who have increased their ownership of core
rates during the crisis. As we discussed last week, there are fewer incentives
for Japanese investors to hold EGBs at these relative yield levels. For instance,
the France-Japan 10Y spread has tightenad from over 200bp in 2011 to less
than 15bp today. Japanese investors may thus reduce their current holdings
{which consists mostly of France) once the new fiscal year starts next week.

Vol adjusted carry is more attractive in the belly of the iEonia ks proving to be relatively sticky given the increase
Halian curve Hequiddity
e 3 carry and roll down (ILHS) 120%
am . 00000 e 3N realised vol IRHS) . 70,0 Vo= 2 E0SEy T & Jan- 40 to Dec-12
100% F=07613
B0 1 {800 % . Jan- 13 crwwards
T D% i
L 500 = * W
80 - : £ ‘ - B Current
- BB paiod
&0 i 400 g " & pani
£ .k - Powar Uan-13
40 Lano L 0% L ] errwards
30 - 8 ée ¢
- 200 ‘I—' o I et ‘t\.'._. »
70 - "’",M*.-—n--_t
® Eowe o o »‘m‘- -
=100
10 o
00 L o0 2 We 200 00 400 EO0 600 OO 800
BTPS43/4 BTPS1.05 BTPS215 BTPS 212 BTPS4 34 Exce s liquidity in EUR bn
OEOIN7 1203 12N& 12/01/24 080144
Sowree Daurscha Bank, Sloamierg Fnancs LP Soirce Daurschs Bavd, BCE, Bloombang Fnancd LF
Page 42 Deutsche Bank Securities Inc.
CONFIDENTIAL - PURSUANT TO FED. R. CRIM. P. 6{e) DB-SDNY-0087423
COMFIDENTIAL SDNY_GM_00233607

EFTA01385955



