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OATs have widened - now what?
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e German/French yield spreads have doubled this year!

Marketing communication

e 5-year probability of French default up from about 2.6% to 6.4% in September

e Very moderate spillover to Danish covered bonds.

French risk premiums rose considerably during late summer. French 5Y CDS moved from around 31bp at the beginning of August to
just over 77bp in early October, while the market-implied 5-year probability of default increased from about 2.6% to 6.4%. At the
same time, OAT spreads widened sharply, driven by both political and fiscal uncertainty as well as technical market pressure. The
turbulence also spilled over into the European covered bond market, but Danish bullets have so far shown relative resilience and

have only been moderately impacted.
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Significant spread widening in covered bonds relative to DBR and DGB.

Source: Bloomberg, Nykredit Markets

4.5Y bullets YCS vs senior financials
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Spread between bullets and generic senior financials of around -4bp.

Source: Bloomberg, Nykredit Markets

French government bond yields have risen markedly, and par-
ticularly, the spread to German government bonds has wid-
ened. This primarily reflects a rising political and fiscal risk pre-
mium on France.

The market remains uncertain as to whether the government
can secure a majority behind a credible budget for 2027. The
plan to bring the deficit down towards 5% of GDP requires sub-
stantial savings, but it remains unclear how much of the consoli-
dation can realistically be implemented politically.

In 2027, the presidential election is approaching, and uncer-
tainty is increasing over both the economic policy of the next
government and the prospects for a stable parliamentary major-

ity.

Large stop-loss selling in OAT futures

The latest interest rate movements, however, appear larger
than can be explained by the political news flows alone. OAT-
Bund spread widened by almost 15bp yesterday without any
significant new headlines.

This suggests that market positioning has also played a signifi-
cant role. Large stop-loss selling in OAT futures, combined with
few investors being willing to buy the dip, is likely to have ampli-
fied the move.

The increase in French yields is thus a combination of a higher
structural risk premium for fiscal policy and political uncertainty,
as well as short-term technical market effect.

French 5Y CDS rose from around 31bp at the beginning of Au-
gust to 77bp on 2 October, representing more than a doubling
over two months. The corresponding market-implied 5-year
probability of a French default has increased from approx 2.6%
t0 6.4%.

This move illustrates the sharp increase in the risk premium



investors demand for French sovereign debt/bonds — particu-
larly since mid-September.

The spillover effect from the French turbulence is evident in the
European covered bond market. Spreads have widened across
several countries, but the move is clearly largest in French cov-
ered bonds, where the 4.5-year spread vs €STR is now around
60bp.

Spanish and ltalian covered bonds have also been affected,
while German and Dutch bonds have been more resilient.

The move suggests that the market is pricing not only higher
French sovereign risk but also demanding a larger risk premium
on European financial credit and covered bonds more gener-
ally.

This is natural, as higher sovereign spreads affect both banks'
funding levels and relative value across the covered bond mar-
ket.

Danish bullets have also prompted a widening, but to a mark-
edly lesser extent. 4.5Y bullets are currently trading at around
35bp over €STR and around 40bp over Danish government
bonds, which remains low relative to French, Italian and Span-
ish covered bonds. Bullets are therefore still priced broadly in
line with Dutch and German covered bonds vs government
bonds, while Denmark is benefiting in the current environment
from its fiscal discipline.

As a result, the spread widening in bullets has also been
smaller than in senior financials.

The recent move has so far had only a moderate spillover effect
on Danish covered bonds. The French turbulence has lifted the
general level of spreads, but Danish covered bonds have so far
shown considerable relative resilience.
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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 posi-
tions 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 accord-
ance 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 as-
sumptions, 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.


https://www.nykredit.dk/globalassets/markets/ftp/markets/dk/fixed-income/bond_recom_disclaimer.pdf
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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 con-
flicts 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 invest-
ment recommendations:

Buy 50%

Sell 50%

As at 13.12.2024
Note: Distribution of our recommendations, which therefore add up to 100%.

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 pre-
sented 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. The rules prevent the use of taxpayers' money in times of crisis, meaning that banks will not be bailed
out by rescue packages paid by the public. Instead, losses will be borne by the shareholders and bondholders of crisis-stricken banks. This is called "bail-
in".

It may be difficult for investors to predict the implications of the complex rules, and a crisis may hit very suddenly. 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.
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