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US Rates

Thematic trade ideas:

» Whites/Reds ED steepener

= 2y2y risk/reversal

= Long 2-year Treasuries versus OIS

= Long 5y5y TIPS Breakeven

= UST 5s30s flattener
L



Theme: Fed hikes and market liquidity

= Shifting Fed hike expectations and debate Market Impact

about the pace of tightening should dominate = Curve flattening will likely dominate market

ket di ion in the first half of th : :
market discussion in the first half of the year moves, with 3s and 5s leading sell offs

as the economy continues to expand with a . .
y P initially, giving way to 2s as the leader

fresh tailwind from the “oil tax cut” : .
when we enter the tightening cycle

= As the lift-off date is established (we expect ‘ = Qil should eventually find a new

June 2015), focus will shift to the pace of equilibrium; this suggests value is being

tightening; terminal rate assumptions are created in TIPS. With forward breakevens
eventually challenged already cheap, we think investors should

® Foreign flows, retail redemption fears and SEN D Uil lemge

reduced market liquidity will be key themes " Volatility should finally begin to climb, with

gamma'’s structural decline finally ending
= Periodic fixed income outflows with less

elastic dealer balance sheets will likely yield ) WIS ) SRS SIS I als Ot (i

periods of high volatility for bond markets QAR Sl
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Theme: Global economic and policy divergence

® \\e expect further po“cy and growth lOyr UST more sensitive to EUR data than US data
g g g g 4 - —10s - 100
divergence in 2015 with the Fed hawkish ——EU Data(RHg) [,

and the ECB dovish

- 60
I 40
" The global economic environment should - 20
0

I -20

L -40

I -60

give the Fed room to hike starting in June,
-80

even as the ECB continues to ease ‘
Jun-11 Decl—ll Junl—12 De(l:—12 Junl—13 Decl—13 Junl—14 Decl—14

5yr UST vs. Market Implied Days to first hike 5y5y vs. Market Implied Days to first hike
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. . . | Days to First Hike (rhs, inv)
J 5.5%
3.0% ,\ ' Days to First Hike (rhs, inv) L 200 L 200
I 400

I 5.0% -
2.5% - w A 0
' F 400
4.5% A
2.0%
QW- 600 4.0% A
1.5% | !
3.5% -
L 800
1.0% - \VN"J i

i u L 600

k ' L 800
¥ '
J" Nh"l'J V L 1000

1200

N 3.0%

L 1000
0.5% 2.5%

1200 2.0%

0.0% 1 T T T T T
Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13

Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13

Source: Credit Suisse Locus, the BLOOMBERG PROFESSIONAL™ service
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Theme: Fickle market liquidity could increase volatility

= Regulations continue to encourage trading Market Im pact

book/balance sheet and VaR contraction . . . :
= Although the timing of intermittent vol spikes

for many securities products, nowhere is : C
y P is unknown, we think implied vols can start

this more noticeable than FICC

to build in more risk premium

= Smaller trading books mean occasionally

®= When the hiking cycle is at hand we look for

suspect Treasury market depth, with the : :
upper-left vols to firm up more sustainably
possibility of significant spikes in vol

Depth of TSY market declines as vol increases Gamma remains too low given liquidity risks

Ask Size Implied & Trailing Realized Vol: USD 2YR Expiry: 3M
300 -, m=mmBid Size - 100
Delivered 10y Vol (RHS, Trailing 6m, annualized) L 95 100 i
250 - - 90
; i
J 75 |
200 L 80 o p'% 1l
- 75 ﬁ | 1 '
150 R '
L 70 2 50 '\
100 - 65 A 'J’ ¢ Lﬁ. L J bﬁ |
Ipe W]
50 - - 55 2 4L
I - 50
0 4 T T T T T =l 45 30-Dec-09 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13
Apr-12 Aug-12 Dec-12 May-13 Sep-13 Jan-14 Jun-14 Oct-14 — Implied Vol
Source: Credit Suisse, eSpeed Source: Credit Suisse Locus
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Theme: Market to price for more aggressive Fed

= Hike expectations may converge to the
dots, which should drive additional
flattening (5s30s and similar points) as the
long-end remains structurally well-bid

= As debate switches to the pace of mid-
2015 to mid 2016 hikes, 2s should begin to
lead

Market remains priced below Fed expectations

& FOMC Projections as of 09/17/2014
Trimmed Mean Projection (dovish 1, hawkish 4)

5.0%

4.5% - ear-End Market OIS as of 12/09/2014
. 0
*»

I
3.5% Y P ?
3.0% + § ‘:
2.5% :
2.0% ‘?
1.5%

"
1.0% - :,// *
0.5% 7S Y
0.0% - sooonetiises *

2014 2015 2016 2017 Longer Run

Source: Credit Suisse, Federal Reserve
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Market Impact

® 3s and 5s should underperform in sell offs
over the first few months of the year, with
2s taking the lead soon before the first hike

= Curves have flattened significantly already,
but the growth versus low inflation
backdrop should allow a further move

5s30s CS Forecast vs. prior hiking cycles (0=1st hike)

“t

L

VV -'VAWA\M ) "‘(\r\ .
ol & i,

(bps)

50+

-100 +

-100 -50 0 50 100 150

— 5s530s-1994

Source: Credit Suisse Locus



Trade ldea: EDM5-MG6 steepener
Current level: 92bp

Target/ Stop-Out: 112bp/80bp

Rationale

=  Once the timing of the first hike becomes
apparent, the market will focus on speed, but
that may take time

" The market is currently priced for a peak hike
speed of once at every other meeting

= We expect the Fed will have hiked rates four
times by the end of 2015, starting in June

Risks

" The data rolls over and market prices for later
and/ or slower hikes

Source: Credit Suisse, the BLOOMBERG PROFESSIONAL™ service
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The EDM5-M6 curve is in the middle of its post
talk range

30.Sep-12 30Dec- 12 31.Mar-14 O-dul-4 30-Sep-14
— ED IM5-ED M6 — Avg(ED IM5-ED 1116} --- £2*Std(ED IM5-ED IM6)
We see M5-M6 steepener as offering the best risk/
reward while allowing time to materialize

=
o
)

Vol adjusted BP impact of pricing for June hike and 50%
probability of hike every meeting

o & A N O N M O ®
P S

N
o
.

m‘”&&&@@&&m&&o‘bﬂ?&@&
PPFEF I P EIFEEFPTLNJPITINEEYEF



Trade ldea: 2y2y risk/reversal — sell -25bp OTM receiver to buy +35bp OTM payer

Current level: Obp (Net Premium) Implied vol on OTM 2y2y payers appears relatively
cheap compared to that on 2y2y receivers

Target/ Stop-Out: 14bp /-10bp

Rationale

=  Shorter-maturity rates should remain a function
of domestic economic and policy
developments which we expect to be
supportive of higher yields

- |mplied Vol Differential on +25bp less -25bp OTM 2y2y

= The 2y2y yield is some 65-70 bp rich to our 2 4
2-year yield forecast for year-end 2016 09(-)Dec—09 09-Dec-10  09-Dec-11  09-Dec-12  09-Dec-13

= Receiver skew is towards the rich end of its 2y2y yield versus the risk/reversal strikes

five-year range versus payer skew, allowing
for relatively attractive entry levels

Risks
= Domestic economic slowdown that pushes 2t
hikes further out or causes the expected pace
of hikes to decline further 11

30-Dec-09 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13

) ) — 2y2y Forward Yield --- +35bp payer strike --- -25bp receiver strike
Source: Credit Suisse Locus
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Trade Idea: Long 2y TSY vs. 2y OIS
Current level: 4.8bp

Target/ Stop-Out: 20bps/-5bp 10 -
. —2y TSY/OIS Spread
Rationale 08 5y TSY/OIS Spread
= As fed funds effective moves up, we expect OIS > M'
to underperform Treasuries given less TSY ] A Mﬂ\ﬂ
supply, SOMA’s lack of OTR TSYs to lend out, > £
0.0

and a likely short-rates base to form that will
increase demand to borrow collateral

M

0.4

® The Fed’s expansion of RRP counterparties
would give liquidity pools that are currently placed

_ GC TSY Repo vs. Effective Fed Funds
at the fed funds effective rate (e.g. GSEs) more

0.6 -
0.5 4
0.4 4

= Effective FFs would better reflect credit risk 03 J
relative to TSYs, while a decline in liquidity in that 02 4
. . . . . 0.1

market would imply higher risk premium in OIS 0
-0.1 4

Jan-05
Jan-06
Jan-07
Jan-08
Jan-09
Jan-10
Jan-11
Jan-12
Jan-13
Jan-14

options to lend out

. —Fed Funds Effective
Risks -82 : ——Repo Rate
TH NN NN AN ®m M m® S TS
= TSY underperformance should large pools of T LT TeY oI dYTYYLeY gy
. . 252853252 8°338328°38
money continue to lend below RRP in FFs =

Source: Credit Suisse, the BLOOMBERG PROFESSIONAL™ service

CREDIT SUISSE

11



Trade Idea: Long 5y5y TIPS BEI
current level: 213bp

Ta rget/ StOp-Out: 230bp/ 2o5bp = Fed actions (QE1, QE2 priced in, Twist)

375 1 —5y5y BEI (Fed estimate)
Rationale 3501
3.25 4
= Forward TIPS breakevens should again allow 2.00
investors to express views on core inflation 2.75
2.50 A

= We expect core inflation in the US to remain

firm as labor market slack continues to be 2251

2.00 |
absorbed

1.75

Jun-08 Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 Jun-14

= 5y5y BEIs trade at multi-year lows, a level we
deem attractive to begin building long positions

Actual vs. projected OER inflation

= Cross-market: Long US vs. short 5y5y RPI (UK)

4 -
Risks ;| \ \\/\/\j
= Downside surprises in core inflation in the US 27 ‘_\\

= Heightened liquidity risks could put a premium "1 ==—OERinfiation yy
. . PCA Estimates for OER y.'y
on TIPS yields, depressing forward BEIs 0
Link to full report: https://plus.credit-suisse.com/r/6SRfmT _ée::m 03 Decdd4  hndd  Deed?  Jundf  Decil  Junei?  Desdd  Junis

Source: Credit Suisse, Federal Reserve, Haver Analytics ®
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Trade Idea: UST 5s30s flattener
Current level: 125bp

Target/ Stop-Out: 90bp/ 135bp
Rationale

= Structural demand and global dynamics should
remain significant drivers of long-end rates,
keeping yields somewhat more constrained

= 5s and in are more likely to be a function of
domestic innovations, particularly as the Fed
initiates its hiking cycle

Risks

" The large flattening that has already taken
place leaves the curve somewhat vulnerable to
a steepening, potentially if the domestic
backdrop takes a turn for the worse

Link to full report: https://plus.credit-suisse.com/r/2jteF3

Source: Credit Suisse, Federal Reserve
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5s30s in 2004 relative to our forecasts

200 'V'

150 +

(bps)
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-100
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— 5s/30s - 1994 cycle — CS Forecast of 5s30s

Structural long-end demand keeps 30s well bid
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https://plus.credit-suisse.com/r/2jteF3
https://plus.credit-suisse.com/r/2jteF3
https://plus.credit-suisse.com/r/2jteF3
https://plus.credit-suisse.com/r/2jteF3
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European Rates

Thematic trade ideas:

= Long front-end swaps, core and periphery

= BTPs 7s30s steepener

» EUR and CHF long-end flattener

» EURUSD and CHFUSD cross-currency basis wideners

= Bearish France vs. core and periphery



European fixed income views

Outright

Curve

Money
Markets

Inflation

CREDIT SUISSE

Receive rates out to 3y

Near-term neutral 10-15y; longer-term
bearish

EUR becoming new funding currency

10s30s looks steep given global risk factors

Curvature in 5s10s30s is too low

Long Bund vs. Eonia

Overweight peripheral front-end
Overweight Italian front-end vs. 5s
Steeper curves in the periphery
Underweight France

Risk of liquidity squeeze in Q1 2015 but
more liquidity likely to come later

Inflation can fall further in the near team
Expect 10s30s HICP to flatten if QE

Receive EUR 2yly
3y2y EURUSD XCCY widener
Receive SEK 2yly

e EUR 10s30s flattener
e CHF 15s30s flattener

Buy RXH5 vs. Eonia

Long 2y Spain outright and vs. 2y France
Long 3y BTP vs. 5y France

Long 3y Portugal

SPGB 5s30s steepener

BTP 7s30s steepener

Receive Jun-16 IMM Eonia
Whites-reds Eonia flattener

Short HICP 5y5y

Source: Credit Suisse
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Theme: Europe continues to muddle through

= Tactical trades likely to dominate

= Path for data key for yield trajectory

= Hard to call whether QE happens, but critically, whether it benefits real-economy if it does

= Political risk increases significantly in 2015 increasing volatility and providing opportunities

Downside - no policy

Downside - with ECB

Scenarios Central Upside
response response
No sharp repricing of yields an:!)elr(jier?r:lir:tnb t Higher yields and core
Core yields Yields react to US outlook | Lower yields and flatter curve nou N gheryl
. questionable longer-term curves led by 10y
with low beta ,
impact
Spreads tighten near .
ds tighten led
Periphery Spreads grind tighter Spreads widen led by 2-by | term, but risks increase if Spreads l190 en led by
data don't improve Y
US-EUR 10y spreads Divergence No divergence Divergence on Convergence in time
announcement led by Europe
Probability 45% 10% 30% 15%
Source: Credit Suisse
CREDIT SUISSE 6




Theme: Duration near-term balanced then bearish

= Opposing forces keep the duration view Market Im pact

balanced in Q1

= We expect an elbow-shaped profile for core
— Higher yields: higher US rates and slowly-improving

yields: sideways for the first few months,
European data

, - then higher
— Lower yields: further declines in inflation near term,

increased political risk and the possibility of QE

= US - German yield divergence can
= Yields should ultimately rise — we expect ‘ continue

1.35% year-end for 10y Germany " Q1 trading range: 0.6% - 0.9%
) ) ) 10y Germany to reach 1.35% by year-end 2015
" Yield impact of QE depends on economic :
data trajectory, strength of implementation jg 1
Ve
and rhetoric into event: 35 -
3.0 -
25 - ~
— Well flagged and stronger data: yields can rise ' \
201 1std band \/\/‘
— Weak data and/or uncertainty about impact: yields likely 191 Fitted S 4
) 1.0 1 10y German yield e
to remain subdued 05 - o Forecasts
0.0 : :
8 8 8 2 - - ¢ @ ¥ ¥ ©
Source: Credit Suisse Locus

CREDIT SUISSE
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Theme: The hurdle to sovereign QE remains high

Sovereign QE is not a foregone conclusion
in Q1 2015

Significant Governing Council divisions
regarding appropriateness of sovereign
bond purchases, what to buy, the right

timing and whether they would work

Interpretation of oil price decline should be
important: how lasting the impact on
inflation vs. positive growth stimulus

If the ECB does do sovereign QE and
economic data don’t improve, market risk

likely to increase significantly

Source: Credit Suisse Locus

CREDIT SUISSE

—

2.50 +
2.25+
2.00 +

1.75 4, . . ' :
30-Dec-09 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13

Market Impact

= Since the ECB will remain very dovish,

keeping the possibility of QE alive, it is
hard to position against

® |ncreased risk of external event-driven
volatility suggests reduced risk positions

= Market is pricing financial market impact

but not real-economy impact

Inflation expectations not reacting to possible QE

2.75

—— 10y ltaly-Germany rhs inv

18



Trade Idea: Short 5y5y HICP
Curront lsval: 1.76%: Entry : 1.82%

Target/ Stop-Out: 1.60%/ 1.95% 357 —Hicp
3 A = Dec-14
Rationale 2.5 - ——2mago
2 ——3m ago
= The market is positioned for a sustained period 15 - —6mago
of low inflation, with the breakeven term 11
structure consistently shifting lower and O'i I | | | | | o
currently expecting Q1-15 prints below 0% 05 | V
= We think it will take time for the market to price _194, @ N A e e
for the higher medium-term impact of oil on & & F F & F & &

growth and longer-dated inflation. The ECB’s SySy HICP : the ECB has moved the floor lower
|

stance on the oil price impact is also not yet
clear. Hence, we expect HICP 5y5y to weaken 25-
further
) 20-
Risks
® The risk is an effective sovereign QE; we like 15-
EUR 5s10s real steepeners and 10s30s
breakevens as potential hedges 105 : ; :
30-Dec-04 01-Jul-07 30-Dec-09 30-Jun-12
Source: Credit Suisse Locus — HICP 2y2y

W
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Hedge Trade Idea: EUR 1y5y (or RXH5) payer spread
| Payerskewhascheapened

Current level: 5.5bp

Rationale

® Qur key duration view is for yields to rise
towards the end of 2015

= \We are cautious on outright short-duration
plays due to uncertainty on timing and
effectiveness of QE, weak growth and
declining inflation prints

= We recommend a 1x1 EUR 1y5y 0.75%/1%
payer spread (spot: 0.4%, fwd: 0.55%) as a
hedge to our view that rates remain range
bound in the near term

Alternative
= RXH5 153/152 put spread (ref: 154) @ 30c

Risks
® | osses are limited to the premium paid

Source: Credit Suisse Locus
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Payer skew has cheapened

Bund vol smile

o
IN
)

©
w
!

Implied daily vols spread to ATMF
o o
ol N

o
o
!

.

—— Bund 2M —— Bund 2M 10 days ago
—— Bund 2M 60 days ago

Protected way to fade low level of yields

1.05 +

1.00 +

0.95 +

0.90 +

0.85 +

0.80 A

-70 -6.0 -5.0 -40 -30 -2.0 -1.0 00 1.0 20 3.0 40 50 6.0
Strikes

K

+-1.25
+-1.50

+-1.75

30-Dec-13 31-Mar-14 01-Jul-14
—— OTM Call - Put 6m10y

30-Sep-14
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Theme: Front-end longs & cross-currency basis wideners

* Threat of QE to keep yields low in the Market Impact
front end ®" The EUR front-end to diverge from the US

= Zero or possibly negative inflation prints " Volatility in the front-end may be driven by
in Q1 to keep the front-end anchored heavy positioning and liquidity tightness

= Divergence to the US to be most = But this will be contained by the threat of QE
pronounced in front-end spreads ‘ Main trade recommendations

) = Receive EUR 2yly
= Divergence to the US can also be

expressed in peripheral spreads and " Receive EUR 2yly versus USD

through FX basis swap wideners = | ong front-end periphery

" Risks to this view emerge from low " Long BTPS 2y versus UST

TLTRO uptake and a low liquidity " |Long 1yly Eonia

environment perS|st|ng Ionger than the = EURUSD 3y2y cross-currency basis swap wideners

market is pricing
= CHFUSD 1yly FX basis swap wideners

W
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Trade Idea: Receive EUR 2y1ly (outright and versus USD)
Current level: 0.37%; Entry/Add : 0.5%

EUR 2yly attractive on vol-adjusted basis
Target/ Stop: 0.1%/0.8% 074

Rationale o W }/
= A sell-off induced by tight liquidity would
provide good entry since it increases the °*7
probability of ECB QE 04 L
= Vol-adjusted carry on 2yly is still attractive - %r
= PCA on real rates across the US, UK, EUR 31 Mo 14 01-Ju14 30-5ep-14
shows high correlation for 5y5y but low for v
2y2y. Hence this is the best location to express EUR-USD front-end best place for divergence
monetary policy divergence view 1004
173 m 1
Alternatives g
80
= Receive EUR 2yly versus USD E
-ff 70 41 ” ‘
Risks S M — o B
5 ||| ——Real5ysy |
= No QE and liquidity conditions remain tight or = ; ™
growth picks up much faster than forecast 40 :
o oF S S ST
Link to full report: click here and here q,c'o ,]9‘0 (19'0 ,9‘0 q,wo ,19’0 q,e'o ,19'0 (199 ,19’0 q,o'o

Source: Credit Suisse Locus, Credit Suisse
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Trade: Receive Jun-16 IMM Eonia
Current level: -26p

Target/ Stop-Out: -7bp/0Obp 0.4
Rationale 03
= Risk of tighter liquidity in H1-15. This should 02
prompt an ECB response which means
liquidity should be sufficient from 3Q 2015 > -
= With excess cash well above the €200bn O'Om—/
threshold, overnight fixings should drop back at MM M3 VM5 IMM7 IMMS IMMAT VM3 IMMA5
10bps-12bps above the deposit rate —— Eonia —— Eonia 3m ago
" Further deposit rate cut more likely than a hike
. 22 Implied excess iquidity, rhs =@ Eonia forwards - 170
Altel’natlve ] Eonia, 30th October L 160
17 1
= White- reds Eonia flattener 150
12 - - 140
=  ER M5-H6-Z6 fly L 130
7 -
Risks o 120
2 - - 110
= No QE and liquidity conditions remain tight 5 W 100
- 90
-8 80

Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16
Source: Credit Suisse, Credit Suisse Locus

W
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Trade ldea: Receive SEK 2yly
Current level: 0.56%

Target/Stop-Out: 0.40% / 0.65%

Rationale

= Receiving 2yly has attractive vol-adjusted
carry

= We expect the Riksbank to strengthen its
forward guidance by further flattening the rates
path

= SEK 2yly still trades 25bp above EUR 2yly

® Qur PCA indicates that the SEK front-end is
trading cheap

Risks

= Stronger economic data could lead to a less
accommodative stance by the Riksbank

Source: Credit Suisse Locus

CREDIT SUISSE

SEK offers better vol-adjusted carry than EUR/CHF

15+

1.0+

0.5

//\
J\/

Mﬁ

01-May-14 01-Jul-14

—— SEK 2yly vol adjusted Roll
—— CHF 2y1ly vol adjusted Roll

5.0 1
4.5 1
4.0 1
3.5 A1
3.0 1
2.5 A1
2.0 1
1.5 4
1.0
0.5 A1

31-Aug-14 30-Oct-14

Riksbank repo path projections

0.0

= Repo rate

October

| B

Jan-08 May-09 Sep-10 Feb-12 Jun-13 Nov-14 Mar-16 Aug-17

September
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Trade Idea: EURUSD 3y2y cross-currency basis widener

Current level: -20bp EURUSD FX basis versus FX

Target/ Stop: -30bp/-15bp °T Lus
' _

: A
Rationale / ,?‘] { 3‘»; 1.40
= Play EUR-US market divergence through basis =1 ;N N hl 138
spreads as an alternative to FX ‘ \ 130

: : l

= EUR to become funding currency of choice for 50+ F 1105
global issuers 1120

30-Dec-09 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13
—— 2y EURUSD Basis Swap 2y Fwd

basis tightens). But we think next year will be
diff t lobal i to th EURUSD basis can fall
rerent as more global ISsuers come 1o the XCCY Forward Structure (All Currencies)
EUR market )\/\._._._,N
. -10
Risks

= EURUSD appreciates from current levels g
-30

= January normally has a negative seasonal (i.e.,

20

-40
Spot 18M 3Y 4Y 5Y 6Y 7Y 8Y 9Y10Y 12Y 14Y 16Y 18Y 20Y

Forward

Link to full report: click here —— 1Y EURUSD Basis Swap
—— 1Y CHFUSD Basis Swap

Source: Credit Suisse Locus

W
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Trade Idea: CHFUSD 1yly cross-currency basis widener

Current level: -22bp CHF short end basis cheap

Target/Stop: -30bp/-18bp XCCY Forward Structure (All Currencies)

Rationale 25
= Basis should react to January issuance

bps

-50
" The basis remains very flow driven but offers
an alternative way to play for the USD strength 75

theme Spot  2Y 3Y 4Y 5Y 6Y 7Y 8Y 9Y10Y 12Y 15Y 20Y
Forward

m The CrOSS—Currency baSiS doeS not have —— 1Y EURUSD Basis Swap —— 1Y CHFUSD Basis Swap

enough risk premium for SNB action. It is

.
therefore a protected way to play for surprise
SNB action

) -15+
Alternative

"= EURUSD FX basis wideners

-20 +

Risks
= No new policy response from the SNB 251

30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14
—— 1y CHFUSD Basis Swap 1y Fwd
Source: Credit Suisse Locus

W
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Theme: Long-end flattening

Curve is steep as duration grab has spilled Market Im pact

over into the 10y point _ _ _
® The long-end will be driven by judgement

Market pricing QE as reflationary for the on QE success
back end of the curve but we question this

(even in the US breakevens have not ®* EUR long-end cannot decouple from the

widened despite large balance sheet ‘ US and UK
expansion) Trade recommendations
The curve could steepen if the ECB does = EUR 10s30s flattener

QE only out to the 10y sector
= Receive EUR long-dated forwards

But we expect yield grab to continue
) ) ®* EUR Forward flatteners
pushing long-end yields lower

_ ® CHF 15s30s flatteners
QE exacerbates the economic versus

financial market divergence " HICP 10s30s flattener

Source: Credit Suisse Locus

W
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Trade Idea: EUR 10s30s flattener
Current level: 66bp; Entry level: 75bp

EUR 10s30s is steep
Target/ Stop: 60bp/85bp

\ /\4 +0.7

Rationale .l M
h\l
If
\L\‘
= With 5510s30s so low, we expect the curve 0T |
|

(;

W\ M‘,\‘
= 10s30s has lagged the flattening in the front it -'/vf\" \ tos
end of the curve. Re-steepening in January 60 4 Hf

should provide an entry opportunity ! j

il

can flatten if there is either a sharp rally or sell- , l , ,
ff - . Id 30-Dec-12 30-Jun-13 30-Dec-13 01-Jul-14
offin yle S — EUR 10s30s

= The EUR 10s30s curve looks steep versus the Global curves are flatter
US and UK

) 100 +
Alternatives

=  EUR 5y5y-10y10y flatteners

= CHF 15s30s flatteners

Risks

= The ECB does QE out to the 10y point

Link to full report: click here 30-Dec-12 30-Jun-13 30-Dec-13 01-Jul-14
—— EUR 10s30s —— GBP 10s30s

75+

T

50 +

Source: Credit Suisse, Credit Suisse Locus

W
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Trade Idea: CHF 15s30s flattener

Current level: 34bp
Target/ Stop: 25bp/40bp

Rationale

" The CHF curve is normally correlated with
EUR but is now steep versus Europe

= We like flattening in the EUR long end which
should also filter into the CHF curve

Alternatives

=  EUR 5y5y-10y10y flatteners

"  EUR 10s30s flatteners

Risks

= The ECB decides to do QE out to the 10y point

or the EUR 10s30s curve steepens

= Flow drivers keep the long end cheap

CREDIT SUISSE

Source: Credit Suisse Locus

-2.5+

-5.0+

CHF 15s30s vs EUR steep

/_,_\I_r“_‘..'ss

+25

30-Dec-13 31-Mar-14
—— CHF15s30s

01-Jul-14

30-Sep-14

The CHF-EUR box is at the high end of the range

al X

2.5+

0.0 +

+-80

30-Dec-13 31-Mar-14
—— CHF-EUR 15s30s

01-Jul-14

30-Sep-14
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Theme: Trade ranges in German ASW

= Opposing forces are likely to balance
each other out and prevent spreads from

widening much more beyond 2012 levels

® |f long-end spreads richen too much, we

expect investors to come in to tactically

receive swaps

On the widening side On the tightening side

= Global risk off
(geopolitics or
stretched valuations)

= Regulatory pressure

= German budget
surplus growing

= Quantitative easing

CREDIT SUISSE

Yield grab

Year-end balance
sheet constraints

Credit easing

Increasing corporate
Issuance

Market Impact

= 10y and 30y ASW should range trade

‘ Trade recommendations

= Bund-Eonia ASW widening

= Bund-Eonia wideners vs. Gilts

= 30y DBR ASW tightener

prefer trading 10y from the long side

30y ASW look rich;

Pre POt 5014 2014
Current  crisis crisis .
Low  High
average average
Schatz 24.3 16 64 22 34
Bobl 314 17 53 30 40
ASW Bund 23.8 18 35 18 28
30Y 6.9 15 -3 -4 8
Schatz 0 8 16 -3 5
oIS Bobl 0.4 10 16 -5 6
Bund -8.3 10 5 -16 -5
30Y -12.3 8 -22 -24 -12

Source: Credit Suisse, Note: Interesting trades highlighted in red
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Trade Idea: Bund-Eonia ASW widener
Current: -9.0bp Entry: -12bp

German 10y ASW: Bunds are cheap to Eonia

Target/ Stop: -5bp/-15bp 15 1 [ ig

. 10 14 . [ o

Rationale o , _,M, | 35
AV W .

+ 30
F 25
- 20
- 15
- 10
F 5

= The ECB is expected to take out 2.5x net 7
issuance if it buys €500bn sovereign bonds in
2015. This should initially widen Bund ASW

-10

15 4

= QE would also take out part of the stock of Y e 2 e o e e e oxow o oxow O
- : s 8 8§ B 5 % 5 83 8 58 5 %
German paper — as there is zero net issuance S & ¢ 2 5 8 & ¢ & 5 2
. Bund vs Eonia Bund ASW (RHS)
In Germany next year
= We would enter ASW wideners at -12bp German 10y ASW vs. German budget balance
i | — 10y germany vs eonia (eonia -
= We see ASW wideners as a good hedge to our 40 1 dor10) — Lo
. 30 4 f
portfolio 20 ] »
. 10
Risks . 7 | | W,# R
" Yield grab forcing receiving in swaps 101 W l W [
-20 A
. . L -4
= QE creating common Eurobond transferring -30
credit risk to Germany e g B g = = B = w w7
: 5 & 2 £t 3 &5 2 3 =
- = ol L?il % = = é': =] =

Source: Credit Suisse, Credit Suisse Locus

CREDIT SUISSE
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Summary of European Government themes and views

Thematic trade ideas:

= Periphery front-end attractive and curve steepeners

= Bearish semi-core, in particular France

" Trade ranges in core spreads

Market Impact

ountry group ountr Position vs. benchmark urve erman Expression

Germany Overweight Neutral Long Bund vs. Eonia

Austria Underweight Neutral Neutral 10y RAGB vs. Nether
Non-German core Finland Underweight Neutral Neutral 10y RFGB vs. Nether

The Netherlands  Overweight Neutral Neutral

Short 10y France vs Germany

France Underweight Neutral Wider Long 2y ltaly vs. 5y France
Semi core Short 2y France vs. Spain

Belgium Underweight Neutral Neutral

Italy Overweight Steeper Tighter BTP 7s30s steepener
Periphery Spain Overweight Steeper Tighter ggggszztesgsger

Ireland Benchmark Neutral Neutral

Portugal Overweight Neutral Tighter Long 3y Portugal

Source: Credit Suisse
CREDIT SUISSE 32



Theme: Periphery front end cheap and curve steepeners

= Front-end should be more protected from Market Impact

political uncertainty .
Long 3y Portugal

= Front-end offers decent volatility-adjusted
carry and has relatively good entry levels

Long 2y Spain outright or vs. France

= Steepeners in the periphery have good Long 2y Italy vs. France or vs. UST

entry levels and tend to carry positively

= Peripheral debt sustainability uncertainty ‘

should be priced into the long-end

SPGB 5s30s steepener

BTP 5s30s and 7s30s steepeners

= ECB more likely to buy up to 10y

2y Spain and 3y Portugal attractive longs SPGB 5s30s and BTP 7s30s attractive steepeners
L

X-Axis: 3m z-score and y-A®3m carry over 3m volatility
040+ } ! ! ! ! ! 0.0+
E 200 275 -2.450 . 225 2.00 1.75 -1.50
e 3]
E
‘ 3 ® A y
! 03+ 1w
f =
=
L ¢ @ t—é @ 02
: “ ° A
o + A A ‘ _D_g.
‘ 025+
. . : . & : @F
20 15 10 03 oo 05 GB5s10s {f SPGBE7s10s ) SPEBES30s
@ 2v5PcB @ 5ySPGB (@ 7y SPCB () 10y SPGB A BTP SPEE10:30s J BTPSsi0s g BTP 7105 J BTPSs30s
A 5BTP A YBT3y PGH + 10y PeE A ETP10=50s @ SPGET30s

Source: Credit Suisse Locus

W
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Trade Idea: Long 3y Portugal
Current lovel: 1.16%

Target/ Stop-Out: 0.6%/1.25% :'ég
hl
Rationale e AN
c . . -
= Portugal would likely benefit substantially from 105 + fé/“f'\.-ﬁ-\/“
_ 100 - P
sovereign QE a5 - Y
_ » _ an \,,,/’f X
= 3y Portugal has the highest volatility-adjusted a5 S
carry and still offers a relatively good entry 80 = g 5'- I
point for long position E%EEE‘EE%E;EEE%&%;E
Italy Spain Ireland Fortugal

= 3y Portugal has positive carry of 20bp for three

months, almost double the highest carry in Italy ECB purchases ex-net funding

or Spain for the same period 6% 15%
5% { [l °%°
Risks 5% 0 3% gy 3%
. . (O] ()
= ECB stepping away from its balance sheet o 3% 1 2% o
= 0 ° 2% 59,
target = 2% 1 1% 1%
- - 1% 7

" Portuguese elections in 2015 0%

Italy

= Greek presidential election creating spill over

Portugal
Austria
Finland
Ireland

Spain
France
Belgium

Q>
o [
O
o £
O [<5)

O

Euro area

Link to full report

Netherlands

Source: Credit Suisse

W
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Trade ldea: Long 2y Spain
Current level: 0.59%

Target/ Stop-Out: 0.15%/0.68%

Rationale

= We expect Spanish growth to be among the
highest in the euro area due to the reform efforts
of the Spanish government

= Spanish front-end has underperformed recently
relative to the belly of the curve

= 2y or 3y Spain is attractive on a volatility adjusted
carry basis and the position carries positively
over the next three months

® |ssuance favours expressions in the front-end

Risks

= Political uncertainty due to the elections in 2015

Link to full report

Source: Credit Suisse Locus, National Treasuries

CREDIT SUISSE

2y SPGB appears cheap relative to 10y SPGB

%

1.25 + +4.0

1.00 + +35

0.75 + ,/V\M +3.0

0.50 + \l Mz.s
1 Y

0.25+ 1,0

30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14
— 2y SPGB

Spain has had negative issuance in the front-end

60% -
50% 4
40% 4
30% 4

20% 4
10% 4
0% A

-10% -

0-2 2-5 5-10 10-15 15+ Linkers
Bltaly @Spain
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Trade Idea: SPGB 5s30s steepener

Current level: 219bp SPGB 5s30s too flat given the level of spread

Target/ Stop-Out: 250bp/200bp

+100

Rationale

= The Spanish 5s30s curve appears to be too
flat relative to 5y SPGB-DBR spread

+125

+150

= The Spanish 5s30s curve appears to be too
flat relative to the BTP 5s30s curve

-175

30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14

= Spanish 5s30s steepeners have attractive vol- — Spain, 5s30s Curve
. . —— 5Y Spain spread to 5Y Germany, rhs, inv
adjusted carry and carry positively 5bp over
the next three monhs
[
RISkS = ! ! ! ! ! 0.0+
= 3.00 =275 -2.50 . =225 -2.00 1.75 -1.50
= Extension trades due to the low absolute yield g ® A o L
would support the long end fg‘—f
- 0.2+
= ECB buying 30y bonds could flatten the curve E A @
A A oz

QPGEI S=10s #f§ SPEE7s10s @ SPGB S5s50s
SPEB10s30s gy BTPSs10s g4 BTP7s10s g4 BTP Ss30s
A ETP 10s30s @ SPGB 7s530s

Source: Credit Suisse Locus

W
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Trade Idea: BTP 7s30s steepener
Current level: 193bp

Target/ Stop-Out: 220bp/ 185bp

Rationale

= BTP 7s30s steepeners have the highest vol-
adjusted entry carry in Italy. The steepener
carries positively 6bp for three months.

= The 7s30s curve appears to be too flat relative
to the 10s30s curve

= ECB QE focused on the sub 10y sector would
support steepening of the curve

= Sub-investment downgrade risk and long-term
debt sustainability in Italy should be priced into
the long end

Risks

= Extension trades due to the low absolute yield
would support the long end

= ECB buying 30y bonds could flatten the curve

Source: Credit Suisse Locus

CREDIT SUISSE

BTP 7s30s is too flat relative to BTP 10s30s

220 +

210 +

200 +

190 +

180 +

160 +

WM

V

/
(\

Aol

30-Dec-13
—— BTP 7s30s

31-Mar-14

01-Jul-14

30-Sep-14

30-Dec-13

31-Mar-14

01-Jul-14
— BTP 7s30s — 7y BTP-DBR spread, rhs, inv

30-Sep-14

+100
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Theme: French economic performance remains weak

® France is the only country in the euro area Market Impact
with increased net funding requirements in
2015; it will have the highest net funding
requirements in the euro area

® France already at very tight levels in 0-10y
and we see potential for widening here

= We express this via shorts in France

® French sovereign bonds have been a
versus Germany

preferred investment by international

investors. Unwinding of these flows is a ‘ = \We favour periphery versus France
risk to France

64% of French debt is held by foreigners

® France lacks the economic reform effort of

i French French
other euro area countries credit UGITS
institution 2%

= QOur economists expect only weak growth o
in France

other
{French)
4%

Source: Credit Suisse, Japanese Ministry of Finance

W
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Trade Idea: Short 10y France vs. 10y Germany

Current level: 28bp 10y FRTR DBR spread relative 10y BTP-DBR spread

1350

Target/ Stop-Out: 35bp/15bp 7] V/
‘l 4300
Rationale LV\V\/' \J‘”
\

+250

= Short 10y France versus Germany is a good
hedge to bullish periphery positions

50 +

+200

= 10y DBR offers similar vol-adjusted carry to WA \N i L1so
25+
10y France : : :
30-Dec-12 30-Jun-13 30-Dec-13 01- Jul 14
= Germany has zero net funding in 2015 while — 10Y France spread to 10Y Germany
France has the highest net funding
requirements. France no longer offers better carry than Germany
Risks - B g

02245 +

= ECB QE not based on the ECB’s capital key

0.200 +

017s +

amwol adjusted carry

01480+

-1.50 .25 4.00 075 050 0,25 ‘
Sy DBER Ty DBR ? 10y DER ] 5vFRTR
7w FRTR 10y FRT

Source: Credit Suisse Locus X-Axis: 3m z-score and y-Axis 3m carry over 3m volatility

W
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Trade Idea: Long 2y BTP vs. 5y France

Current level: -28bp 2y BTP vs. 5y FRTR relative to 5y spread

| T+70

Target/ Stop-Out: -5bp/-45bp 0+

Rationale 10l
= [taly should benefit more from purchases by
the ECB than France or Belgium given the

+100

lower deficit in Italy [ 110
o . 40+
®  France has the highest net funding , , . . . . ~t120
31-May-14 31-Jul-14 30-Sep-14 30-Nov-14

requirement in Europe while Italian net funding
mainly covers coupon payments

+ BTP 2y to FRTR 5y spread i too wide reltive

to FRTR-BTP 5y spread g A=

= 2y BTP offers same vol-adjusted carry as 5y
France but has a better entry level. 2y BTPs
have higher absolute carry than 5y France

3m ol adjusted carmny

Risks m ool
= | ow growth and inflation in Italy leading to : , ,
-1.45 1.0 0.5 o.o

Increasing debt stock W rrTr i syFrRTR il Ty FRTR
W 10y FRTR A ZvETP A 5y ETP

Source: Credit Suisse Locus

W
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Theme: Trade ranges in core spreads

= We expect range trading to be dominant Market Impact

heme within cor ntri . .
theme within/core collntries ® Given current valuations, we recommend

* The ranges are likely to remain relatively overweight positions in Germany and the

tight in absence of severe market stress Netherlands and underweight positions in
Austria and Finland
= We see lower end of the range of each

country’s spread to Germany at 10bp and ‘
the upper end at 25bp

= We expect the Netherlands to have the Core country spreads to Germany

tightest spread to Germany followed by

Finland and then Austria 3071

20+

10 : + + t
30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14

— 10Y Netherlands spread to 10Y Germany

— 10Y Austria spread to 10Y Germany

Source: Credit Suisse Locus

W
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Trade Idea: Sell 10y Austria vs. 10y Netherlands
Current level: 2bp Austria is trading very tight versus the Netherlands
Target/ Stop-Out: 7bp /-2bp

Rationale
= Dutch 2015 growth likely to be stronger than
Austrian 2015 growth

= Dutch pension system is fully funded

= Austria’s banking sector has substantial
exposure to Russia. Including exposure that is

30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14
—— 10Y Austria spread to 10Y Netherlands

either Austrian or Italian increases Austrian Austrian banks exposed to Russia

exposure to approximately €28 billion or 9% of

GDP. 18 -
16 o
. 14
Risks 12
= ECB QE would be 3.8x net funding in Austria "g T
versus 2.4x net funding in the Netherlands 6 A Austrian or ltalian exposure:
4 €12bn additional assets
0 : — B :
Austria Italy France Mordics
| Exposure

Source: Credit Suisse, Company reports

W
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Trade Idea: Sell 10y Finland vs. 10y Netherlands

Current level: -4bp

Target/ Stop-Out: 1bp/-8bp
Rationale

Our economists think that Finland will be

among the worst economic performers in the
euro area

Finnish competitiveness worse than its peers
and Italy or France

Finland has the highest export exposure to
Russia and the second highest imports from
Russia. A deterioration in trade with Russia

-5.0 +H

Finland trading very tight versus the Netherlands

0.0+

-2.5+

31-Mar-14 01-Jul-14 30-Sep-14

—— 10y Finland vs. Nether

Finnish competitiveness worse than Italian one

115 - Germany Finland
Nethgrlancls France
would be another downside risk for the Finnish 110 - Austria == ==ltaly,
" ™
economy 105 - ’/‘u,’f \‘\:/_}:\ g
’ —— A .
: 100 { ),//,‘%% ST X
Risks N7 /o7
. 95 A ’
= Renewed weakness of the Dutch housing /)
90 14— ’
market S
s 2 :
o O — & ) = W) w9~ 00 0 0 o — O o
o o o o o o o o o o000 — — — —
s 2 4 = &5 = £ L 04H 2 L - £ L4 2L 4
T 2 v 5 0o 8 © 0o 0o 5 0 8 0o o @0 = ©
Source: Credit Suisse, European Commission - =z o == Z0 == =20 =
CREDIT SUISSE
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CREDIT SUISSE

UK Rates

Thematic trade Ideas:

= GBP 1lyly vs. 2yly steepeners
= UKT 10s30s curve flatteners

= Short 5y5y RPI

= Short 10y UKT ASW spreads



Theme: The US — UK — Euro “tug-of-war”

= Policy divergence between the Fed and Market Impact
ECB is a key theme for 2015, but... = We think GBP-EUR spreads should remain
fairly range-bound and we look to trade
= ...which route will the UK follow? around this
" The market is increasingly pricing for the " Our favoured UK vs. US expression is via

inflation: short 5y5y RPI vs. US

UK to “become more European” and for its
monetary policy cycle to diverge from that ‘ = We discuss these two trades in our cross-

of the US market section

= We think the MPC will begin to tighten Market pricing Fed to diverge away from MPC

policy in 2015. However, given (i) the UK’s

300 +
close ties to the euro area and (i)

200 -

uncertainty around the election, we expect '
the Fed to move first 1001 .J['%'
H ' llli H Lﬁbh d. 1
Wy e
/ )

-100

31-Dec-99 30-Dec-04 30-Dec-09
— UK - US 5y

Source: Credit Suisse Locus
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Theme: Conflicting forces facing gilts

= The US vs. euro “tug-of-war” is at the heart Market Impact

of the conflicting forces facing gilts in 2015 = We recommend front-end steepeners and

= We think yields should stay low in the near- long-end flatteners

term, before moving gradually higher _ . _
‘ = For the risk that we remain in a low yield,
" Hence we avoid outright short positions but low inflation environment, we favour being
favour trades with a bearish bias short 5y5y RPI

" Trading will be tactical, and timing is key = Given rising fiscal and political uncertainty,

we are short 10y ASW spreads

Reasons for HIGHER yields Reasons for LOWER yields

= Above-trend domestic growth = | ow inflation outlook

= Strong US data = Search for yield

= ECB QE if substantial enough to be deemed ® Threat of rising political risk in the euro
likely to be effective periphery

" Fiscal slippage/rising domestic political risk " Increased fiscal consolidation

W
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Trade Idea: GBP 1lyly vs. 2yly steepeners

Current level: 47bp
Target/ Stop-Out: 65bp/37bp

Rationale

= Market is already pricing the MPC to continue
to provide a large amount of monetary
accommodation in the coming years

® The rising risk that the MPC delays tightening
until higher inflation/wage growth comes
through — and then has to hike more
aggressively — is underpriced by the market

Risks

= Wage growth remains weak or low inflation
shows signs of feeding negatively into inflation
expectations which cause rate hikes to be
pushed even further out

Link to full report

Source: Credit Suisse Locus, the BLOOMBERG PROFESSIONAL™ service

CREDIT SUISSE

The pay puzzle in the UK

68 - - 6
84 4 :
60 - /\ A

+J
56 - y Y 4
52 \V\/ I\ 3
48 | '  ,
44
40 | B
¥+ 0

00010202030404050606070808091010 1112121314 14

= REC permanent salaries (LHS)
AWE regular pay 3M avg YoY%, lagged 6mths (RHS)

Bearish via front-end steepeners

75+

50 +

25+

30-Dec-12 30-Jun-13 30-Dec-13 01-Jul-14
— 5y GBP (RHS)

4
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Trade Idea: UKT 10s30s curve flatteners

Current level: 75bp 5y5y back to QE2 levels

Target/ Stop-Out: 50bp/90bp

Rationale

= We struggle to see the curve steepening
regardless of whether yields rise or fall; the
typical directionality between the curve and
level of rates has broken down in 2014

= 30y gilts should remain well supported due to , , , ,
. .- - 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13
(1) structur.ffl.l demand .(|.|) unsynchronlsed glopal  GEP 5y5y Fud viold
recovery (iii) global disinflationary pressure (iv) Typical directionality has broken down in 2014
grab for yield (v) lower risk premia

= 10y sector should bear the brunt of any sell-off

Risks

= Renewed flight-to-quality bid for gilts, perhaps
due to renewed debt sustainability/political
risks in the euro area

Link to full report 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13

Source: Credit Suisse Locus — 10s30s (LHS) — 10y (RHS, inverted)

W
CREDIT SUISSE 48


https://plus.credit-suisse.com/r/QdE5h4
https://plus.credit-suisse.com/r/QdE5h4

Trade ldea: Short 5y5y RPI

. O/« . o,
Current level: 3.37%; Target entry level: 3.43% 1y forward BE curve: spot and average since CPAC
3.8

Target/ Stop-Out: 3.30%/ 3.50% re ]
Rationale 3.4 - /-"’/

= The market is pricing low inflation to be a very 23 //\
temporary phenomenon in the UK 228

. . T 2.6 -
= We think the risks to this lie firmly on the 04 ]
downside 2.2 -
: : : 2.0 . — .
= 5y5y breakevens are inconsistent with the level > 2 2z 2 2 2 2 22 22 22 =
: . . . & & FHFF S EFE RS
of nominal rates: if nominals are being —=—Current Average since CPAC =

supported by rate expectations being pushed
out due to growing disinflation concerns, then
5y5y inflation should be lower

= Positive carry
Risks

= Signs of rising domestically generated inflation
pressure in the UK

30-Dec-09 30-Dec-10 31-Dec-11 30-Dec-12 30-Dec-13

Link to full report — 5y5y nominal ZC rate (LHS)
—— 5yb5y real ZC rate (RHS)

Source: Credit Suisse Locus
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Trade Idea: Short 10y UKT ASW
Current lovel: -8.8bp

Target/ Stop-Out: Obp/-13bp 35%
Rationale 0%
L " : _ 25% -
= Rising fiscal and political risks should weigh on
20% -
asset swap spreads
15% -
= Position for uncertainty over the outcome of 10% |
the election, commitment to fiscal consolidation sog |
and the future of the UK as part of the EU 0o l . l
Con I Lab I Lib Dem I UKIP I Green I Others

= We favour shorts via 10y spreads as: (i)

overseas investors are most sensitive to these 10y spreads rich on the 5s10s30s ASW fly

risks (ii) current valuations are supportive
(10s30s box and 5s10s30s fly)

= Alternatively, we recommend being short 10y
UKT on the 10s30s ASW box

Risks

= ‘Safe-haven’ flows support gilt outperformance

Link to full report 3o-s<:ep-13 30—D<:ec—13 31—M:ar—14 01-JL|-14 3o-s<:ep-14
Source: YouGov (poll from 7/8 Dec), Credit Suisse Locus, OBR — 5510s30s ASW fly
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CREDIT SUISSE

Cross Market Trade Ideas
Thematic trade Ideas:

= Receive EUR 2yly versus USD

= Long US CPI 5y5y versus RPI

= Long Bund-Eonia against Gilt-Sonia ASW



Theme: Cross market trade ideas

Monetary policy divergence

= Receive EUR 2yly versus USD
" |long BTP 2y versus 2yly USD
= Play the range in 10y GBP-EUR

Inflation divergence
®= Long US CPI 5y5y versus RPI
=  Long US CPI 5y5y versus HICPXT

ASW - political risks in the UK and the periphery
= | ong Bund-Eonia against Gilt-Sonia ASW

CHF-EUR spreads
=  Play range in CHF-EUR 5y5y (receive CHF vs. EUR @ -30bp)

CREDIT SUISSE

Source: Credit Suisse
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Trade ldea: Pay USD 2yly versus EUR 2yly or BTP 2y

Current level: 171bp 2yly US has generally tracked market hike pricing
Target/ Stop-Out: 220bp / 140bp o e [
) 3.5% Days to First Hike (rhs, inv) | 100
Rationale 0w
= US front-end should be a function of the 25% wﬁ[ | M 3%
domestic backdrop and of the Fed beginning 20% - ' W 500
hikes 1.5% ™ ‘J\,"" -
= |n Europe, we expect the front end to remain 0% W My LY -
anchored on low growth and low inflation .
0.0% T T T T T 1100
= The threat of QE should lead to further front-end e L
spread compression BTP-US Spread an alternative to EUR-US
|
Alternative v\/
= Buy 2y ltaly versus paying US 2y1ly (current =7 \“\J“/‘F' )
-150bp, target: -220bp, stop: -100bp) A
_ -100+ '\VJ\ j\,/\\
Risks VAR

= Fed remaining dovish

Ny
= Liquidity tightness in Europe persists for longer

. . . Ay
than expected 30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14

— EUR - USD 2y 1y Fwd Yield

Source: Credit Suisse, the BLOOMBERG PROFESSIONAL™ service
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Trade Idea: Long 5y5y TIPS Breakevens vs. RPI
Target entry level: 128bps (Current: 121bps)

Target/ Stop-Out: 100bps/145bps

5y5y TIPS BE versus 5y5y RPI

Rationale
= We expect core inflation in the US to remain a5l
firm, which should allow 5y5y BEIs to bounce '
back from currently depressed levels +4.0
= |nthe UK we disagree with the optimistic | m ‘l ' i
pricing of the path of inflation over the coming | ' | “ | lae
years, and find the elevated level of 5y5y BEs 254] . LN Y '
inconsistent with 5y5y nominal rates 7 !’ \f
= Alternatively, we also like long 5y5y TIPS BEI b0l [ °°
vs. HICPXT pOSitionS 01-Jul-07 30-D(::'c-09 30-JL;n-12
Risks — 5y5y BE (Constant Maturity) —— 5y5y RPI (RHS)

= Signs of rising domestically generated inflation
pressure in the UK

= Downside surprises in US core inflation

Link to full report

Source: Credit Suisse, the BLOOMBERG PROFESSIONAL™ service
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Trade Idea: Long Bund-Eonia vs. Gilt-Sonia ASW

Current level: 15bp
Target/ Stop-Out: 30bp / 10bp

Rationale

® |n Europe, QE should support ASW spread
widening. Rising political risks in the periphery
should support core ASW spreads

® |n contrast, rising political risks in the UK
should weigh on UK ASW spreads in 2015

= We prefer trading the ASW view versus OIS
rates to reduce the exposure to corporate

supply in January

Risks

= Political risks do not emerge in the UK

= Data improves sharply in Europe

CREDIT SUISSE

Source: Credit Suisse Locus

Correlation between Bund ASW & UK ASW too high

30-Dec-12 30-Jun-13 30-Dec-13 01-Jul-14
—— German 10y ASW vs Eonia

Vs +40
| VY'*«WW

+20

10y Gilt-Bund ASW should move closer to 30y spreads

10+

30-Dec-12 30-Jun-13 30-Dec-13 01-Jul-14
— UK-German 10y ASW vs OIS
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Trade ldea: Play the range in 10y GBP — EUR
Current level: 107bp

T2

Target/ Stop-Out: Trade the 100-125bp range

Rationale B AT

= We recommend playing the range in 10y GBP- os) WM " T
EUR 0] ) n. ;‘.*k i

= We struggle to see how the UK can completely 051 e ':;.itu, 1o
decouple from the euro area 1ol \/} ‘1‘

30-Dec-09 30-Dec-10 31-Dec-11  30-Dec-12  30-Dec-13

. . :
In particular, the threat of a prolonged period of UK 55y real 2 rate (L1S)

low inflation in the region, coupled with the

close trading ties, should limit how far the Trade the 10y GBP = EUR range (100-125bp)

GBP-EUR spread can widen

= We look to enter spread tighteners at 125bp 1251
and wideners at 100bp

Risks 100+

= Growth in the UK accelerates strongly
generating high inflation, causing tighter policy

B . . ;
30-Dec-13 31-Mar-14 01-Jul-14 30-Sep-14
— GBP-EUR 10y

Source: Credit Suisse Locus
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Trade Idea: Trade range in CHF-EUR 5y5y
Current: -40bp; Entry: -30bp

Target / Stop: -50bp / -15bp

30+

Rationale

= CHF lagged the rally in EUR as the market 401
was reluctant to price any policy action from
the SNB

-50 +

= Qver 2015, we would expect questioning of 'GOT
this a_ssumption 30-Dec-13 a1 Mar4 o1-3ul-14 3o-s<:ep-14

| | - —_
We expect CHF-EUR spreads to range trade An alternative is CHF-EUR 5s10s flatteners
+70

our bias is to receive CHF on a back up
Alternative 751 Y
= 5y2y CHF-EUR tighteners ' ‘\n
5.0+

=  CHF 5s10s flattener vs. EUR |

. 25 ¢
Risks
®= No new policy response from the SNB 0.0+
= Deflation in Europe 30-0un-13 30-Dec-13 01-0uk-14 >

—— EUR-CHF 5s10s
Source: Credit Suisse Locus
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Credit Suisse 2015 Interest Rate Forecasts

2015 Q1 2015 Q2 2015 Q3 2015 Q4

Fed Funds 0-0.25 0.256 -0.60 0.50-0.75 1.00-1.25
2-Yr Yield 0.65 1.25 1.75 2.00
5-Yr Yield 1.90 2.95 2.65 2.90
10-Yr Yield 2.65 2.85 3.10 3.35
30-Yr Yield 3.45 3.55 3.70 3.90
Base Rate 0.75 1.25 1.50
2-Yr Yield 0.70 O.8O 0.95 1.25
5-Yr Yield 1.60 1.80 1.95 2.15
10-Yr Yield 2.00 2.35 2.50 2.75
30-Yr Yield 2.70 2.95 3.05 3.20
2-Yr Yield —0.05 —0.05 —0.05 —0.05
5-Yr Yield 0.10 0.20 0.30 0.40
10-Yr Yield 0.70 1.10 1.25 1.35
30-Yr Yield 1.80 1.95 2.05 2.15

Source: Credit Suisse

W
CREDIT SUISSE 58



Trade Performance

2014 2013| Past 2 years 10 -
The PnL/volatility ("Sharpe") ratio: 0.562 3.15 2.22
Profit making trades 35 77 12 8 4
Total non-zero trades 72 129 201
Win:loss ratio 0.95 1.48 1.26
6 4
c
PnL of profitable trades 8,623,830 15,023,737 23,647,567 g
PnL of loss making trades (7,177,447)  (8,802,183)| (15,979,630) 4 4
Net Pnl 1,446,384 6,221,554 7,667,938
PnL ratio of profitable to loss-making trades 1.20 1.71 1.48
2 4
Jan-13 Jul-13 Jan-14 Jul-14
European 2013 & 2014 Trade Statistics European 2013 & 2014 cumulative P&L
2014 2013| Past 2 years
The PnL/volatility ("Sharpe") ratio: 2.44 1.93 1.96 60 -
Profit making trades 67 162 229 50 H
Total non-zero trades 111 240 351
Win:loss ratio 1.62 2.08 1.88 40
PnL of profitable trades 29,908,804 69,482,481 101,841,899 E 30 4
PnL of loss making trades (11,073,170) (31,689,372)| (45,213,156) w
Net Pnli 18,835,634 37,793,109 56,628,743 20 A
PnL ratio of profitable to loss-making trades 2.70 2.19 2.95
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty,
express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a 10 -
judgment at the original date of publication by CS and are subject to change without notice. The price, value of and income
from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and
financial instruments may be subject to exchange rate fluctuation that may have a positive or adverse effect on the price or 0 . . .
income of such securities or financial instruments. The P&L results shown do not include relevant costs, such as commissions,
interest charges, or other applicable expenses. Jan-13 Jul-13 Jan-14 Jul-14

Please note all trades are available and marked daily in Credit Suisse PLUS Analytics.
Link to latest P&L: https://plus.credit-suisse.com/r/tD5a3N
Source: Credit Suisse
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Disclosure Appendix

Analyst Certification
The analysts identified in this report each certify, with respect to the companies or securities that the individual analyzes, that (1) the views expressed in this report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is
or will be directly or indirectly related to the specific recommendations or views expressed in this report.

Important Disclosures

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail, please refer to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research-and-
analytics/disclaimer/managing_conflicts_disclaimer.html

Credit Suisse’s policy is to publish research reports as it deems appropriate, based on developments with the subject issuer, the sector or the market that may have a material impact on the research views or opinions stated herein.

The analyst(s) involved in the preparation of this research report received compensation that is based upon various factors, including Credit Suisse's total revenues, a portion of which are generated by Credit Suisse's Investment Banking and Fixed Income Divisions.

Credit Suisse may trade as principal in the securities or derivatives of the issuers that are the subject of this report.

At any point in time, Credit Suisse is likely to have significant holdings in the securities mentioned in this report.

As at the date of this report, Credit Suisse acts as a market maker or liquidity provider in the debt securities of the subject issuer(s) mentioned in this report.

For important disclosure information on securities recommended in this report, please visit the website at https:/firesearchdisclosure.credit-suisse.com or call +1-212-538-7625.

For the history of any relative value trade ideas suggested by the Fixed Income research department as well as fundamental recommendations provided by the Emerging Markets Sovereign Strategy Group over the previous 12 months, please view the document at http:/research-and-
analytics.csfb.com/docpopup.asp?ctbdocid=330703 1 en. Credit Suisse clients with access to the Locus website may refer to http://www.credit-suisse.com/locus.

For the history of recommendations provided by Technical Analysis, please visit the website at http:/www.credit-suisse.com/techanalysis.

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any penalties.

Emerging Markets Bond Recommendation Definitions
Buy: Indicates a recommended buy on our expectation that the issue will deliver a return higher than the risk-free rate.
Sell: Indicates a recommended sell on our expectation that the issue will deliver a return lower than the risk-free rate.

Corporate Bond Fundamental Recommendation Definitions

Buy: Indicates a recommended buy on our expectation that the issue will be a top performer in its sector.

Outperform: Indicates an above-average total return performer within its sector. Bonds in this category have stable or improving credit profiles and are undervalued, or they may be weaker credits that, we believe, are cheap relative to the sector and are expected to outperform on a total-return basis.
These bonds may possess price risk in a volatile environment.

Market Perform: Indicates a bond that is expected to return average performance in its sector.

Underperform: Indicates a below-average total-return performer within its sector. Bonds in this category have weak or worsening credit trends, or they may be stable credits that, we believe, are overvalued or rich relative to the sector.

Sell: Indicates a recommended sell on the expectation that the issue will be among the poor performers in its sector.

Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other circumstances.
Not Rated: Credit Suisse Global Credit Research or Global Leveraged Finance Research covers the issuer but currently does not offer an investment view on the subject issue.

Not Covered: Neither Credit Suisse Global Credit Research nor Global Leveraged Finance Research covers the issuer or offers an investment view on the issuer or any securities related to it. Any communication from Research on securities or companies that Credit Suisse does not cover is factual or a
reasonable, non-material deduction based on an analysis of publicly available information.
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Disclosure Appendix cont'd

Corporate Bond Risk Category Definitions
In addition to the recommendation, each issue may have a risk category indicating that it is an appropriate holding for an "average" high yield investor, designated as Market, or that it has a higher or lower risk profile, designated as Speculative and Conservative, respectively.

Credit Suisse Credit Rating Definitions

Credit Suisse may assign rating opinions to investment-grade and crossover issuers. Ratings are based on our assessment of a company's creditworthiness and are not recommendations to buy or sell a security. The ratings scale (AAA, AA, A, BBB, BB, B) is dependent on our assessment of an
issuer's ability to meet its financial commitments in a timely manner. Within each category, creditworthiness is further detailed with a scale of High, Mid, or Low — with High being the strongest sub-category rating: High AAA, Mid AAA, Low AAA - obligor's capacity to meet its financial
commitments is extremely strong; High AA, Mid AA, Low AA - obligor's capacity to meet its financial commitments is very strong; High A, Mid A, Low A - obligor's capacity to meet its financial commitments is strong; High BBB, Mid BBB, Low BBB - obligor's capacity to meet its financial
commitments is adequate, but adverse economic/operating/financial circumstances are more likely to lead to a weakened capacity to meet its obligations; High BB, Mid BB, Low BB - obligations have speculative characteristics and are subject to substantial credit risk; High B, Mid B, Low B -
obligor's capacity to meet financial commitments is very weak and highly vulnerable to adverse economic, operating, and financial circumstances; High CCC, Mid CCC, Low CCC - obligor's capacity to meet its financial commitments is extremely weak and is dependent on favorable economic,
operating, and financial circumstances. Credit Suisse's rating opinions do not necessarily correlate with those of the rating agencies.

Credit Suisse’s Distribution of Global Credit Research R lations* (and Banking Clients)
Global Recommendation Distribution**

Buy 1% (of which 86% are banking clients)

Outperform 20% (of which 60% are banking clients)

Market Perform 42% (of which 61% are banking clients)

Underperform 25% (of which 73% are banking clients)

Sell 2% (of which 100% are banking clients)

*Data are as at the end of the previous calendar quarter.
**Percentages do not include securities on the firm’s Restricted List and might not total 100% as a result of rounding.

Structured Securities, Derivatives, Options, and Futures Disclaimer

General risks: Structured securities, derivatives, options (OTC and listed), and futures (including, but not limited to, commodity, foreign exchange, and security futures) are complex instruments that are not suitable for every investor, may involve a high degree of risk, may be highly illiquid, and
may be appropriate investments only for sophisticated investors who are capable of understanding and assuming the risks involved. There is a risk of unlimited, total, or significant loss resulting from the use of these instruments for trading and investment.

Before entering into any transaction involving these instruments, you should ensure that you fully understand their potential risks and rewards and independently determine that they are appropriate for you given your objectives, experience, financial and operational resources, and other relevant
circumstances. For options, please ensure that you have read the Options Clearing Corporation's disclosure document, available at: http://www.optionsclearing.com/publications/risks/riskchap1.jsp.

Risk of losses on options: The maximum potential loss on buying a call or put option is the loss of total premium paid. The maximum potential loss on selling a call option is unlimited. The maximum potential loss on selling a put option is substantial and may exceed the premium received by a
significant amount. There are many other options combinations that entail significant risks and transaction costs: you should ensure they are appropriate for your situation and that you understand the risks.

Risk of losses on futures: The maximum potential loss on buying a futures contract is substantial (the loss of the value of the contract) and can be amplified by leverage. The maximum potential loss on selling a futures contract is unlimited.

OTC options and other derivatives: In discussions of OTC options and other derivatives, the results and risks are based solely on the hypothetical examples cited; actual results and risks will vary depending on specific circumstances. Investors are urged to consider carefully whether the se
products, as well as the products or strategies discussed herein, are suitable to their needs. While some OTC markets may be liquid, transactions in OTC derivatives may involve greater risk than investments in exchange-listed derivatives because there is no exchange market on which to
liquidate a position and it may be very difficult to assess the value of the position because bid and offer prices need not be quoted.

Structured products: These products often have a derivative component. As a result, they carry not only the risk of loss of principal, but also the possibility that at expiration the investor will own the reference asset at a depressed price. Even if a structured product is listed on an exchange, active
and liquid trading markets may not develop and the structured product may be thinly traded.

Taxation: Because of the importance of tax considerations for many option and other derivative transactions, investors considering these products should consult with their tax advisors as to how taxes affect the outcome of contemplated options or other derivative s transactions. You should
consult with such tax, accounting, legal or other advisors as you deem necessary to assist you in making these determinations.

Transaction costs: Such costs may be significant in option strategies calling for multiple purchases and sales of options and other derivatives, such as spreads and straddles. Commissions and transaction costs may be a factor in actual returns realized by the investor and should be taken into
consideration.

Trading on margin: Margin requirements vary and should be determined before investing as they can impact your profit potential. If the market moves against your position, you may be called upon by your broker to deposit a substantial amount of additional margin funds, on short notice, in order
to maintain your position. If you do not provide the required funds within the time required by your broker, your position may be liquidated at a loss, and you will be liable for any resulting deficit in your account.

Further information: Supporting documentation for any claims, comparisons, recommendations, statistics or other technical data in this material will be supplied upon request. Any trade information is preliminary and not intended as an official transaction confirmation. If you have any questions
about whether you are eligible to enter into these transactions with Credit Suisse, please contact your sales representative.
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Disclosure Appendix cont'd

References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division. For more information on our structure, please use the following link: https:/www.credit-
suisse.com/who_we_are/en/This report may contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG or its affiliates ("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report,
unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its content, nor any copy of it, may be altered in any wag, transmitted to, copied or distributed to any other party, without the prior express written permission
of CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. The information, tools and material presented in this report are provided to you for
information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred
to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you
and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothin%in this report constitutes investment, legal, accounting or tax advice, or a representation that any
investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an
independent tax adviser. Please note in particular that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no
representation as to their accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific
statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and mar in the future issue, other communications that are inconsistent with, and reach
different conclusions from, the information presented in this report. Those communications reflect the different assumptions, views and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other
communications are brought to the attention of any recipient of this report. Some investments referred to in this report will be offered solely by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the
only market maker in such investments. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions
and estimates contained in this report reflect a judgment at its original date of publication by CS and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can
fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as
ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are
capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange
rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult
with their own professional advisers as to the risks involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their value
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Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can be eroded
due to changes in redemption amounts. Care is required when investing in such instruments.

When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) from CS as a seller, you will be requested to pay the
purchase price only.
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