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iTraxx Options Views & Trades 
 Vol starts the year expensive – we start by selling receivers 
 

 Short term – Implied vol starts the year on the expensive side (vs. spreads and vs. 
realised); we expect that to normalize soon and recommend selling options. Skew-
wise, the year starts with very flat skews on both the payer and the receiver side; 
bullish price action which makes us favor low cost defensive trades. “Tactical” trade 
ideas:   

– Sell no-delta Crossover February receivers to tactically fade the recent index 
tightening, taking advantage of the high implied vol and flat short dated receiver 
skews. 

– Crossover delta-hedged 3m bearish risk reversal (buying OTM payers vs. 
selling OTM receivers) to position for both payer and receiver skews to steepen. 

– Looking for longs? Can use Senior Financials receiver spreads to take 
advantage of the flat skew and position for a moderate, not large, tightening. 

 

 Medium term – Implied vol to drift tighter with spreads; P&L of selling vol to 
probably still be positive but to continue falling. “Systematic” trade ideas for 2014:    

– Sell Main 1m no-delta straddles to position for a range-bound market. 

– Payer spreads to continue outperforming index shorts as hedges. We are 
not bearish, just want to take exposure to the fact that payer spreads should beat 
index shorts as hedges; thus we are, at the same time, entering into an outright 
index long (with the same notional). 

– Sell Crossover receivers to buy Senior Financial receivers, i.e. expecting 
Crossover to underperform Senior Financials as spreads stabilize/tighten. 
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We start with a review of short term movements and views in the options market, 
followed by our medium term views and themes for this year. We then briefly 
highlight “market infrastructure” developments – those from 2013 and what we 
expect for 2014. Finally, we provide details and analysis on four of the trade ideas 
mentioned in the front page. 

 

Implied vol starts the year on the high side – we expect that to normalize 
soon; sell options. Both vs. spreads as well as vs. realised volatility, implied 
volatility has started the year looking expensive – see Figure 1 and Figure 2. The 
ratio of implied to realised volatility has been trending upwards since the lows of 
mid-2013, not only in credit but also in other asset classes like equities and rates. 
Thus, we are more inclined to start the year selling rather than buying options; later 
in this report we recommend two trade ideas to position for this (selling Crossover 
receivers as a tactical trade and selling no-delta straddles as a systematic trade for 
2014).  

 Figure 1. Main spread & 3m ATM implied volatility 
LHS: spreads (bp). RHS: vol (%). 

 Figure 2. Implied to realised volatility ratio 
3 months. 

 

 

 
 

Source: Citi Research, Markit. 
  

Source: Citi Research, Markit, Bloomberg. 

 

Skew-wise, the year starts with very flat skews on both the payer and the 
receiver side – bullish price action. This is particularly the case in short dated 
(1m) Crossover and Senior Financials; not so much for longer dated expiries and 
Main (or CDX IG/HY where skews have been steepening). 1m skews in Crossover 
and Senior Financials are close to fully flat across all deltas.  
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Short term … 

Track movements in volatility with our daily 
analytics: iTraxx and CDX: Ready-made 
charts and tables with everything you need 
to track what’s happening in the options 
market. 

https://ir.citi.com/3gDmMJrcvUhJaHMAjn3uKjVbffUE3%2fPtC2Ib7fe43gP%2b66Oh5yvES%2bZsHdQOAjqt02S5JgKJxFsjj1BJOYZzgA%3d%3d
https://ir.citi.com/jORLV40HJowsYuORT6JUkglF6%2fPE1qskmc7BkHb6QhSzrNU%2fNWYm7rYrCf5%2fCXEr2r2ifP%2buVKMl2nGlL4Sp%2fg%3d%3d
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 Figure 3. Receiver skews (3m, %) 
Implied volatility difference between payer options with 50% delta and with 75% delta. 

 Figure 4. Payer skews (3m, %) 
Implied volatility difference between payer options with 25% delta and with 50% delta.. 

 

 

 
 

Source: Citi Research, Markit. 
  

Source: Citi Research, Markit. 

Flat skews paint a bullish picture (investors buying OTM receivers, selling OTM 
payers) which the option credit market is not used to. However, if 2014 plays out as 
everyone expects (i.e. tighter and boring spreads with investors forced to follow the 
trend without very high conviction), flat skews could become the norm as investors 
will not likely be as keen as they have historically been to spend much money in 
hedges, and will use any derivative instrument to extract some premium (i.e. to take 
risk). 

Although not bearish for 2014, we are happy to take advantage of the flat 
Crossover receiver skew to add low cost defensive positions in the index which we 
think looks tighter from a fundamental and pricing point of view (see our arguments 
in trade No. 4 in the last section): 

 We recommend selling no-delta February receivers to tactically fade the 
recent index tightening taking advantage of the high implied vol and flat short 
dated receiver skews; we review this trade in a later section. 

 Second, we could position for both payer and receiver skews to steepen (from 
their current very flat levels – see Figure 5) via a delta-hedged 3m bearish risk 
reversal (buying OTM payers vs. selling OTM receivers).  

Finally, we believe investors looking for longs should consider receiver spreads to 
take advantage of the flat skew and position for a moderate, not large, tightening in 
the short term; Senior Financials look the best choice.  
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Figure 5. Crossover 3m skews (%) 

 
Source: Citi Research. Implied volatility difference between 
payer options with 50% and 75% delta (receiver skew) and 
25% and 50% delta (payer skew). 5d moving average. 

 

Looking for longs? Receiver spreads 
Don’t position for a large move, and take 
advantage of the flat skew.  
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2014 – Views & trading themes 
Implied vol to drift tighter with spreads – Our base case scenario in Europe is for 
spreads to drift tighter realizing lower volatility than last year (see our views for the 
US here).1 In our view, we are transitioning to a market more similar to the one we 
saw in 2004/06 than what we’ve experienced in the past few years. We do expect 
widening episodes where spreads realize high vol, but we think they will be (i) less 
frequent than we’ve grown used to and (ii) relatively short lived as investors are 
quick to take the other side in a market where timing will be one of the very few 
ways to make any alpha.  

P&L of selling vol to probably still be positive but to continue falling – We also 
expect the premium of implied to realised vol to continue compressing. The average 
implied to realised volatility ratio over the past 3 years has progressively decreased 
(1.7 / 1.3 / 1.1 in 2011 / 12 / 13) as more investors decided to sell vol as a 
carry/alpha strategy – see Figure 6. We expect this to continue given that investors 
will likely be less keen to pay out for any hedges going forward, and start looking at 
the options market more as another way to extract carry than to spend it. 

Thus, the options market in 2014 could potentially be different to what we have 
been used to. In this new environment, there are a few trading themes which we 
think will be profitable over the year: 

 Selling no-delta straddles to position for a range-bound market. 

 Payer spreads to continue outperforming index shorts as hedges. 

 Sell Crossover receivers to buy Senior Financial receivers, i.e. expecting 
Crossover to underperform Senior Financials as spreads stabilize/tighten. 

These are medium term trades which we think are worth rolling throughout the year. 
We provide more details in the last section. 

                                                           
1 See also our European Credit Outlook presentation "Vol is dead! Long live risk repression!": Is 2014 
a year to yield or rebel?, H Lorenzen, 6-Dec. 

Medium term … 

For more details: 
Credit Options - What did investors do in 
2013?: What will they do in 2014? (2013 
European Credit Conference Presentation) 
 
Global Structured Credit Outlook: A Rockier 
Ride (R Roy, A Basu, K Malhotra, R 
Brauchler) 
  

Figure 6. Implied to realised vol ratio 

 
Source: Citi Research, Markit. 3m vol. 20d moving average. 
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Market structure trends 
First, a few quick bullets encapsulating how 2013 went for the options market: 

 Growth – Continued. Market-wise and globally, option volumes were ~45% up 
from 2013 and ~70% up from 2011 using DTCC data. In iTraxx options our 
numbers show volumes more than doubling in 2013. 

 Client split – More asset managers and hedge fund trading, less inter-dealer 
volume. Europe (vs. US) sees more trading from CVA desks and less from loan 
desks and real money investors. 

 Usage – Payers traded much more – i.e. still a “hedging” market for most 
investors. Clients were net buyers of payers, especially very OTM payers (tail-
hedging). On the receiver side, selling slightly OTM receivers was the most 
popular strategy on a net basis: covered receivers to enhance the carry of long 
risk portfolios without adding long risk exposure. 

 Competition – More active dealers (from ~6 to ~10) from our understanding; 
lower bid-offers (from 3-4 to 1.5-2 cents); non-price competition becoming 
more important for clients (consistency, relationship, color, research, data, 
analytics). 

 

Finally, a few more bullets encapsulating trends we expect for 2014: 

 Market consolidation volume-wise: hard to maintain the pace of growth over 
the past years. 

 Increased transparency. Moving from OTC to screens in a similar fashion to the 
changes experienced by indices over the past years.  

 Increased liquidity on the receiver side – Investors usage of the product to 
progressively shift from hedging to adding risk. 

 Investors to continue improving the efficiency of their hedging styles. 

 Potentially less breadth of strikes in Main – Assuming trading ranges settle on 
a new (narrower) level; similar to CDX IG in 2013. 

 Transition towards a more relative value/vol market (like equities) to continue 
(from a directional/hedging market).

2013 

2014 



iTraxx Options Views & Trades 
9 January 2014 Citi Research 

 
 

 6 

Trade Ideas 
No. 1 – Sell short dated Crossover receiver 
 CDS indices have run too fast too quick – we expect a pause or a moderate 

reversal. Although we are not bearish by any means, we think index spreads will 
have a hard time tightening a lot further in the near term.  

 High implied volatility (vs. spreads and realised volatility) and flat short dated 
skews (Figure 8) offer a good entry point to sell 1m receiver options. 

 Investors with long risk portfolios who are becoming increasingly concerned 
by the recent tightening but do not want to pay for hedges should sell receiver 
options: add a small short, pick up some carry if we do not tighten at the expense 
of giving up some of the portfolio upside if we tighten. 

 Fundamentally, we prefer shorts in Crossover, but we do not think any particular 
index will underperform substantially over just 1 month. Pricing-wise, the 1m 
implied to realised ratio is the highest in Crossover (~1.6x) and the Crossover 
skew is, together with Senior Financials, flatter than in Main. Thus, we choose 
Crossover for our trade recommendation below. 

 Selling a 275bp February Receiver in Crossover generates a breakeven spread 
at expiry of around ~268bp (vs. current spread of 284bp). 

Figure 7. Trade details 

Type Strike Expiry Price Position Notional Upfront Delta Gamma Theta Vega Vol % 
Receiver 275 19-Feb 32.4c Sell 50,000,000  162,100  7,200  -100  2,200  -7,650  34.0% 
Index  @ 284.5 bp  No position        
 

Source: Citi Research. Indicative prices shown. 

. 

Figure 8. Crossover receiver skews (%) 
Implied volatility difference between payer options with 50% delta and with 75% delta. 

 Figure 9. Trade spread exposure  
In cents of notional traded (100c = 1%). 

 

 

 
 

Source: Citi Research, Markit. 
  

Source: Citi Research, Markit. Using mids. 
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No. 2 – Selling 1m Main no-delta straddles  
 2014 should see spreads trade range-bound, like most of 2013. We are 

expecting realized volatility to be low and trending environments not to last too 
long. We expect investors to add risk into any meaningful widening, realizing how 
important it will be to squeeze any basis point in a year where market stability is 
expected to reign. At the same time, although our view for 2014 is constructive, 
we do realize CDS indices are very tight vs. cash products and, as a 
consequence, we are not expecting very large tightenings. All in all, we expect 
the P&L of selling ranges, via no-delta 1m ATM straddles, to be positive and a 
good “alpha” complement to long risk portfolios – as Figure 10 shows for 2013. 

 Trade the range, not the vol – i.e. do not delta-hedge. We are calling for lower 
implied vol but also lower implied to realised premium over the year. Thus, we 
would refrain, in a systematic trading rule, from delta-hedging and trading gamma 
(realised vs. implied vol). There will be periods where the implied to realised ratio 
moves higher, creating good entry points for short vol strategies,2 but that will 
need a more a tactical trading effort where timing will be key. In 2013, although 
less stable, naked straddles were more profitable than delta-hedged ones (see 
Figure 11). 

As an example, a 70bp January / February straddle in Main generates breakeven 
spreads of around 67/73bp and 62/78bp respectively (at expiry). 

Figure 10. Selling 1m no-delta straddles – 2013 cumulative P&L 
In cents of notional traded (100c = 1%). 

 Figure 11. Selling 1m no-delta straddles – 2013 cumulative P&L 
In cents of notional traded (100c = 1%). 

 

 

 
 

Source: Citi Research, Markit. Using mids. 
  

Source: Citi Research, Markit. Using mids. 

We are adding a trading strategy to our model portfolio where we sell a front month 
ATM straddle, keep it until expiry and enter a new one then. 

 

 

                                                           
2 See Global Structured Credit Outlook: A Rockier Ride, R Roy, A Basu, K Malhotra, R Brauchler, 20-
Dec, p. 30/31. 
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No. 3 – Main Payer spreads as hedges 
 Payer spreads comfortably beat outright index shorts in 2013 – see Figure 

12. Without any “major” sell-off and with a clear tightening trend (especially 
during the second half of the year), payer spreads were at their best: protection 
for very large widenings was not needed and the losses in tightening 
environments were limited. 

 We recommend investors looking for hedges in 2014 to continue using 
payer spreads. We expect widenings to be moderate and short-lived as P&L-
starved investors will be quick to fade any sell-off. Moreover, if our constructive 
view of the world for 2014 materializes, payer spreads should suffer less than 
outright index shorts. Our preferred hedging strategy for 2014 would combine 
payer spreads for moderate widenings plus protection against large sell-offs via 
flatteners and (for real-money investors) replacing bond longs with synthetic 
longs. 

Figure 13 shows the trade spread exposure of a 70-85 April payer spread in Main.  

Figure 12. Payer spreads vs. Index short – 2013 cumulative P&L 
In cents of notional traded (100c = 1%). 

 Figure 13. April payer spread – Trade spread exposure  
In cents of notional traded (100c = 1%). 70-85bp strikes. 

 

 

 
 

Source: Citi Research, Markit. Using mids. 
  

Source: Citi Research, Markit. Using mids. 

We are adding a trading strategy to our model portfolio where we buy a 3m 25-60% 
delta payer spread, keep it until it is no longer 3m and enter a new 3m one then. 
Since we are not bearish but just want to take exposure to the fact that payer 
spreads should beat index shorts as hedges, we are, at the same time, entering into 
an outright index long (with the same notional). The resulting trade is equivalent to 
entering bullish risk reversals.
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No. 4 – Sell Crossover vs. buy Senior Financial receivers 
 In synthetics, investors to favor levered IG – Long risk Main vs. Xover. 

Stabilising or tightening from current levels represents a game changer in terms 
of the investment dynamics which will drive markets going forward. At current or 
tighter levels, we think relative value relationships will be much closer to the ones 
back in 2005-2008 than the ones over the past three years. In synthetics, 
investment grade spreads should be the main beneficiaries on the back of 
investors looking for leverage. In a low volatility environment we believe investors 
will be more inclined (than in the recent past) to look for high spread longs by 
levering up investment grade spreads than by venturing into high yield. 

 Within IG, there is still room for financials to outperform – Long risk Senior 
Financials vs. Main. The outperformance of financials is another trend we 
expect to continue playing out in 2014 as investors adjust to a new world of tight 
spreads, where every basis point counts. As we highlighted in early November, 
the basis between financials and non-financials was too tempting and investors 
struggling to find longs would soon start taking advantage. We expect to see 
Senior Financial spreads trading inside Main in 2014 – currently spreads are 
84bp vs. 70bp. 

 Putting it altogether … Long risk Senior Financials vs. Crossover via 
receiver options. Although we do not see a large downside if spreads widen, we 
believe the upside of this trade is mostly if spreads tighten from here, hence our 
recommendation via receiver options. The ratio of Crossover to Senior Financials 
implied vol is quite high from a historical point of view (Figure 15 and Figure 16), 
which creates a good entry point for our trade. 

Figure 15. Ratio of Crossover to Senior Financial spreads 
5y on-the-run indices. 

 Figure 16. Ratio of Crossover to Senior Fin. spreads vs. Main spreads 
Y-axis: spread ratio. X-axis: Main 5y spreads, in bp. 

 

 

 
 

Source: Citi Research, Markit.  
  

Source: Citi Research, Markit. Using on-the-run indices. Daily data since 2008. 

We are adding a trading strategy to our model portfolio where we buy 3m ATM (50% 
delta) 3m Senior Fin. receivers and sell Crossover receivers; we keep them until 
they are no longer 3m and enter new 3m ones then. We use the current ratio of 
index spreads (~3.4) to size the trade, i.e. buying 3.4 Senior Fin. receivers for each 
Crossover receiver we sell. 
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Trade Recommendations Summary 
We are opening the four trades recommended in the last section of this report. 

  

Figure 17. Open trades –  Summary and P&L 
          Entry Entry Entry Current Current P&L* P&L* 
Trade Description Leg Format Direct. Notnl. Upfront Spread  Coupon Upf. Spread Total Month** 
iTraxx Main Eq. Notional Flattener Main S19 3y Prot. Buy 1.00 -0.97% 65 100 -1.74% 29 -1.11% -0.43% 
05-Sep-13 Main S19 5y Prot. Sell 1.00 0.24% 105 100 -1.72% 60 2.30% 0.73% 
                  Total 1.19% 0.30% 
S9 6-9% vs. S20 Crossover Main S9 6-9% Jun-18 Prot. Sell 1.17 -0.25% 294 300 -3.43% 219 4.24%   
15-Nov-13 Crossover S20 Dec-18 Prot. Buy 1.00 -7.07% 344 500 -9.92% 275 -3.60%   
                  Total 0.64%   
S9 super senior vs. light delta Main S9 22-100% Jun-18 Prot. Sell 1.00 0.18% 30 25 0.01% 25 0.20% 0.23% 
15-Nov-13 Main S9 index Jun-18 Prot. Buy 0.33 -3.65% 93 175 -4.35% 74 -0.32% -0.23% 
                  Total -0.12% -0.01% 
75-85 Main January strangle 75bp Jan Main receiver Price Sell 1.00 0.08%     0.21% 0 -0.13%   
09-Dec-13 85bp Jan Main Payer Price Sell 1.00 0.13%     0.01% 0 0.12%   
                  Total -0.01%   
Sell Crossover Receiver 275bp Feb. Receiver Price Sell 1.00 0.32%       0     
09-Jan-14                 Total     
Sell 1m Main straddles *** Sell 1m Main straddles Price Buy 1.00 0.00%             
09-Jan-14                 Total     
Payer spread vs. index long *** Buy 3m 25-60% pay spread Price Buy 1.00 0.00%             
09-Jan-14 Buy index prot. Price Sell 1.00 0.00%             
                  Total     
SenFin vs. Xover Recs *** Buy 3m SenFin Recs Price Buy 3.40 0.00%             
09-Jan-14 Sell 3m Xover Recs Price Sell 1.00 0.00%             
                  Total     

 

Source: Citi Research. Spreads and coupons in bp. * P&L expressed as % of the leg with notional equal to 1. ** Over the last month. Prices as of COB yesterday. *** We track the trade P&L by using an initial 0% upfront and 
a current upfront equal to the trade P&L in %. 

 

Figure 18. Open and closed trades summary statistics 
Number Open Closed*  Percentage Open Closed* 
In profit 2 11  In profit 50% 79% 
In loss 2 3  In loss 50% 21% 
 4 14     
 

Source: Citi Research. * Since 1-Jun-13. Excluding the trade ideas opened in the current publication. 

 

Figure 19. Historical spreads –  iTraxx 5y on-the-run indices            Period: 1-Jan-13 – COB yesterday 

 
Source: Citi Research, Markit. In bp. 
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Figure 20. Closed trades since Jun-13 –  Summary and P&L 

          Entry Entry Entry Current Current P&L* 
Trade Description Leg Format Direct. Notnl. Upfront Spread  Coupon  Upfront Spread Total 
Main July Receiver Fly 105bp Receiver Price Buy 1.00 0.25%     0.23%   -0.01% 
Opened: 18-Jun-13 90bp Receiver Price Sell 2.00 0.04%     0.00%   0.07% 
Closed: Expiry 75bp Receiver Price Buy 1.00 0.00%     0.00%   0.00% 
                  Total 0.06% 
Senior Fin vs. CDX IG Receivers SenFin October 140bp receiver Price Buy 1.00 0.53%     0.69%   0.17% 
Opened: 26-Jul-13 CDX IG October 75bp receiver Price Sell 2.00 0.19%     0.18%   0.02% 
Closed: 13-Aug-13                 Total 0.19% 
Series 9 vs. Series 19 equity iTraxx Main S9 0-3% Jun-18 (10y) Prot. Buy 1.00 46.25% 1,720 500 39.82% 1,703 -7.98% 
Opened: 5-Jun-13 iTraxx Main S9 Index Jun-18 (10y) Prot. Sell 5.00 -2.05% 132 175 -2.73% 114 6.12% 
Closed: 25-Sep-13 iTraxx Main S19 0-3% Jun-18 (5y) Prot. Sell 1.00 31.75% 1,227 500 25.15% 1,188 8.15% 
  iTraxx Main S19 Index Jun-18 (5y) Prot. Buy 6.20 0.39% 108 100 -0.53% 88 -7.63% 
                  Total -1.34% 
S19 Jun-16 3-6% vs. S9 Jun-18 
Index iTraxx Main S19 3-6% Jun-16 (3y) Prot. Sell 1.00 -3.59% 375 500 -7.23% 229 4.72% 
Opened: 9-Jul-13 iTraxx Main S9 Index Jun-18 (10y) Prot. Buy 2.50 -1.58% 138 175 -2.73% 114 -3.83% 
Closed: 25-Sep-13                 Total 0.89% 
Commerzbank sub/senior compr. Sub CDS Prot. Sell 1.00 -5.65% 375 500 -8.03% 327 3.24% 
Opened: 13-Aug-13 Senior CDS Prot. Buy 2.51 2.37% 150 100 1.95% 140 -1.49% 
Closed: 14-Sep-13                 Total 1.75% 
RBS sub/senior compr. Sub CDS Prot. Sell 1.00 -7.71% 339 500 -11.10% 254 4.25% 
Opened: 13-Aug-13 Senior CDS Prot. Buy 2.02 2.80% 168 100 1.77% 139 -2.43% 
Closed: 14-Sep-13                 Total 1.82% 
BNP sub/senior compr. Sub CDS Prot. Sell 1.00 -14.42% 198 500 -16.21% 168 2.65% 
Opened: 13-Aug-13 Senior CDS Prot. Buy 1.68 0.86% 118 100 0.26% 105 -1.30% 
Closed: 14-Sep-13                 Total 1.36% 
S19 3-6% vs. S20 Crossover Main S19 3-6% Jun-18 Prot. Sell 1.00 -3.25% 422 500 -5.70% 366 2.99% 
Opened: 26-Sep-13 Crossover S20 Dec-18 Prot. Buy 1.00 -5.18% 386 500 -6.96% 343 -2.32% 
Closed: 4-Nov-13                 Total 0.67% 
iTraxx vs. CDX IG super senior Main S9 22-100% Jun-18 Prot. Sell 1.00 0.60% 37 25 0.34% 32 0.29% 
Opened: 26-Sep-13 CDX IG S9 30-100% Dec-17 Prot. Buy 1.00 -3.54% 13 100 -3.43% 16 0.00% 
Closed: 4-Nov-13                 Total 0.29% 
Senior Fin vs. Xover straddle Xover Dec-13 400bp straddle Price Sell 1.00 2.64%     2.63% 0 0.00% 
Opened: 9-Oct-13 SenFin Dec-13 140bp straddle Price Buy 2.05 1.29%     1.48% 0 0.40% 
Closed: 15-Nov-13                 Total 0.40% 
325-350-375 Nov. Xover Rec. 
Ladder 325 Xover Nov Rec Price Sell 2.00 0.18%     0.02%   0.32% 
23-Oct-13 350 Xover Nov Rec Price Sell 1.00 0.61%     0.47%   0.14% 
  375 Xover Nov Rec Price Buy 1.00 1.45%     1.46%   0.01% 
                  Total 0.47% 

 

Source: Citi Research. Spreads and coupons in bp. * P&L expressed as % of the leg with notional equal to 1. *** We track the trade P&L by using an initial 0% upfront and a final upfront equal to the 
trade P&L in %. 

 
Notes: The list of open trades reflects our current views; we have no plans to provide regular coverage or updates to these trades. P&L on trade ideas includes carry 

and roll costs but not trading commissions/costs. Results should not, and cannot, be viewed as an indicator of future performance. 

Risks: When buying calls and puts (or receivers and payers) the maximum loss is the premium paid. When selling calls (or receivers), the maximum potential loss 

would occur as the index spread decreases but is limited by the index spread being floored at zero. For puts (or payers), the maximum potential loss (amount below 

the strike) would eventuate should the index price fall to zero. Sector index options are cash settled. The above calculations do not include any additional fees or 

transaction costs. Note that ratio writing would leave the writer uncovered in one leg of the trade. 

 

The portion of this research report regarding non-OCC issued options is not intended for US clients other than Qualified Institutional Buyers. Investing in options is 

not suitable for all investors. Please see the disclosures concerning the risks of investing in options below and discuss with your Financial Advisor whether this 

particular options strategy is suitable for you. Interested investors should contact our trading desk for updated price and liquidity information. Also, complex option 

strategies may entail higher commissions costs. Please contact us for more details on the trades discussed.  
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Analytics, Past Trade Ideas & Publications 

Figure 21. Analytics – Available at Citi Velocity   

Options iTraxx Volatility Report 
 CDX Volatility Report 
 Volatility P&L Report – Credit Indices 

 
Indices CDS Indices Positioning Report 
 CDS Indices Trading Volumes Report 

 

 Tranches iTraxx Series 9 Tranche Report 
 iTraxx Series 19 Tranche Report 
 
 

 

Curves iTraxx Curve P&L Report 
  

 

Source: Citi Research.   

. 

Figure 22. Past Trade Ideas  

Sell strangles and go on holidays: Position for spreads to stay in the recent range in mid-January 9 Dec 2013 
Sell S9 Jun-18 6-9% protection vs. Xover 5y S20 15 Nov 2013 
Sell S9 Jun-18 22-100% protection vs. light delta 15 Nov 2013 
Long risk Senior Fins. vs. short risk Main 5 Nov 2013 
Crossover receiver ladders 23 Oct 2013 
Long risk CDX IG vs. Main via Receivers 15 Oct 2013 
Buy Senior Financials straddles vs. sell Crossover straddles 9 Oct 2013 
Long risk equity vs. short risk 3-6% in S19 Jun-16 (3y) 26 Sep 2013 
Long risk S19 Jun-18 (5y) 3-6% vs. 5y S20 Crossover 26 Sep 2013 
Long risk iTraxx S9 Jun-18 (10y) super senior vs. short risk CDX IG S9 Dec-17 (10y) super senior 26 Sep 2013 
Equal Notional 3s5s Flatteners: Adding cautious longs by selling forward protection 5 Sep 2013 
Sub/Senior compression trades in European banks 13 Aug 2013 
iTraxx Senior Financials vs. CDX IG via Receivers 7 Aug 2013 
Sell Jun-16 3-6% Series 19 protection vs. Buy Jun-18 Series 9 index protection 9 Jul 2013 
Option trades ahead of the FOMC 18 Jun 2013 
iTraxx Series 9 vs. Series 19 Jun-18 equity tranches 5 Jun 2013 
Hedging via Crossover Bearish Ladders 16 May 2013 
Buy Main straddles; sell CDX IG straddles 1 May 2013 
Views & Trades on iTraxx Series 9 Tranches 18 April 2013 
Beware of retail and food releveraging – short risk retailers & food vs. Main Non-Financials 18 April 2013 
Receiver 1x2s – Mind the tail if going long 2 Apr 2013 
Hedging menu: payer spreads, 3s5s flatteners and Jun 15/18 equity tranche flatteners 28 Mar 2013 
Long insurers vs. short premium autos 19 Mar 2013 
Flatteners in iTraxx Equity Tranches 6 Mar 2013 
Long risk 3-6% vs. short risk 0-3% - Jun-15 iTraxx Series 9 tranches 12 Feb 2013 
Long risk Main vs. Crossover via indices and receiver options 12 Feb 2013 
  
 

Source: Citi Research. 

Figure 23. Other publications  

Global Structured Credit Outlook: A Rockier Ride (R Roy, A Basu, K Malhotra, R Brauchler) 20 Dec 2013 
2013 Trading Volumes in European Credit: CDS Indices, Single Name CDS and IG Bonds 5 Dec 2013 
Credit Options - What did investors do in 2013?: What will they do in 2014? (2013 European Credit Conference Presentation) 4 Dec 2013 
Credit Index Options 1-0-1: Launching our option pricing tool @ CitiVelocity (2013 European Credit Conference Presentation) 2 Dec 2013 
Europe Returns: Assessing value across flow and structured credit assets 22 Nov 2013 
iTraxx Tranches Views & Trades: Mezz may be back next year 15 Nov 2013 
Financial CDS to get a re-vamp 7 Aug 2013 
What bail-in means for CDS 11 Feb 2013 
  
 

Source: Citi Research. 

. 
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https://ir.citi.com/MR6%2b0UaSW9SFmu6voN1X841g0SOQXuchOUaNex6XvX4LiGBeHeMVAGep139sNK4s3Ty2e0deyAVEZ22XJrH%2bJw%3d%3d
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https://ir.citi.com/unWYYswKCe%2bg%2b%2fctNnqovTzm1OcYFLH2JLwVc4MUpu%2bl8kjtPXeKhvOGZQ9Kw8v0%2f%2fScLACbVOEbe%2fNeQS3OFA%3d%3d
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https://ir.citi.com/53ZPh1UWijnzm0GO0uPNS3jx78wzgqdQENoB35qtQDgY6BP7ZSknHg%3d%3d
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https://ir.citi.com/1W%2buP5cZIQHixJfGY%2b7YuPJTYtlqZ8po8PWoiZyVZ2tLNoenoWTQVA%3d%3d
https://ir.citi.com/%2bnkwMSyn4b9iOJHWjAMkNE8Ve%2ff1F0MwmGS1X9SKOPPMO97W62uN5w%3d%3d
https://ir.citi.com/JhmYwaXyzGslwGcmUcLHO3FOxml4Vpa6h7i%2fPBN9%2f5TNpu6ZXIKNpQ%3d%3d
https://ir.citi.com/E06p%2bcN8J0o4WK6BW2bNw9eUzFhyB6QtsZ0TyGBK3WkAqp2ZghEntQ%3d%3d
https://ir.citi.com/VzU7%2f1j1ODB%2bR49FXPIqxU8Rx9hnE0Z9%2bsOzWNQ%2fQ%2bHo16DwBLnzNg%3d%3d
https://ir.citi.com/ouNcJzz3cHP2p1DssYHwk8xBzzczXKhObEf869p0qGvHrBpdXho23w%3d%3d
https://ir.citi.com/BXCdTWIojGgxgizgYLRtwfwA1ASxY9CaARYW4eOCrP3cK912V2Zdhw%3d%3d
https://ir.citi.com/bWOzampeoSyA%2bJhegB4VV1XRKUlaknpkkAX7HCSIzop7zdpmjFEVHg%3d%3d
https://ir.citi.com/d0BRCdnv8T%2ftWcggy1ETFlYVWINqpB%2bI3N%2bQIvXVR5E59gSHA8EGzg%3d%3d
https://ir.citi.com/QJsX%2f8Ov%2f1KHxiXRQGRRsHs8Rxs%2bhbKp%2blqLQKqNPMiD2FPCvqve7w%3d%3d
https://ir.citi.com/ivzqRxJIxAzv1SAefz8pvcSOlwFxwo30mNWFUF%2frEYqINMf%2bzYaJOw%3d%3d
https://ir.citi.com/EP%2byOaoQuZuCNqJFU4krfCQ0rHkwyVi8e%2fS6ps1%2flTXaT4mkBVNrnw%3d%3d
https://ir.citi.com/Ou4yC4s0pXKWbaRPI9fWJ940k%2f%2bzdQv9E07Dau2v2OcWP%2f6y9nKUmQ%3d%3d
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https://ir.citi.com/VGXiQMspyQ8jdHWz5trsrEpSYu0Apfzc55K9HoAPNH6BhrEPAF0y9kK2bsyhiUxN
https://ir.citi.com/qoRSsBHuyv%2fFecjaMcL6isVQael7KOhbGtdww3VE4JxvePooiKw10Q%3d%3d
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Options Risk Disclosure - Please Read Carefully 

This section discusses possible options strategies that you may choose to employ 
in conjunction with the company securities discussed herein. If you choose to 
engage in the options transactions discussed within this document, you must have 
an approved options account and will be subject to certain criteria which may 
ultimately prevent you from engaging in certain option strategies. It is important for 
you as an investor to know and understand that Options do involve risk and 
sometimes, significant risk, therefore may not be appropriate for all investors. If you 
buy options, the maximum loss is the premium. If you sell put options, the risk is the 
entire notional below the strike. If you sell call options, the risk is unlimited. The 
actual profit or loss from any trade will depend on the price at which the trades are 
executed. The prices used herein are historical and may not be available when you 
order is entered. Commissions and other transaction costs are not considered in 
these examples. 

Please speak to your Financial Advisor to ensure you have a full understanding of 
the risk and reward of the strategy you are considering. Strategies that are opened 
or closed differently than what is discussed in this document could have a 
significantly different outcome from what is described. It should be noted that certain 
Index options might have special settlement dates or settlement requirements that 
are different from traditional equity options. Commissions, taxes, and margin costs 
have not been included but will affect the outcome of any option transaction and 
should be considered. However, they can have a significant impact on the 
profitability of options transactions and should be considered carefully before 
entering into any option strategy. Because of the importance of tax considerations to 
all option transactions, the investor considering options should consult with his/her 
tax advisor as to how their tax situation is affected by the outcome of contemplated 
options transactions. Certain options trades/strategies must be executed in a 
margin account. Transactions executed in a margin account can require the investor 
to periodically deposit additional collateral into the account in order to maintain the 
positions. The preceding language is not a full description of all possible risks 
associated with options trading. 

For a more complete description on the uses and risks of options, please see the 
document titled Characteristics and Risks of Standardized Options. If you would like 
an additional copy of this document please contact Citigroup Global Markets Inc., 
Options Department, 390 Greenwich Street, New York, NY 10013. Options are not 
suitable for all investors. Before entering into any transaction using listed options, 
investors should read and understand the current Options Clearing Corp. Disclosure 
Document (Characteristics and Risks of Standardized Options) at 
http://www.theocc.com/about/publications/character-risks.jsp, 
http://www.theocc.com/components/docs/May_2010_ODD_Definitive_Supplement.
pdf and 
http://www.theocc.com/components/docs/January_2011_ODD_Definitive_Suppleme
nt.pdf. Investing in options other than Standardized Options may entail additional 
risks. 
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Appendix A-1 
Analyst Certification 
The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at 
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. 
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein 
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with 
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly, 
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report. 

IMPORTANT DISCLOSURES 
Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 
NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 
Citigroup Global Markets Ltd Abel Elizalde; Hans Lorenzen; Ratul Roy 
Citigroup Global Markets Inc Ryan Brauchler; Anindya Basu; Karan Malhotra 

OTHER DISCLOSURES 
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy 
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had 
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The 
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
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