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Tail, Growth & Credit Derivatives 
 Best trades to be long tail risk and short growth risk 
 

 Central bank support is still the name of the game; but how will it impact the 
market? – In our view, central bank support will struggle to do much to improve the 
bleak picture on the economic growth front, but it should help to avoid tail events. 

 We think investors should position “long tail risk and short growth risk” – In 
other words, for any pair of instruments: go long risk the one more exposed to tail 
risk and short the one more exposed to growth. The trick is to find pairs in which (i) 
one asset is clearly more exposed to growth and the other one is clearly more 
exposed to tail risk, and (ii) the entry point is attractive. 

 We list pair trades which fit into this theme and can be implemented via credit 
derivatives – Long risk Main vs. SX5E, long risk Main vs. Crossover, long risk 
Senior Financials vs. Main (or Crossover), long risk senior vs. junior tranches and 
long risk OTM vs. ATM credit vol. 

 Is the entry point attractive on those trades? – In some cases it is; in others isn’t. 
This is key to selecting which trades to implement.  

 Our picks are:  

– Long risk Main 12-100% vs. short risk Crossover (5y, Series 22). This trade 
reflects our highest conviction recommendation: we prefer to take risk by levering 
up tail / low beta IG / senior financial risk, and we dislike taking high beta risk 
(such as Crossover or equity tranches). 

– Long ATM vs. short OTM (payer) vol. This trade fits the theme of growth vs. tail 
risk and takes advantage of the structurally high OTM payer vol in the credit 
options market. 
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The starting point of this theme is that growth will likely continue to disappoint, 
resulting in low inflation, and force central banks to extend their recent 
accommodative measures: low rates for long, monetary stimulus in different shapes 
(LTROs, asset purchases …). The actual measures and their timing are not 
irrelevant, but the details shouldn’t overly affect the main theme: central banks will 
continue providing support as needed, liquidity will be abundant and the cost of 
credit should remain very low. 

What will be the impact of central bank support? 

 It seems unlikely to transform the growth picture. In a recent weekly1 our 
European economists argued that “the Eurozone malaise is unlikely to be 
resolved by improving credit conditions alone.” In a recent credit weekly2 our US 
credit strategists noted that “there seems to be a growing chorus of central 
bankers that are suspicious [QE] doesn’t do much good for the economy”. We 
think most market participants share that suspicion.  

If one buys into that theory, one should expect assets whose returns 
depend heavily on growth to do worse than those whose returns don’t.  

 It will likely avoid tail events. Tail events tend to develop when someone big 
enough runs into a liquidity constraint and is forced to liquidate. But if central 
banks are going to continue inundating the market with liquidity and making the 
cost of credit very low, who’s going to have any problems borrowing to meet a 
potential liquidity constraint? In a recent report3 we argued one clear risk which 
can trigger a tail event is outflows from credit funds, given the limited liquidity in 
the secondary bond market. However, we also argued that if central bank support 
can achieve something it is preventing the large sell-off which would trigger 
outflows. 

If one buys into this theory, one should expect assets heavily exposed to 
tail risk to do relatively well (provided they are trading cheap enough).  

Putting it altogether, we would expect “growth”-oriented assets to underperform 
“tail”-oriented assets. One needs to carefully take into account the entry point on 
any trade of course, and the above analysis ignores many issues (e.g. to what 
extent will lower commodity prices prop up growth?), but other things being equal 
we think the idea makes good sense.  

In a simplistic way, if we were to classify all assets according to their exposure to 
growth or to tail risk we would probably put equities closer to growth and credit 
closer to tail risk. Within credit, high yield would be much closer to growth than, for 
example, senior financials, super senior tranches or very OTM payers. 

In the next section we look at different potential trades and analyse how attractive 
their entry point is. In the last section we select the two trades we think make most 
sense.

                                                           
1 Euro Economics Weekly Credit and the Eurozone malaise, 31-Oct.  
2 US Credit Weekly Just another tantrum... or something more?, 24-Oct. 
3 Long risk EUR IG bonds and long iTraxx vol, 30-Oct. 

Long tail risk, short growth 
Our aim in this note is to offer investors 
potential trades to position for this theme, 
should they think it makes enough sense.  

https://ir.citi.com/nrF6LXqr6N7iNAWsSBB4bowdslKYzO0zRYXY7yBOBDN0njaGlnP%2BTw%3D%3D
https://ir.citi.com/y%2BZ3JNSB0mY5kaQX0hDhu4wstprJO2SP9TI%2B1lRKVBfzNXCk8gRvwQ%3D%3D
https://ir.citi.com/vlyhzrHdsed7khkqJG46hKAlmlMpsae0qSfrETke%2BWvQ4jWttPVYPg%3D%3D
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Potential derivative trades and entry points 
1. Long risk iTraxx Main vs. short risk EuroStoxx 50 
It’s not hard to argue that equity performance is more growth-dependent than credit, 
whose performance is more tail-oriented. At the end of the day, equities can be 
seen as a long ATM call on the economy and credit as a short OTM put. One could 
trade this via indices or via options (for example: sell Main payers & buy SX5E puts, 
or buy Main receivers & buy SX5E calls). 

Two pushbacks on this trade: in a very bullish environment, or an environment in 
which corporates are levering up, equities tend to outperform (Figure 1); also, Main 
has substantially outperformed SX5E over the past 12m (Figure 2, beta-adjusted), 
making the entry point relatively unattractive. Playing it with options allows investors 
to lever the view in either a widening (via payers) or tightening environment. We 
think this trade plays out better if the market doesn’t tighten substantially, so 
playing it via (slightly ITM) payers/puts is probably the most attractive option. Vol-
wise, credit and equity vols are very close to each other on an implied-to-realised 
basis (Figure 3). 

Figure 1. Main vs. SX7E levels 
Y-axis: Main (bp); X-axis: SX5E. Daily data since 06. 

 Figure 2. Main vs. SX5E - Cum. Return 
Using a 3m beta-weighted notional for the SX5E.  

 Figure 3. Implied / realised vol (3m) 

 

 

 

 

 
Source: Citi Research, Markit, Bloomberg.  Source: Citi Research, Markit, Bloomberg. Return of a long risk 

position, % of notional. 
 Source: Citi Research, Markit, Bloomberg. 

 

2. Long risk iTraxx Main vs. short Crossover 
Within credit, we think high yield is more geared to the performance of the economy 
and should benefit less than investment grade from central bank support – 
especially in the scenario of a potential ECB bond buying programme, which will 
likely only include investment grade bonds. We think that further easing from the 
ECB will clearly have a trickle-down effect eventually benefiting high yield; however, 
we think the incremental impact of further ECB measures will likely benefit IG and 
Financials more than HY in risk-adjusted terms4. We do have to admit that whether 
further ECB support measures will benefit more IG or HY is the topic where we find 
the least consensus among investors. Our long standing view on derivatives is that 
investors will prefer to lever up synthetic IG credit than add unlevered synthetic HY 
credit going forward. 

  

                                                           
4 See our two latest weeklies Is the ECB about to buy corporate bonds?, 21 Oct. and Spreads should 
follow in the ECB’s step, 6 Nov. 
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https://ir.citi.com/DHlS2LTtK0E1XQ%2F4Ke14tuWRm%2Fam8EQARxtj1iYISSwLljO21znT1A%3D%3D
https://ir.citi.com/sNklENhNq1UF1MVPq5a%2BwJC0omcG2bn4Co%2BxO%2BYPSf3op8m%2BByMmZA%3D%3D
https://ir.citi.com/sNklENhNq1UF1MVPq5a%2BwJC0omcG2bn4Co%2BxO%2BYPSf3op8m%2BByMmZA%3D%3D
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From a technical point of view we’ve been concerned for a while5 about how 
crowded positioning in high-beta instruments (high yield, AT1s, equity tranches) 
seems to be.6 The October weakness in those areas provides some support to that 
theory: investors have filled their “off benchmark” longs with those instruments and 
they are the ones with the highest risk of being unwound. We don’t believe the 
weakness in October resulted in positioning changing substantially and, as a 
consequence, we remain worried about high-beta credit instruments being crowded 
and struggling to outperform as a result. 

We are convinced supporters of Crossover / Main decompression. It’s taken a long 
time to come (Figure 4), almost 2 years, but it seems to be playing out now; 
especially after the October roll (Figure 5). We think that continues and expect this 
trade to perform better if the market tightens; thus one could play it via indices 
or via receivers. The entry point doesn’t look particularly good or bad right now, in 
our view. 

Figure 4. Crossover to Main spread ratio  Figure 5. Crossover to Main spread ratio  Figure 6. Crossover / Main ratio vs. Main 

 

 

 

 

 
Source: Citi Research, Markit. 5y on-the-run indices.  Source: Citi Research, Markit. 5y on-the-run indices.  Source: Citi Research, Markit. 5y on-the-run indices, daily data 

since 2004. 

 

3. Long risk iTraxx Senior Fin. vs. short Main (or Xover)  
Within IG, we think Financials will benefit the most from central bank support, and 
they provide the most direct exposure to tail risk: any event not affecting the 
financial system is unlikely to trigger a tail event.  

One could trade this via indices, via options (e.g. sell Senior Financials payers & 
buy Crossover payers or buy Senior Financials receivers & sell Crossover 
receivers), and via tranches (e.g. long risk iTraxx Sub Financials vs. short risk 
Crossover super senior tranche). With respect to the former trade, we would size 
it on an equal notional basis, with Sub Financials trading at 152bp and the 35-100% 
Crossover tranche trading at 105bp. The trade generates a positive carry, provides 
a long risk Financials vs. Crossover exposure and leaves us net long risk (which is 
ok with us as we remain bullish). 

  

                                                           
5 See European Credit Derivatives– Views and Trades: Be long, but in non-crowded places, 4-Sep. 
6 See positioning in our latest Global Credit Survey. 
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https://ir.citi.com/3dYPM2sPK9MgUlUGaoaluCCnmebzVU8gY0jnovu%2fyzvKwthgpZ2atqTlStACZCab
https://ir.citi.com/gINuETq9vpbcnxHU2Rp84jcNWm04TAxFoTLOdTiO5niwfmPcQapk%2bKgtBz%2ftdFpt
https://ir.citi.com/9iE40d0%2fdcKYBpAVNLprZZr%2fMIj2dvE%2fu4rSwGoiVEgQCzuEVjdd4Uu1OxWgGW%2fW
https://ir.citi.com/Xi1Jbjjh%2Biyp8TpBnbOEPvgtXwTHY8vyxB%2BMOaJ3rfI%2BJlDKWZZ08w%3D%3D
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4. Long risk senior vs. junior tranches 
Within the tranche capital structure, both of Main and Crossover, senior tranches 
will provide more exposure to tail risk than to growth; with the opposite being the 
case for senior tranches. Selling super senior protection is still one of our preferred 
trades (see Senior tranches – The best long out there?, 22-Jul). 

Tranche implied correlation remains at record high levels given the extraordinary 
demand for equity tranche risk over the past couple of years (Figure 7), providing a 
good entry point for the trade. Moreover, as we highlighted in our latest European 
Credit Derivatives Brief, senior tranches are slowly becoming more sought after as 
more investors get into the trade and as the tranche continues outperforming the 
index. We believe that positioning in equity tranches is, like in other high-beta credit 
instruments, very stretched: we think that the investors who piled into this trade over 
the past two years still have most of that exposure. Thus, we think equity tranches 
have little room to outperform the index. 

The main pushback of going long risk super senior vs. short risk equity is that a 
delta-hedged trade would generate negative carry. Thus, we would rather trade a 
little bit more on the super senior leg to make the trade slightly positive carry (at the 
expense of a small long risk directional exposure); something like 12x 12-100% vs. 
1x 0-3% (the delta ratio is 11x). 

5. Long ATM vs. short OTM (payer) vol 
In options land, the growth vs. tail theme could be played by buying ATM and selling 
OTM (payer) vol. Given the consistent demand for OTM payers in credit options to 
hedge tail risk, pricing-wise this trade looks very attractive. 

We back-tested the P&L of buying 3m ATM (50% delta) payers and selling 3m OTM 
(10% delta) payers in iTraxx Main over the past year, sizing the trade to be Vega-
neutral at all times (which involves, on average, trading ~2.9x more of the OTM 
straddles) and delta-hedging the trade dynamically. Figure 8 shows that the trade 
would have had a very stable positive P&L through time. 

  

Figure 7. Main Tranche Implied Correlation 

 
Source: Citi Research, Markit. 5y on-the-run equity (0-3%) 
tranche implied correlation. 

Figure 8. P&L of buying 3m ATM and selling 
OTM iTraxx Main Vol 

 
Source: Citi Research, Markit.  In cents of the ATM payer 
notional. Daily delta-hedging at COB index level, rolling the 
options every month to maintain the indicated expiry. ATM: 
50% delta payers, OTM: 10% delta payers. We size the trade 
to be Vega-neutral every day. 
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https://ir.citi.com/amOcCBD%2fFA2DM1sLsB%2fWQrZBql8hHO9f1N5Kgb2W7O3fY%2biz8%2fqIYXndtXXc5sAv
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https://ir.citi.com/z6MKFF7052KLRDiX2GDT0Vqaa3w6kguILyMm7P0fiROuH5nBbHPvXawezSnskIny
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Our picks are … 
Looking at the different ways to trade this theme and the best entry points, the two 
trades below look the most attractive to us right now. 

Long risk Main 12-100% vs. short risk Crossover  
We particularly like this trade as it combines our long risk Main vs. short risk 
Crossover view with one of our other core recommendations: take senior tranche 
risk in investment grade portfolios. We like this trade from a fundamental, technical 
and pricing point of view: senior tranches are probably the best way of taking tail 
risk, it is not a crowded trade and we are seeing investors getting into it now (a 
trend we expect to continue) and, finally, the tranche is very wide from a historical 
point of view as the record high tranche correlations indicate (Figure 9).  

This trade reflects our highest conviction recommendation: we prefer to take risk by 
levering up tail / low beta IG / senior financial risk, and we dislike taking high beta 
risk (such as Crossover or equity tranches). 

A 12-100% super senior Main tranche would trade at around 30bp vs. 350bp 
on Crossover, both 5y Series 22. We would size the trade to be zero carry (i.e. 
trade ~ 11.7x more on the 12-100% tranche).  

Investors who can trade bespoke super senior should find much more attractive 
spread levels there (vs. the ones in the standard index market). We would prefer 
bespoke super senior to index super senior. 

Long ATM vs. short OTM (payer) vol 
This trade, described in the previous section, fits the theme of this piece and takes 
advantage of the structurally high OTM payer vol in the credit options market: 
buyers of tail risk are willing to pay fairly high implied correlations, typically to free 
up regulatory capital in one way or another; and there aren’t that many sellers of 
OTM payers out there. We don’t expect this dynamic to change, so the implied vol 
premium in OTM payers (vs. ATM ones) should remain, allowing the trade to make 
a steady “carry” as it has over the past year as Figure 8 showed. 

If the trade was to be opened today, we would buy January 70bp payer options (~ 
47% delta) and sell January 100bp payer options (~11% delta), both delta-hedged 
on a Vega-neutral ratio (~2.5x more on the OTM payer). There is a link to our online 
options pricer with the trade here. 

 

Figure 9. Main Tranche Implied Correlation 

 
Source: Citi Research, Markit. 5y on-the-run equity (0-3%) 
tranche implied correlation. 
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Analytics – Available at Citi Velocity 

Options iTraxx Volatility   //  CDX Volatility 
 Volatility P&L Report – Credit Indices 
  
Cross Asset iTraxx Main vs. SX5E (forthcoming) 
 European Cross-Asset Volatility 
  
Curves iTraxx Curve P&L 
Returns European Credit Derivatives Returns 

 

 Tranches Main              Series 9  //  Series 21  // Series 22   
 Crossover     Series 22 (forthcoming) 
  
  
Indices Main  //  Crossover //  Senior Financials  
 What’s moved?  
 CDS Indices Positioning  
 CDS Indices Trading Volumes  

 

 
Recent Trade Ideas  
Options                           Long risk cash credit vs. long synthetic vol 30-Oct-14 
Options                           Buy OTM receivers 28-Oct-14 
Indices                            Sell the S21-22 roll in SubFin, SenFin and Crossover 2-Oct-14 
Options                           Main Receiver 1x2s 23-Sep-14 
Curves                            Short risk 5y Main NonFin vs. Long risk 7-10y iBoxx NonFin 18-Sep-14 
Curves                            Short risk 5y Xover vs. long risk 10y SenFin 18-Sep-14 
Options                           Sell Xover vol vs. buy SenFin vol 15-Aug-14 
Options                           Sell Xover receivers  1-Aug-14 
Tranches                        Long risk super senior tranches 21-Jul-14 
Options                           Main receiver 1x2s 13-Jun-14 
Options                           Main bearish risk reversal 13-Jun-14 
Curves                            5s10s Senior Fin flattener (J. Faith) 30-May-14 
Options                           European vs. US credit vol 28-May-14 
Tranches                        Sell 0-3% Jun-15 S9 protection: outright, vs. CDX IG 5y or vs. SX5E 21-May-15 
Indices                            Sub/Senior Financials compression (J. Faith) 20-May-15 
Curves                            5s10s Main Flatteners 25-Apr-14 
Options                           Main 70-75 May Receiver 1x2 2 Apr 2014 
Options                           Buy SenFin vs. Sell CDX IG straddles 18 Mar 2014 
Single names vs. Index  Releveraging Trade (H. Lorenzen) 24 Feb 2014 
Tranches vs. Options     Sell protection and monetize the positive convexity by selling straddles 20 Feb 2014 
Tranches                        Buy 9-100% S9 Jun-18 protection, delta-hedged 20 Feb 2014 
Tranches                        Sell 3-6% S9 Jun-18 protection, delta-hedged 20 Feb 2014 
Options vs. Curves         Flatteners vs. OTM payers             13 Feb 2014 
Options                           Sell Main vol, buy SenFin vol 21 Jan 2014 
Tranches                        More mezz, less seniors - 3-6% vs. super senior 15 Jan 2014 
  
 

“European Credit Derivatives Views & Trades” Investor Presentation                                 Teach-in presentations: CDS / Indices / Options / Tranches 

                                                                                                                                                                                    Latest European Credit Derivatives Brief 

Other publications                                                                                                                                                     
New Crossover Tranches: Our take on pricing, supply-demand and potential trades 13-Oct-14 
iTraxx Roll: Expected spreads and preferred trades: Sell the S21-22 roll in Financials and Crossover 2-Oct-14 
Cross Asset Volatility: Credit versus Rates: Use credit options to position for the coming rate hike (A. Basu) 24-Sep-14 
Where to Find the Best Index Longs: A method for finding value in credit indices (A. Basu) 4-Sep-14 
We love the roll 29-Aug-14 
An Algorithm-driven Relative Value Signal: A simple method to monetize credit versus equity relative value (A. Basu) 14-Aug-14 
Time For Action On The CDS Legal Front: All You Wanted To Know But Were Afraid To Ask About The Switch To The New CDS Contracts 13-Aug-14 
Trading volumes in European credit 5-Aug-14 
iTraxx Roll - Potential Changes: Crossover to be expanded to 75 names 1-Aug-14 
Smart Ways to Sell Credit Volatility (A.Basu) 24 Jul 2014 
2014 CDS Definitions getting closer II: Update on protocol and CoCo supplement 11-Jul-14 
Hedging the tail – Why real money should consider all options (H. Lorenzen)  1 Jul 2014 
Lazy longs for July 23 Jun 2014 
Our preferred carry trades in indices, options and tranches 11 Mar 2014 
New 2014 CDS Definitions - What’s new? What’s changing? Why? When? How? 26 Feb 2014 
2014 European Credit Outlook: Strategy // Positioning and Trades 13 Jan 2014 
  
 

Source: Citi Research. Please click the links to see the complete trade ideas and rationales and pricing at time of recommendation. 

Analytics, Past Trade Ideas & Publications 

https://ir.citi.com/wO2ZYOASc4KVNNKkq5O4yXdFgYh08fAE2kN4YsQX5L5qVwpgmUiJbenqaXojW8iPeTo4pCr3UdIDI%2f6WMZeUPw%3d%3d
https://ir.citi.com/RNHC4Chd97e7Y0LuIVEwisxbssOhi24O6maCwPyKs%2fzfbscHe%2fZiEJ6wiMQsVSxtRX5IT1vukPE8lp2XSKNuyA%3d%3d
https://ir.citi.com/K5FwLWEy2JasTeSV%2bkDeHNw%2bqAm2TAGoj7g30OCgQEjV83Rzqa2JagZ5AI8R5FT74n68%2fSZmLvBcMxGPEEl9p2YHS9PworBTGbVTlNE49bc%3d
https://ir.citi.com/KvTKWGAGv6RuLlA6bKAoEv%2fv37iHQa2yQoSR0UbFQ3Z8oFAGuZalvjWxUE5tXvUcVZ%2biXDUlcrmmi2Sr2o6OOegbmZ7%2blmLbElB8AmrNa%2bg%3d
https://ir.citi.com/EjFH%2fZUjp4YYMhNhoh7aH237FHpO0NcUI9f7j397PG8MaRKSC3sDHerWb68aVy5Ysp9RwwKxKWFLD8O%2fs3dFqw%3d%3d
https://ir.citi.com/JQljAvfZI28Cf1YzUUvqT6k5qyjEewMGXXnBokMo9Lcwc8ikZUFD3X7amsE1kF1o3O410yoCVPEkL%2b2K9XTqVXLQDL62t9svuCZYALBsohw%3d
https://ir.citi.com/i4o0us9ezeyCImggKg1j54bRmYeBfq47ffrTiuRJmntdvgcwcV%2f81GkZQklmDxJgpBzuAE4xFg1xTD%2fcK7%2ftGQ%3d%3d
https://ir.citi.com/21ykyZnfatk1rwgwoT937SRuEv3qb8K5k6AlamUkPeTIkIGkBUppAdCa48ze0%2fEkgFhTk%2fiAKD0bSKGReYBdaw%3d%3d
https://ir.citi.com/3%2fi0tyQgg2IhuquL2kDhhU2hat8i%2bOg9bBFMjXdKfGFkC083CNnb%2fb%2bvCPpg8gu8pkwjh8GrozNUPXrDpC64nQ%3d%3d
https://ir.citi.com/DeNk9XG6TEEbNgiUwWTGRapH0MvUdXGFxQTxbaFkfnt5b3BQunO9Vo1Ro4Z%2fHxYYoiCY1QU98cyePVqYe5Zh%2bg%3d%3d
https://ir.citi.com/iKrBE%2bL0w6Ej5SP7sBHhnSWbUd%2b0GvH2wJzI5g6WscWytj87UYBPRGKJzyy3EzYSxHXwBzc00jXLF3LtrgJS3Q%3d%3d
https://ir.citi.com/faCIuQUl1TOThaRjujWtpX%2bfYRWeo0iTqpK605S%2bMow2EjNBJnceftt0STKUR9Ge%2b7fwls7HN4sGD6rD2M3lyrDvU6n9ygSm
https://ir.citi.com/12q%2fLRhdFB08D6XwIYRxMQXLWD8dMnFyyxyQKf7xZvX90uQZAxbm1FLrvrFTFxZILFHS3FSBVqzYyz6%2bEiVOoA%3d%3d
https://ir.citi.com/ZHIlaFi4yZql4r0p00h6%2fMkX4Qtn7Tld1aGDUs%2fOjF81udbIPZ8UYXAhZnRf34Gy15dvxXWPddeRmWjLFPjTBuX6f84ledZE
https://ir.citi.com/B3THHMQad2rI5E6cdiy7hnDSmGkxY%2b91hLKCpRpkVb3MZgXFsTc%2fri%2bgqbF1mrqYHCA8JDqHJBFnRlumHviQDA%3d%3d
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Trade Recommendations Summary 
We are opening the two trades in this report. 

Figure 10. Open trades –  Summary and P&L 

 
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 %. DH = delta hedged. As of COB 6-Nov-14. 

 

Figure 11. Open and closed trades summary statistics 

Number Open Closed*  Percentage Open Closed* 
In profit 2 25  In profit 18% 71% 
In loss 9 10  In loss 82% 29% 
 11 35     
 

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

 

  

Entry Entry Current Current P&L*
Trade Description Leg Format Direct. Notnl. Upfront Spread Coupon Upf. Spread Total
Releveraging trade Basket of low spread/leverage CDS Prot. Buy 1.00 -3.14% 35 100 -3.30% 32 -0.48%
24-Feb-14 Main NonFins Prot. Sell 0.50 -1.54% 67 100 -1.84% 63 0.31%

Total -0.17%
iTraxx Main 5s10s flattener Main S21 5y Prot. Buy 1.36 -1.42% 71 100 -1.96% 55 -1.47%
25-Apr-14 Main S21 10y Prot. Sell 1.00 1.48% 117 100 0.24% 101 1.78%

Total 0.30%
Series 9 Jun-15 0-3% Series 9 Jun-15 0-3% Prot. Sell 1.00 -0.75% 430 500 0.25% 540 1.35%
21-May-14

Total 1.35%
3-6% vs. Crossover Sell 3-6% S21 Main prot. Prot. Sell 1.00 6.50% 236 100 6.24% 242 0.67%
12-Jun-14 Buy S21 Xover prot. Prot. Buy 1.00 -12.13% 234 500 -11.30% 235 -1.21%

Total -0.55%
Long risk super senior S9 22-100% Jun-18 Prot. Sell 1.00 -0.35% 16 25 -0.31% 16 0.04%
21-Jul-14 S9 Index Jun-18 Prot. Buy 0.20 -4.46% 58 175 -4.31% 55 -0.07%

Total -0.03%
10y SenFin vs. 5y Xover 10y SenFin S21 Prot. Sell 1.00 -0.60% 93 100 -0.63% 93 0.17%
18-Sep-14 5y Xover S21 Prot. Buy 0.45 -11.27% 242 500 -11.30% 235 -0.32%

Total -0.15%
10y iBoxx vs. 5y Main NonFin 7-10y iBoxx € NonFin Prot. Sell 1.00 -0.93% 87 100 -0.83% 89 0.03%
18-Sep-14 5y Main NonFin Prot. Buy 0.65 -1.93% 59 100 -1.84% 63 -0.07%

Total -0.04%
Sell S21-22 SenFin roll S21 SenFin 5y Prot. Buy 1.00 -2.06% 56 100 -1.93% 58 0.05%
06-Oct-14 S22 SenFin 10y Prot. Sell 1.00 -1.89% 63 100 -1.67% 67 -0.13%

Total -0.08%
Sell S21-22 SubFin roll S21 SubFin 5y Prot. Buy 1.50 -0.83% 82 100 -0.65% 86 0.13%
06-Oct-14 S22 SubFin 10y Prot. Sell 1.00 2.24% 145 100 2.74% 156 -0.42%

Total -0.29%
Sell S21-22 Crossover roll S21 Crossover 5y Prot. Buy 1.35 -11.55% 234 500 -11.30% 235 -0.24%
06-Oct-14 S22 Crossover 10y Prot. Sell 1.00 -7.63% 332 500 -6.67% 350 -0.54%

Total -0.78%
€ iBoxx IG & Buy Main Vol € iBoxx IG Prot. Sell 1.00 -0.43% 91 100 -0.50% 90 0.10%
29-Oct-14 Buy 3m ATM Main Vol *** Price Buy 3.00 0.00% -0.07% 0 -0.20%

Total -0.10%
Main super senior vs. Crossover Sell 12-100% S225y  Prot. Prot. Sell 1.00 -3.56% 30 100
07-Nov-14 Buy S22 5y Xover prot. Prot. Buy 11.70 -6.67% 350 500

Total
OTM vs. ATM vol 3m Main *** Sell 10% delta DH payers Price Sell 1.00 0.00%
07-Nov-14 Buy 50% delta DH payers Price Buy 2.90 0.00%

Total
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Figure 12. Historical spreads –  iTraxx 5y on-the-run indices            Period: 1-Jan-13 – COB yesterday 

 
Source: Citi Research, Markit. In bp. 

 

Figure 13. Recently closed trades –  Summary and P&L 

 
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. 
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Main Senior Fin. Crossover (rhs)

Trade Description Leg Format Direct. Notnl. Upfront Spread Coupon Upfront Spread Total
Main May Rec 1x2s Main May 75bp Rec Price Buy 1.00 0.24% 0.16% 0 -0.08%
Open: 2-Apr-14 Main May 70bp Rec Price Sell 2.00 0.10% 0.02% 0 0.16%
Close: 20-May-14 Total 0.09%
Flattener vs. OTM payer *** 3s5s flattener Main Price Buy 1.00 0.00% 0.36% 0 0.36%
Open: 13-Feb-14 Sell 3m 120bp Main payer Price Buy 0.75 0.00% 0.12% 0 0.09%
Close: 27-May-14 Total 0.44%
Senior Fin vs. CDX IG straddle SenFin Jun-14 90bp straddle Price Buy 1.00 0.97% 0.79% 0 -0.18%
Open: 18-Mar-14 CDX IG Jun-14 65bp straddle Price Sell 1.90 0.51% 0.19% 0 0.61%
Close: 27-May-14 Total 0.43%
Equity tranche vs. straddle *** Sell Jun-18 S9 equity prot., DH Price Buy 1.00 0.00% -1.48% 0 -1.48%
Open: 20-Feb-14 Sell 1m Main straddles, DH Price Buy 0.50 0.00% 0.33% 0 0.16%
Close: 21-Jul-14 Total -1.31%
Main vs.CDX IG *** Sell 3m Main DH straddles Price Buy 1.00 0.00% -0.05% 0 -0.05%
Open: 28-May-14 Buy 3m CDX IG DH straddles Price Sell 1.00 0.00% -0.07% 0 0.07%
Close: 21-Jul-14 Total 0.02%
Main July Rec 1x2s Main July 60bp Rec Price Buy 1.00 0.13% 0.00% 0 -0.13%
Open: 13-Jun-14 Main July 55bp Rec Price Sell 2.00 0.04% 0.00% 0 0.09%
Close: 16-Jul-14 Total -0.04%
Sell Xover Receiver Xover Aug 250bp Rec Price Sell 1.00 0.14% 0.00% 0 0.14%
Open: 1-Aug-14
Close: Expired Total 0.14%
Xover vs. SenFin vol *** Sell 6m Xover DH straddles Price Buy 1.00 0.00% 0.50% 0 0.50%
Open: 15-Aug-14 Buy 6m SenFin DH straddles Price Sell 4.00 0.00% -0.04% 0 0.15%
Close: 28-Aug-14 Total 0.65%
Main Oct Receiver 1x2 60bp receiver Price Buy 1.00 0.15% 0.00% 0 -0.15%
Open: 23-Sep-14 55bp receiver Price Sell 2.00 0.05% 0.00% 0 0.10%
Close: Expired Total -0.05%
Sell 1m Main straddles *** Sell 1m Main straddles Price Buy 1.00 0.00% 0.99% 0 0.99%
Open: 9-Jan-14
Close: 29-Oct-14 Total 0.99%
Payer spread vs. index long *** Buy 3m 25-60% pay spread Price Buy 1.00 0.00% -0.54% 0 -0.54%
Open: 9-Jan-14 Sell index prot. Price Buy 1.00 0.00% 1.33% 0 1.33%
Close: 29-Oct-14 Total 0.79%
SenFin vs. Xover Recs *** Buy 3m SenFin Recs Price Buy 1.00 0.00% 0.84% 0 0.84%
Open: 9-Jan-14 Sell 3m Xover Recs Price Buy 0.29 0.00% -2.29% 0 -0.67%
Close: 29-Oct-14 Total 0.17%

Representative Market Conditions  
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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. 

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. Credit index options are physically 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. 
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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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