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On 20 August we moved our tactical and strategic recommendation on duration to 

overweight from neutral – see Strategy Update: Bond yields to fall further and curve to 
flatten. This was based on a) very weak key figures out of the US culminating in the 

Philadelphia Fed survey for August and b) anticipation of further ALM hedging in the 

long end of Europe.  

Since then German 10-year yields have declined 16bp to 2.14%. However, the recent 

price action suggests that flows may be slowing and that bonds could correct lower from 

current overbought levels. We got a early sign of this on Wednesday with the release of 

more very weak US data (durable goods orders and new home sales), which failed to push 

bond yields down further. Friday was the first day with significant losses on the back of 

the Jackson Hole speech by Ben Bernanke. 

We therefore recommend to switch to neutral duration on a tactical horizon as we 

see a rising risk of a correction higher in yields.  

On a strategic horizon we still recommend to be overweight duration though, due to 

carry considerations and because we still expect the longer-term impulses to bond yields 

to support low yields as growth and core inflation fall further and double-dip fears stay 

with us for some time. We therefore also favour trading the market from the long side on 

a tactical basis. We would look to re-enter long positions around 2.50-2.60% in bund 

yields. 

On the 2-10 German government curve we also switch the tactical position from 
flattening to neutral. It has flattened 12bp since we recommended it on August 20 and as 

it is very directional it makes sense to switch to neutral here as well. We keep the 

strategic flattening view.  

On the German 10-30 government curve we also switch to neutral from flattening – 
on both the tactical and the strategic horizon. The 10-30 curve has flattened due to 

extensive ALM flows. While it could continue in the short term the signals have become 

more diverging. Due to negative carry we also switch to neutral on a strategic horizon. 

We will follow up on our market views in Reading the Markets – Euroland on Thursday. 

See charts on the next page. 

 

 

 30 August 2010 

 

Chief  Analyst 
Allan von Mehren 
+45 45 12 80 55 
alvo@danskebank.dk 
 

Today�s key points 

 We switch tactical position on 

duration in Euroland from 

overweight to neutral 

 We also switch the tactical 

German 2-10 curve position from 

flattening to neutral 

 On a strategic horizon we keep 

overweight duration and 2-10 

flattening 

 On German 10-30 curve we 

switch to neutral on both tactical 

and strategic horizon 

 

Note: Tactical position has a 

horizon of 0-1m while strategic 

position has a 3-6m horizon  

 

Strategy 
Taking profit on tactical long duration and curve flattening

http://danskeresearch.danskenet.net/link/RTMEuroland200810/$file/RTM_Euroland_200810.pdf
http://danskeresearch.danskenet.net/link/RTMEuroland200810/$file/RTM_Euroland_200810.pdf
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Bond yields have come a long way � we go sidelined for now on a tactical basis but 

would re-enter long on correction higher in yield to around 2.5-2.6% 
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Curve flattening has been substantial 
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Disclosure 
This research report has been prepared by Danske Research, which is part of Danske Markets, a division of 

Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory Authority. 

 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high 

quality research based on research objectivity and independence. These procedures are documented in the Danske 

Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any 

request that might impair the objectivity and independence of research shall be referred to Research Management 

and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not 

report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all 

profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other 

remuneration linked to specific corporate finance or debt capital transactions. 

 

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’ 

Ethical rules and the Recommendations of the Danish Securities Dealers Association.  

 

Financial models and/or methodology used in this research report 
Calculations and presentations in this research report are based on standard econometric tools and methodology 

as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors upon request. 

 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

 

First date of publication 
Please see the front page of this research report for the first date of publication. Price-related data is calculated 

using the closing price from the day before publication. 

 

Disclaimer 
This publication has been prepared by Danske Markets for information purposes only. It has been prepared 

independently, solely from publicly available information and does not take into account the views of Danske 

Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financial 

instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no 

representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from 

reliance on it. Danske Bank, its affiliates or staff may perform services for, solicit business from, hold long or 

short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned 

herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their 

research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske 

Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory 

Authority and is subject to provisions of relevant regulators in all other jurisdictions where Danske Bank A/S 

conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the Financial Services 

Authority (UK). Details on the extent of our regulation by the Financial Services Authority are available from us 

on request. Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and 

may not be reproduced in whole or in part without permission. 
 
 

This publication has been prepared by the correspondent of Auerbach Grayson & Company Incorporated 

(“AGC”) named above on the date listed above.  

We are distributing this publication in the U.S. and any U.S. person receiving this report and wishing to effect 

transactions in any security discussed herein, should do so only with a representative of Auerbach Grayson & 

Company Incorporated. Additional information on recommended securities is available on request.   

 
 
  


