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Qualcomm bonds widen; Slovenia reopens Europe

Competition from Asia has forced Qualcomm to reorganise, which has been received with
suspicion from investors. Meanwhile in Europe, Slovenia kick starts the eurozone sovereign bond

market after Greece saga.

— Qualcomm’s 5-yr bond has seen its credit spread widen 39bps over the past week
— Slovenia reopened up the primary euro sovereign bond market; yields similar to Spain, Italy
— Targeted by short sellers, Norske Skogindustrier 5-yr CDS upfront is now over 60%

Qualcomm

Fierce competition in the microchip making
industry has forced US semiconductor and
telecoms conglomerate  Qualcomm to
strategically review its operations, with talks
of a break up.

Qualcomm 2.25% 2020 spread over treasuries
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The prospect of assets being separated has
led investors to question the firm’s ability to
manoeuvre its debt obligations and manage
its financial leverage. Bond investors reacted
to the uncertainty with spreads widening
sharply.

Apart of Qualcomm’s recent $10bn bond
programme was the 2.25% bond due 2020. It
saw its spread over treasuries widen from
74bps last Friday to 113bps as of yesterday’s
close. It had been trading steadily in the

range 65-75bps range in the two months prior.
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Periphery 2.0

This week saw Slovenia reopen the eurozone
sovereign primary bond market, the first
issuance since Austria in mid-June. The past
month has seen the primary market dry up as
lenders awaited calmer market conditions.
With Greece having succumbed to Europe’s
bailout conditions earlier this month,
conditions were ripe with demand for the
€1.25bn 2.125% ten year bond rapturous.
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For Slovenia, which joined the eurozone in
2007, the bond market presents a spectacular
turnaround for the country after it narrowly
missed a bailout in 2013. 10-yr bond yields
surpassed 6.5% towards the end of 2013. But
spurred on by being included in the ECB’s QE
bond buying programme, 10-yr bond yields
have rallied since, dipping below 1% in March
this year. For a period, the 10-yr rate even
traded tighter than the traditional larger
European periphery countries, such as Italy
and Spain, and remained largely unfazed by
any contagion fears arising from Greece.
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Index tranching

An interesting trend which has re-emerged
lately has been using leveraged credit index
tranches to short only the riskiest set of credit
entities in_an index. The goal is to benefit
from the downfall of companies that are
struggling to meet costs amid a global market
full of uncertainties.
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One such targeted name has been
Norwegian paper manufacturer Norske
Skogindustrier. Its 5-yr CDS upfront has
rocketed 10% wider so far this month and
spreads now imply an almost certain default
Markit’s Research Signals propriety credit risk
model® issued an alert on the name yesterday,
expecting further deterioration
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! The Leading Risk Indicator enhances Markit’s Research
Signals credit factors and is used to evaluate the expected
performance of credit default swaps based on fundamental,
technical and macroeconomic-based indicators.
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