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Global volatility shifts CDS-bond basis more positive

Weak commodity and energy prices continue to drive a positive basis among single name

European credits

— CDS spreads have been more reactive to market volatility, with 66% of names with a more

positive basis since December.

— Casino Guichard-Perrachon has a large positive basis, with a 9% sec lending utilisation rate
— Energy names ENI and America Movil seen 44bps positive basis move since December

The CDS-bond basis captures the relative
value between a cash bond and CDS contract
of the same credit entity. Fluctuations in the
basis give rise to arbitrage opportunities. It is
defined as an entities bond swap spread
subtracted from its CDS spread.

CDS-bond basis = CDS spread — cash bond
spread

Both spreads measure an entity’s credit risk,
so theoretically the basis should be zero. In
practice other factors such as liquidity and
transaction costs come into play.

Taking advantage of a positive basis would
involve selling the cash bond (paying spread)
while selling protection (receiving spread) on
the same credit. Conversely, a negative basis
trade would involve buying the bond
(receiving spread) while buying protection
(paying spread) on the same credit.

Dataset

An analysis of European investment grade
corporate bonds sees many such
discrepancies that could be arbitraged away.
The sample of bonds is taken from Markit's

iBoxx indices, which incorporates liquid bonds.

Since the 5-yr point on a CDS curve is
typically the most liquid tenor, only bonds
maturing between June 2020 and June 2021
have been taken for practical reasons. This
analysis is based on the actual CDS-bond
basis (mid) as calculated by Markit's bond
pricing service.
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Energy drives basis

Of the liquid bonds, the split between those
exhibiting a negative basis and those with a
positive basis remains fairly even, although
there has been greater shift on the positive
side since the start of December.
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One of the names exhibiting the highest
positive CDS-bond basis is the 4.726%
Casino Guichard-Perrachon bond maturing in
2021. The French retailer is on the brink of
maintaining its investment grade status after
being put on negative watch by S&P, which
cited concerns based on the firm’s leverage
and dwindling economic conditions. Its
soaring CDS spread has opened up a large
positive basis (+22bps since the start of
December), and its bond currently has a
securities lending utilisation rate of 9%
according to Markit, presenting ample
opportunity to take advantage of such basis
discrepancies.
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Unsurprisingly, other names that feature high
on the list exhibiting a wide positive basis are
energy names such as ENI and America
Movil, which have both seen a 44bps shift on
the positive side since the start of December.

With weak oil and

commodity prices

financial markets, CDS have been used as a
tool of choice to negate potential downside
risks. America Movil's 3% bond maturing in
2021 has a $115k available in lending
programmes and a securities lending
utilisation of just 4%.

continuing to exert significant clout on
CDS-bond basis

Sec Lending Value in Lending Bond Liquidity
Name Bond Current Change Utilisation (%) Program (USD Score

America Movil SAB de CV AMSAB 3.0 07/12/21 121 44 4 114,929,584 1
Casino Guichard-Perrachon SA GROUPE 4.726 05/26/21 110 22 9 79,450,984 1
CEZ AS CEZCO 4.5 06/29/20 70 20 0 86,826,928 1
HSBC Bank Plc HSBC-HSBCBank 4.0 01/15/21 56 33 34 114,633,520 1
Statoil ASA STOL 2.0 09/10/20 56 39 20 106,825,728 1
Electricite de France EDF 2.25 04/27/21 54 22 1 127,407,112 1
ENI SpA ENI 4.0 06/29/20 51 44 0 71,542,392 1
Electricite de France EDF 6.25 01/25/21 48 24 1 146,451,568 1
RTE Reseau de Transport d'Electricite SA RTERES 4.125 02/03/21 39 1 8 53,197,496 1
Statoil ASA STOL 5.625 03/11/21 36 32 0 162,196,416 1
National Australia Bank Ltd NAB 2.0 11/12/20 34 9 6 69,832,848 1
Engie ENGIEAA 6.375 01/18/21 34 38 12 61,724,132 1
Barclays Bank Plc BACR-Bank 2.125 02/24/21 32 31 7 60,499,292 1
Vodafone Group Plc VOD 1.0 09/11/20 29 5 3 308,127,552 1
Pohjola Bank Plc OKOBK-Bk 2.0 03/03/21 28 4 25,816,232 1
Vodafone Group Plc VOD 0.875 11/17/20 28 3 38 70,220,384 1
Societe Generale SA SOCGEN 0.75 11/25/20 28 9 1 99,258,688 1
Iberdrola International BV IBERDU-Intl 2.875 11/11/20 27 11 11 55,780,476 1
National Australia Bank Ltd NAB 4.0 07/13/20 26 7 5 122,314,408 1
Credit Agricole SA/London ACAFP 2.375 11/27/20 25 6 26 62,426,364 1
Nordea Bank AB NORDEA 4.0 06/29/20 24 10 8 108,149,752 1
Societe Generale SA SOCGEN 4.75 03/02/21 24 12 70 49,254,656 1
Carrefour SA CARR 3.875 04/25/21 24 28 5 39,165,852 1
Standard Chartered Plc STAN 1.625 06/13/21 22 9 73 98,433,688 1
LVMH Moet Hennessy Louis Vuitton SA MOET 1.75 11/13/20 21 12 15 78,559,808 1
AT&T Inc ATTINC 1.875 12/04/20 20 -1 2 133,724,632 1
BNP Paribas SA BNP 2.25 01/13/21 20 15 27 87,803,680 1
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