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SECTION 0

What I do
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Sovereign IL Benchmark Mandates

 

 

 

 

 
 
 

 

 

♦ OATei 1.80% due July 
2040 

     €4 billion 

Longest Euro-denominated    
inflation linked bond 
UBS joint bookrunner 

 

 ♦ BTPei 2.10% due September 
2017  

     €4 billion  

New 10-year inflation-linked 
benchmark 

UBS joint bookrunner and 
sole duration manager 

♦ BTPei 0.95% due September 
2010  

     €5 billion  
New  5-year inflation-linked 
benchmark 

UBS joint bookrunner and 
sole duration manager 

 

 

♦ GGBei 2.90% due July 2025 
     €1.25 billion  

Inaugural Greek inflation-
linked bond 

UBS joint bookrunner and 
sole duration manager 

 

 

♦ UKTi 1.25% due November 
2055 

     £1.25 billion  

Longest ever inflation-linked 
bond 
UBS joint bookrunner 

 

 

 

UBS lead-managed landmark sovereign inflation-linked benchmarks in continental Europe and the UK 
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Leadership in UK Infrastructure IL Issuance:

 Gas   Water   Water  
 

Electricity 

February 2007 
£65 million due 2037 

 November 2006 
£50 million due 2056 

 October 2006 
£50 million due 2056 

 July 2006 
£25 million due 2056 

 
Electricity   Water   Water  

 
Electricity 

June 2006 
£50 million due 2056 

 December 2005 
£100 million due 2040 

 October 2005 
£100 million due 2035 

 September 2005 
£75 million due 2035 

  
  

Gas     

November 2004 
£2,500 million 
£250m I / L tranche due 2025 

 April 2007 
£100 million due 2039 

 November 2003 
£1,250 million (ABS) 
£500m I / L tranche due 2051 

 March 2003 
£515 million (ABS) due 2032 

 Water  
 

Electricity     

November 2002 
£50 million due 2032 

 April 2007 
£150 million due 2039 

 May 2007 

£1,000 million due 2037 

 September 2007 

£500 million due 2047 

 



SECTION 1

Global Inflation Market update
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Global 10y Breakevens: 1 April 2008 through February 2009



SECTION 2

A glance back to  the UK RPI market in 2006 …
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How Rich/Cheap Evolved in 2006
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Non Gilt IL Issuance 2005 & 2006, Showing Maturity
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Inv. unwinds 
IL Bond ASW

Pension Inflation 
Swap

Swapped New IL 
Issue

ZC Inflation
Swap

Investor buys 
IL Bond ASW

Securitization 
Lease/Rents

Corp./PFI/PPP
New Issue*

ZC Inflation
Swap

Direction of Inflation-Indexed Swap Cash-Flows



SECTION 3

Historical Aggregate Data from The US & UK Markets

—The Andromeda Galaxy & the Olympic Diver
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Notation for Zero Rates Spreads

Rrg Rng

RnlRrl Zll

Zgg

ζ n,lgζ r,lg

r : real rates n : nominal rates

l : LIBOR

g : Gov't

ζ i, jk where i ∈ r,n{ } and j and k ∈ g,l{ }
i.e. credit spreads in real or nominal space
between gov' t and LIBOR
ζ i, jk = Rij − Rik

{ }

riniii

ii

RRZ
curves LIBOR

or tgov' for rates inflation zero i.e.
nri  whereZ

−=

∈ ,

Rate LIBOR real :rlR

Ratet gov' real :rgR

Rate LIBOR nominal :nlR

Ratet gov' nominal :ngR
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US Market: 2006-2008
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US & UK Markets: 2006-2008
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r : real rates n : nominal rates

l : LIBOR

g : Gov't

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

-0.3 -0.2 -0.1 0 0.1 0.2 0.3 0.4 0.5 0.6

Zll - Zgg (Rich/Cheap)

Ze
ro

 N
om

. S
pr

ea
d

15y 10y 5y 20y 25y 30y

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

-0.3 -0.2 -0.1 0 0.1 0.2 0.3 0.4 0.5 0.6

Zll - Zgg (Rich/Cheap)

Ze
ro

 N
om

. S
pr

ea
d

20y 10y 5y

ζ n ,lg ζ n ,lg



ROI - meeting on BTPei and strategy - 20081201-v2.ppt

16

US & UK Markets: 2006-2008
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2 Market Extremes & the Transition Paths

Rrg Rng

RnlRrl Zll

Zgg

ζ n ,lgζ r,lg

r : real rates n : nominal rates

l : LIBOR

g : Gov't

 One-way 
Market

 Transition 
Paths

 Balanced 
Market

ζ n,lg

Zll − Zgg



SECTION 4

15 September 2008 Changed Everything
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Post-Lehman Collapse: 5y US Maturity Zero Spreads & Rich/Cheap
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♦ A rush to replace Lehman hedges—surge in demand
♦ No rush to put back on TIPS ASW by those who had faced 

Lehman
♦ Unwinds of TIPS ASWs by leveraged accounts
♦ Lack of willingness for investors to put on TIPS ASWs
♦ … a lot of demand vs zero supply … prices go to ∞?
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Olympic Diver? … 30y Maturity Zero UK Spreads & Rich/Cheap
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SECTION 5

What we can look forward to
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Solutions

Long end maturities
♦ IL gilt asset swaps are being bought by investors

♦ This generates RPI swap ‘supply’—although this is ‘synthetic’ supply, it is supply 
nevertheless

Short and medium maturities
♦ PFI and rental/lease securitizations were the flows that balanced the market

♦ PFI via bond issuance unlikely in the near future

♦ Securitization unlikely in the near future

♦ PFI via bank lending likely to be the best bet for bringing the RPI market back into 
balance in the short and medium maturities

LPI
♦ Rental/lease securitization has been a partial hedge

♦ Leveraged accounts also took some on board

♦ The rest was delta hedged by banks

♦ Lower market liquidity/wider bid/ask makes delta hedging more expensive

♦ Need return to more normality and more liquidity before this is solved
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Inv. unwinds 
IL Bond ASW

Pension Inflation 
Swap

Swapped New IL 
Issue

ZC Inflation
Swap

Investor buys 
IL Bond ASW

Securitization 
Lease/Rents

Corp./PFI/PPP
New Issue*

ZC Inflation
Swap

Ultimately, we need to go back to basics: we need swap supply
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This presentation has been prepared by UBS AG and/or its affiliates (together, “UBS”) for the exclusive use of the party to whom UBS delivers this presentation (the “Company”) using 
information provided by the Company and other publicly available information. UBS has not independently verified the information contained herein, nor does UBS make any 
representation or warranty, either express or implied, as to the accuracy, completeness or reliability of the information contained in this presentation. This presentation should not be 
regarded by the Company as a substitute for the exercise of its own judgment and the Company is expected to rely on its own due diligence if it wishes to proceed further. 

The valuations, forecasts, estimates, opinions and projections contained herein involve elements of subjective judgment and analysis. Any opinions expressed in this material are 
subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. 
This presentation may contain forward-looking statements. UBS undertakes no obligation to update these forward-looking statements for events or circumstances that 
occur subsequent to such dates or to update or keep current any of the information contained herein. Any estimates or projections as to events that may occur in the future (including 
projections of revenue, expense, net income and stock performance) are based upon the best judgment of UBS from the information provided by the Company and other publicly 
available information as of the date of this presentation. Any statements, estimates or projections as to UBS’ fees or other pricing are accurate only as at the date of this presentation. 
There is no guarantee that any of these estimates or projections will be achieved. Actual results will vary from the projections and such variations may be material. 

Nothing contained herein is, or shall be relied upon as, a promise or representation as to the past or future. UBS, its affiliates, directors, employees and/or agents expressly disclaim 
any and all liability relating or resulting from the use of all or any part of this presentation or any of the information contained therein except where stated otherwise in any signed 
engagement letter or other contract between UBS and the Company.

This presentation has been prepared solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. 
The Company should not construe the contents of this presentation as legal, tax, accounting or investment advice or a recommendation. The Company should consult its own counsel, 
tax and financial advisors as to legal and related matters concerning any transaction described herein. This presentation does not purport to be all-inclusive or to contain all of the 
information that the Company may require. No investment, divestment or other financial decisions or actions should be based solely on the information in this presentation.

This presentation has been prepared on a confidential basis solely for the use and benefit of the Company; provided that the Company and any of its employees, representatives, or 
other agents may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the transaction and all materials of any kind (including opinions or 
other tax analyses) that are provided to the Company relating to such tax treatment and tax structure. Distribution of this presentation to any person other than the Company and those 
persons retained to advise the Company, who agree to maintain the confidentiality of this material and be bound by the limitations outlined herein, is unauthorized. This material must 
not be copied, reproduced, distributed or passed to others at any time, in whole or in part, without the prior written consent of UBS.

© UBS 2009 All rights reserved. UBS specifically prohibits the redistribution of this material and accepts no liability whatsoever for the actions of third parties in this respect.



ROI - meeting on BTPei and strategy - 20081201-v2.ppt

25

Contact information

UBS AG
100 Liverpool Street 
London, EC2M 2RH 
Tel. +44-20-7567 8000

www.ubs.com

UBS Investment Bank is a division of UBS AG

Dariush
 
Mirfendereski

Managing Director

Head of Inflation Linked Trading

UBS Investment Bank

dariush.mirfendereski@ubs.com
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