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Europe in the World Economy
The Position of the EU is Weakening

World GDP Share Based on Purchasing Power Parity

Annual Real GDP Growth

100%

90%

EU is losing world GDP share,
mostly because of the rise of

80% Emerging Markets & is losing its
position more than the US

70%

60%

50%

10% EU US =—China

8%

6%
----------

4% --------

2%

0%
2021 2023 2025* 2027~

Disadvantages

|
' )
0, . . .
40% | Europe is Falling Behind
| Across different metrics, a wide GDP gap has opened up
30% I between the EU and the US & China
I J
" )
I Growth Conditions Have Faded
20% Ll Benefits from world trade seem to have passed as world trade
growth slows & cheap energy from Russia has disappeared )
10% ~
High Ambitions
I Europe has set ambitious plans for change but struggles with
0% execution and adaptation to structural challenges
1980 1984 1988 1992 1996 2000 2004 2008 2012 2024 2028* J
OECD, Draghi Report - 6 - | Valid until 24/01/2025 © WUTIS



Challenges for Europe’s Economy

Europe is Not a Competitive Location for Business

Current Obstacles to Growth

Existing Dampers

43

Energy Costs

Why 50% of EU
companies do not invest

2

Export Demand
Growth damper for the

EU still faces 2-3 times higher
electricity and 4-5 times
higher NG prices than the US

Lacking natural resources,
energy market regulations,
and infrastructure

Growth in China has slowed,
resulting in fewer imports
from European countries

China has become more of a

1

Europe is leading in
regulation

Bureaucracy

Provides quality
standards but makes
it less attractive to
choose Europe as a

\ business location )

2 Investment & \

\_

Innovation

Europe's
competitiveness
is at risk

Energy prices and

regulations prevent

investment and
innovation

Industrial Retail Power Prices in EUR/MWh

3 Factor \

Productivity

Most important driver
of long-term growth

Smaller growth
because of
undeveloped new
technologies and an

\ aging population )

EU as an export region competitor, particularly in 210 EU US ===China
sectors where EU costs rose 190
170
> The discussion of tariffs 150
Q, alone creates uncertainty 130
> —d and trade tension
110
US Tariffs 90 =———
Will We|gh on confidence If tariffs were Imposed, this 70
and investment would have a significant effect
on Europe’s fragile economy 50
2019 2020 2021 2022 2023
Draghi Report - 7 -] Valid until 24/01/2025 © WUTIS



Economic Growth

Stagnant GDP Calls for Policy Action

GDP Eurozone Countries, Cumulative Growth Rate Since Q1 2020 German GDP Developments

15%
Stagnation Persists in Eurozone’s Largest Economy

Germany experienced the first consecutive annual GDP decline since the early 2000s,
marking the longest period of stagnation in post-war history. With a third recession
year to come, Germany faces deep structural challenges affecting growth

10%

5%
Germany Underperforms Within the Eurozone

T~ Germany’s GDP growth clearly underperforms the other big Eurozone economies
and stays behind the Eurozone average after not being able to kickstart its economy

0%

Germany after COVID due to the loss of Russian energy and lower export demand
% Eurozone Cries for Stimulus
-10%
o,
-15% The Eurozone is Germany faces
experiencing weak significant headwinds,
demand and sluggish including trade
0% growth, with GDP uncertainties, high energy
expanding by only prices, competition from
0.4% annualized in the China, and an unstable
third quarter of 2024 government
-25%
2020 2021 2022 2023 2024

OECD - 8 - | Valid until 24/01/2025 © WUTIS



Inflation

Despite Sticky CPI, Inflation Battle Nears Victory

Comparing Inflation Rates

Inflation in the Eurozone vs. Germany

In the EU inflation rose to 2.4% in December 2024, primarily driven by a
rise in energy prices. Peripheral countries saw lower inflation rates,
thanks to more stable wage growth. Eastern European
states experienced higher inflation, due to commodity shocks

German inflation climbed to 2.6%, exceeding the Eurozone average.
This, rather than being the symptom of an aggregate demand
increase, reflects structural imbalances which point to a weakened
growth outlook, reinforcing the need for more rate cuts

Why the ECB Shouldn’t Fret

o

L3

With core inflation
(excluding energy
and food) steady

at 2.7%, underlying

price pressures are
under control

%o

Much of the current
inflation spike is
linked to short-term
factors like supply
chain disruptions and
energy costs

\_

«

Medium-term ECB
projections show return
to the 2% target by
2026, clearing the way
for interest
rate cuts

J

12%

11%

10%

9%

8%

7%

6%

5%

4%

3%

2%

1%

0%

Eurozone e===Germany

/7

2021 2022 2023 2024

Bloomberg Finance L.P.
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German Risk Premia

Is Germany Still the Safest Option?

German Debt-to-GDP Ratio

I 63%

2020 2021 2022 2023 2024 2025* 2026* 2027* 2028* 2029*

Structural Challenges

72%
Weak Investment

Companies invest less
and debt brake hinders
government spending 64%

Political & Economic Uncertainty

Germany can only hope for
economic recovery once
there is clarity on outlooks

68%

60%
Export Dependence
Weak export demand 56%

& China progressed as a
competitor for car exports 5206

Challenged Business Model

Cheap energy imports and
outsourcing production and
manufacturing

Market Reflection

)
German bond yields are
normally trading below
risk-free due to their

unique position as a safe
haven in the Eurozone

i

The collapse of the
German government due
to budget disagreements

resulted in increasing
risk premia

o

Germany’s debt brake
preserves a low debt-to-
GDP ratio but, along with
high interest rates, limits

fiscal flexibility

&

The new government will

likely ease the debt brake,

leading to higher debt
issuance and potential
credit risks

Even with enough ECB
action, the trend will
continue, and more risk for
Germany will be priced in as
no recovery is expected

Bloomberg Finance L.P., Reuters, Statista
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Econometric Model

VECM Provides Evidence on Priced Interest Rates

Forecasted vs. Implied Interest Rates

Econometric Model

3,0% . . - A
Econometric Evidence on Current Mispricing
Predicting interest rate based on macroeconomic variables -
Extended Taylor Approach )
2,5% . . )
=70 Macroeconomic Variables
Quarterly data (2000Q1 — 2024Q4) on real GDP growth rate,
Implied unemployment rate, inflation, and deposit rate )
Deposit Rate N\
2,0% Vector Error Correctlion Model (VECM)
el
Ay = My, 4 + erJ’t—j‘*'C‘*' &t
Long-run effect /=1 Short-run dynamics )
0, .
1.5% Impulse Response Functions — 95% Bootstrap Cl (100 runs)
0,6 eqpp — Deposit Rate 0,6 Emflation — Deposit Rate
1,0%
0,4 0,4
0,2 0,2
0.5% //\_N
0 - 0 L----mmmmm
0,0% -0,2 -0,2
2025 Q1 2025 Q2 2025 Q3 2025 Q4 0 10 20 30 40 0 10 20 30 40
ECB Data Portal, Model performed in R -12 - | Valid until 24/01/2025 © WUTIS



Investment Thesis Reasoning

Summary

Eurozone

Low
Competitiveness

Weak
2 Economic
Indicators

Econometric
Evidence

Faster Than Expected Rate Cuts

Short 10Y
German Bond
&

Long 10Y Euro
Swapnote

Germany

Even Worse
Economic Outlook

Monetary and

Fiscal Constraints

Uncertain
Creditworthiness

Rising German Risk Premia
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10Y German Bond and 10Y Euro Swap

Analysing the Current Trend Through Past Performance

Understanding the Trend of the Yield and Swap Rate Historic Performance
4,0% ~N 2 ~\
After a 25-bps rate cut Stronger-than-expected
further cuts are expected GDP growth despite rising
as EZ inflation nears 2% inflation pushes German
and GDP growth slows yields higher
3,5% J
2 4
Expectation for 150 Soaring European
bps in rate cuts in 2025 natural gas and energy
fade due to persistent costs leave the ECB
3,0% service inflation ) limited room for cuts
J

What Does the Swap Tell Us?

2,5%

O =
\ AN (0 -)]
N N
Pays
6M Euribor
500 10Y German Bond Yield - The cash f-IOW
, _Receives exchanged is the
Fixed Rate Leg difference in rates

1 2 3 4

The floating leg serves as a hedge against fluctuations in deposit rates

1,5%
Jun 2024 Jul 2024 Aug 2024  Sep 2024  Oct 2024 Nov 2024 Dec 2024  Jan 2025

In our case, it enables us to profit from higher-than-expected rate cuts

Bloomberg Finance L.P., Reuters - 15 - | Valid until 24/01/2025 © WUTIS



Trade Overview

Buy the Bund and Sell the Euro Swapnote

Instruments and Reasoning

Current Situation

Bond Yield

Market is pricing
in around 100-
bps of ECB cuts
in 2025

Portfolio Allocation

\ 4

Euro Swap

\ 4

Expected Scenario

The number of cuts
priced in will not
stimulate the
economy enough

Expect an extra risk
premium to be priced
in in the future

3

Bond Yield

Euro Swap

SELL 10Y Bund Future

\,\'\I When markets price in the extra risk premium, collect the
spread between the initial price and the adjusted lower price

BUY 10Y Euro Swapnote Future

//}I Benefit from faster-than-expected rate cuts by 50-bps,
bringing the deposit rate down to 1.5% by the end of 2025

The I-Spread

AUM €100 000 000 .
Trade Size € 1262000 .
Key indicator for assessing market The swap spread trade offers
expectations of short-term interest exposure to expected changes in the
rates, providing insights into credit spread between private and
monetary policy and risk premia public risk premia, based on
[ 22.79% ] -21,30% 110 0.93 changes Germany's credit outlook
- '\ /
Bloomberg Finance L.P. - 16 - | Valid until 24/01/2025 © WUTIS



Scenario Spread Analysis

The I-Spread Will Widen

Bond Yield, Swap Rate and, Their Spread 3 Possible Scenarios

3,0%

Scenario 1

The ECB will cut
50 bps more than
expected, lowering

yields and swap rates

Risk premia will still

Scenario 2

The ECB's expected
100-bps cuts in 2025 is
already priced into
swap rates and yields

Even more risk premia

2,5% A‘ widen the spread by could widen the spread
! 10 additional bps to above 20-bps
7 I\ | 20-bps
| 4 :
Potential Risks
2,0% )
e Reforming the German debt brake would increase fiscal flexibility,
0,1 | allowing for more public investment to stimulate growth
| y
0 ; 2
! A recovery in Germany's industrial sector could result in
0,1 | stronger GDP growth, which may lower risk premia and
o ! reduce the need for ECB rate cuts y
N
0.3 Rising energy prices and persistent inflationary pressures
04 : could limit the ECB's decision-making for further rate cuts
Jun 2024 Sep 2024 Dec 2024 : Mar 2025 Dez 2025 J

Bloomberg Finance L.P - 17 - | Valid until 24/01/2025 © WUTIS



Trade Implementation

Profit and Loss

Rate Cuts Boost Profits and Risk Premia Widens Swap Spread

Date Price Implied Yield P/L
2 d BUY EH 23.01.2025 ® € 131.08 o6 2.52% 4ill glr%)ic}ts ¢ 22827769%2
SwEaL;)rnoote Lty o € 487620 - |

e SELL B 31.12.2025 % € 135.72 25 2.02% - viax € 268 775
Iz Risk - 21.3%

e 2 SELL EEH 23.01.2025 ® € 131.50 % 2.55%

Bund -€ 200 000 _

Future BUY BH 31.12.2025 % € 133.50 7o 2.22% H RRR LUDWE

Future Details

Contract Contract Ticks Point Spread Spread
AD

Euro 10Y Bund Future  Mar—Dec € 100 000 €10 € 1000 106.4 100 —
106.4 Bund

contracts The spread ratio of 1

Rollover t_o 1_.0_5 enables
malntalnlng a neutral
105 position on parallel
SUI® 07 SHEEeE Mar—Dec € 100 000 €10 € 1000 101.2 105 101.2 Swapnote rate shifts
Future contracts

Bloomberg Finance L.P. - 18 - | Valid until 24/01/2025 © WUTIS



Trade Implementation

Profit and Loss

Stop-Loss Explanation

Date Price Implied Yield P/L
Lamts 1Y Forward Rate
S BUY EH 23.01.2025 ® € 131.08 % 2.49% A or the Swap
Swiu rnoote €68775
Futpure SELL B 31.12.2025 ® € 130.43 o6 2.52%
HD\, Max. -€ 268 775
0 Risk -21.3%
e 2 SELL EE 23.01.2025 ® € 131.50 %% 2.55%
Bund -€.200 000 -
Future BUY BH 31.12.2025 % € 133.50 7o 2.22% RRR LUDWE
Short on the 10Y Bund Future Long on the 10Y Euro Swapnote
€13350 = = = B = = = = = = = = = = = = = = = = = = - = =
€1357 » o= o» o o> o> o o> o> o o o o e o o o e e o o o e e o -
€131.58 A = = = a ole o o o o = o o o o - - - - - - - -
€13108 . 2 o o o o S LD e e e e e e e e e e e o e - - e = e
€13043 " T T T T E A T ¥ = =¥ === == ==========*
€12838 o= o= o > > > > > > > > > e e > e e > e e o e e e -
Oct 2024 Jan 2025 Apr 2025 Jul 2025 Oct 2024 Jan 2025 Apr 2025 Jul 2025

Bloomberg Finance L.P - 19 - | Valid until 24/01/2025 © WUTIS
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World GDP Share

GDP Growth

Eurozone Macro Analysis
Future Pricing and Trade Details
GDP Comparison

Inflation in Eurozone

Inflation in Germany

Germany Inflation
Understanding IRS

Germany 10Y Chart

Explanation of recent rise of German
10Y up movement
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https://www.imf.org/external/datamapper/PPPSH@WEO/WEOWORLD/EU/USA/CHN
https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/EU/USA/CHN
https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitiveness-looking-ahead_en#paragraph_47059
https://data-explorer.oecd.org/vis?df%5bds%5d=DisseminateFinalDMZ&df%5bid%5d=DSD_NAMAIN1%40DF_QNA_EXPENDITURE_GROWTH_OECD&df%5bag%5d=OECD.SDD.NAD&dq=Q..NLD%2BFRA%2BEA20%2BESP%2BITA%2BDEU.S1..B1GQ......GCM.&pd=2020-Q1%2C&to%5bTIME_PERIOD%5d=false&vw=tl
https://tradingeconomics.com/euro-area/inflation-cpi
https://tradingeconomics.com/germany/inflation-cpi
https://www.home.saxo/content/articles/macro/global-market-quick-take-europe---7-january-2025-07012025
https://www.pimco.com/us/en/resources/education/understanding-interest-rate-swaps
https://tradingeconomics.com/gdbr2:ind
https://www.reuters.com/markets/europe/deutsche-bank-ceo-says-german-economy-needs-urgent-action-2024-12-04/

APNEWS

Euro News

ECB Data Portal

Reuters

Reuters
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21.01.2025

21.01.2025

21.01.2025

Explanation of German 10Y bond
price down-movement

Explanation of German 10Y bond
price down-movement

Inflation data for econometric model
Eurozone Outlook

Germany Outlook

GDP data for econometric model

Unemployment data for econometric
model

Energy price risks and uncertainties

German Elections

Risk Analysis

Risk Analysis
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https://apnews.com/article/germany-government-economy-scholz-trump-8e7f77fe36d711d7192a8c96a4c41353
https://www.euronews.com/business/2024/09/17/germanys-economic-sentiment-dramatically-plummets-to-11-month-lows
https://data.ecb.europa.eu/data/data-categories/macroeconomic-and-sectoral-statistics/consumer-prices-and-inflation/total
https://www.reuters.com/markets/us/imf-lifts-us-outlook-warns-countries-against-protectionism-subsidies-2025-01-17/
https://www.reuters.com/markets/europe/german-economy-contracted-02-2024-2025-01-15/
https://data.ecb.europa.eu/data/datasets/MNA/MNA.Q.Y.I9.W2.S1.S1.B.B1GQ._Z._Z._Z.EUR.LR.N
https://data.ecb.europa.eu/data/datasets/LFSI/LFSI.Q.I9.S.UNEHRT.TOTAL0.15_74.T
https://www.euronews.com/business/2025/01/14/energy-price-surge-risks-pushing-eu-economy-into-stagflation
https://www.dw.com/en/german-election-2025/t-70794502
https://www.reuters.com/markets/europe/germany-will-struggle-loosen-its-debt-brake-klement-2025-01-15/
https://www.reuters.com/markets/europe/laggard-european-markets-may-be-2025s-top-recovery-trade-2024-12-16/

Link
ICE Link
CME Group Link
CME Croup Link
Statista Link

21.01.2025

20.01.2025

03.01.2025

02.01.2025

22.01.2025

ICE Swap Rate
Trade Ratio

Trade Strategy

Trade Implementation

Debt to GDP Ratio

- 23 - | Valid until 24/01/2025

© WUTIS


https://www.ice.com/products/37612664/TWO-YEAR-SWAPNOTE-FUTURES
https://www.ice.com/publicdocs/futures/Managing_Bond_Portfolio.pdf
https://www.cmegroup.com/trading/interest-rates/treasury-invoice-swaps.html?redirect=/invoicespreads
https://www.cmegroup.com/education/featured-reports/replicating-swap-spreads-with-futures.html
https://www.statista.com/statistics/427201/national-debt-of-germany-in-relation-to-gross-domestic-product-gdp/

Appendix

Calculations

Scenario 1 Scenario 2
1 Leg: Bund Date Price Yield PnL 1 Leg: Bund Date Price Yield PnL
Sell 23.01.2025 € 131,50 2,55% -€ 200 000,00 Sell 23.01.2025 € 131,50 2,55% € 311 700,00
Buy 31.12.2025 € 133,50 2,22% Buy 31.12.2025 € 128,38 2,72%
-€ 2,00 -0,33 50 bps minus risk premia € 3,12 0,10 10-bps added risk premia
Contracts 100 -€ 2 000,00 PnL per Contract =(K93/0,01)*397 Contracts 100 € 3117,00 PnL per Contract =(Q93/0,01)*P97
Margin € 2120 -94% PnL on Equity =K94/J95 Margin € 2120 147% PnL on Equity =Q94/P95
Contact Size € 100 000 -2% PnL on Investment =K94/J96 Contact Size € 100 000 3% PnL on Investment =Q94/100000
Tick Size € 10 Tick Size € 10
Value of 1pt € 1000 Value of 1pt € 1000
2 Leg: Swapnote Date Price Swaprate PnL 2 Leg: Swapnote Date Price Swaprate PnL
Buy 23.01.2025 € 131,08 2,52% € 487 620,00 Buy 23.01.2025 € 131,08 2,49% -€ 68 775,00
Sell 31.12.2025 € 135,72 2,02% Sell 31.12.2025 € 130,43 2,52%
€ 4,64 -0,50 50 bps more in rate cuts -€ 0,66 0,02 No additional cuts
Contracts 105 € 4 644,00 PnL per Contract =(K103/0,01)*J107 Contracts 105 -€ 655,00 PnL per Contract =(Q103/0,01)*P107
Margin € 10 000 46% PnL on Equity =K104/J105 Margin € 10 000 -7% PnL on Equity =Q104/P105
Contact Size € 100 000 5% PnL on Investment =K104/100000 Contact Size € 100 000 -1% PnL on Investment =Q104/P106
Tick Size € 10 Tick Size € 10
Value of 1pt € 1000 Value of 1pt € 1000

Contracts

Total Margin

Total Trade Size

ROI (Total Trade Size)
ROE (Total Margin)

205
1262 000
20 500 000

1,40%
22,79%

=J94+J104
=J95*J94+J105*J104
=J94*J96+J104*J106
=M115/J113

=M115/J112 €

287 620,00

Contracts
Total Margin
Total Trade Size

ROI (Total Trade Size)

ROE (Total Margin)

205
1262 000
20 500 000

1,18%
19,25%

=P94+P104

=P95*P94+P105*P104
=P94*P96+P104*P106

=S115/P113
=5115/P112

€ 242 925,00

- 24 - | Valid until 24/01/2025
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Appendix

Calculations

BPVpgi0y (PVO1) =BPV1p / CFerp

Scenario 3 - Stop Loss Explaination

BPVpey0y (PVO1) = 0.07907 / 0.742877 = 0,01064

1 Leg: Bund Date Price Yield PnL
Sell 23.01.2025 € 131,50 2,55% -€ 200 000,00
Buy 31.12.2025 € 133,50 2,22%
€ 2,00 20,33 32 bps less risk premia BPVsyapnote (PV0O1) = Modified Duration x Dirty Price x 0.0001
Contracts 100 -€ 2 000,00 PnL per Contract =(K127/0,01)*J131
Margin € 2120 -94% Pl on Equity =K128/3129 Modified Duration gyapnote = 7-72 (Excel Calculation)
Contact Size € 100 000 -2% PnL on Investment =K128/J130
Tick Size € 10 BPVgyapnote (PVO1) = 7.72*131.08*0.0001 = 0.1011673
Value of 1pt € 1 000
2 Leg: Swapnote Date Price Swaprate PnL
Buy 23.01.2025 € 131,08 2,49% -€ 6877500 Spread Ratio = BPVpgqioy / BPVgyapnote
Sell 31.12.2025 € 130,43 2,52%
€ 0,66 0,02 No additional cuts Spread Ratio = 0.01064 /0.1011673=1.05
Contracts 105 -€ 655,00 PnL per Contract =(K137/0,01)*J141
Margin € 10 000 -7% PnL on Equity =K138/J139 T . .
Tick Size € 10 Modified Duration 7,72 =(MDURATION(P142;P143;P144;P146;1;4))
Value of 1pt € 1 000 Purchase Date (Settlement) 20.01.2025
Maturity Date 17.03.2035
Coupon Rate (%) 6%
Contracts 205 =J128+J138 Number of Coupon Rayments 1 (1 for annual)
Total Margin € 1262 000 =J129*J128+J139*J138 Yield to Maturity (%) 2,50%
Total Trade Size € 20 500 000 =J130*J128+J140*J138 Day Count Basis 4
Risk Return Ratio 93% =(M149/M115)*-1
ROE (Total Margin) -21,30% =M149/)146 -€ 268 775,00 BPV 0,101167269 =P141*131,08*0,0001
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Disclaimer

This document is being made available by WUTIS Trading and Investment Society, acting through its society ("WUTIS"), for information purposes only and for the sole and exclusive use of the addressee in connection with the matter or
possible transaction to which this document relates. This document is incomplete without reference to, and should be assessed solely in conjunction with, the oral briefing provided by WUTIS.

This document is strictly confidential and remains the property of WUTIS. You agree that you shall only use this document for the purpose of evaluating and considering the matter or possible transaction to which this document relates. This
document may not be distributed, published, reproduced, or disclosed, in whole or in part, to any other person, nor relied upon by you or any other person, nor used for any other purpose at any time, in each case without the prior written
consent of WUTIS.

This document does not constitute nor does it form part of an offer to sell or purchase, or the solicitation of an offer to sell or purchase, any securities or any of the businesses or assets described herein or an offer or recommendation to enter
into any transaction described herein nor does this document constitute an offer or commitment to provide, arrange or underwrite any financing. You are responsible for making your own independent investigation and appraisal of the risks,
benefits, appropriateness and suitability of any transaction or matter contemplated by this document and WUTIS is not making any recommendation (personal or otherwise) or giving any investment advice and will have no liability with respect
thereto. The decision to proceed with any transaction or action contemplated by this document must be made by you in the light of your own commercial assessments and WUTIS will not be responsible for such assessments.
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