Macro Strategy View:
All German Risk is Not Made Equal
The benefits of differentiation across German risk assets. While risk
pricing across the three entities of the German sovereign, Volkswagen
and Porsche CDS contracts may have all enjoyed the same direction of
travel through much of last year, and investors would have gained from a
net short protection (CDS) position in any of the three amid the risk on
trade, the relative relationship has been significantly different over the first
6 months of 2018. Investors in German risk will have been rewarded for a
much more discerning approach to risk/reward dynamics this year.
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Differentiating across relative German risks

90
85

20
84

80

18

75

16

70
14

65
60

12
11

55

10

50
846

45
Source: Bloomberg/FAB

20 June 2018
Simon Ballard
Macro Strategist
Please click here to view our recent
publications on MENA and Global Markets

19Jun18

19May18

19Apr18

19Mar18

19Feb18

19Jan18

19Dec17

19Nov17

19Oct17

19Sep17

19Aug17

19Jul17

19Jun17

19May17

19Apr17

19Mar17

19Feb17

6

19Jan17

40

Embroiled in the diesel emissions scandal that dates back to 2014, VW
CDS has experienced renewed steady underperformance since the
beginning of this year, widening over 35bps (c.75%) from its February low
of 46.95. The latest negative draft has been fueled by the arrest of Audi
CEO Robert Stadler earlier this week. Meanwhile there has also been
notable uncertainty and weakness over the past month in the political
situation in Germany – and in particular the fragility of Chancellor Merkel’s
position itself – which has fueled volatility and a widening in the German
5Y CDS contract. While the latter may have tarnished German assets
more broadly, as per the above chart we note that there has been a clear
and meaningful relative underperformance by VW CDS over the period.

What is perhaps more interesting is the relative strength and resilience of the Porsche CDS price over
the past 5 months, in the face of the aforementioned evolving political and corporate strains. Porsche
as parent company and majority shareholder (30.8% as of Dec 31. 2017) in Volkswagen may have
been expected to experience a greater degree of negative impact (or at least marginal price weakness)
from the VW news flow.
Moreover, in the scenario that the German collation unwinds, Angela Merkel falls from the
Chancellorship and political instability envelops Europe, we cannot believe that Porsche would remain
isolated from the pressures of a subsequently ,more risk averse environment. Thus far, however,
Porsche CDS has traded in just a 3.5bps range since February and is 14bps tighter ytd. If investors
expect deeper deterioration in the VW scandal or the German political outlook over the coming months,
then perhaps one of the key indicators to watch could be the Porsche 5Y CDS contract and its potential
to play a degree of catch up.

Simon Ballard
Executive Director & Macro Strategist
Market Insight & Strategy
FAB Global Markets
Tel: +971-2-6110157
Mobile: +971-50-9332806
Email: Simon.Ballard@bankfab.com
Please click here to view our recent publications on MENA and Global Markets
Disclaimer: To the fullest extent allowed by applicable laws and regulations, First Abu Dhabi Bank (the “Bank”) and any other affiliate or
subsidiary of the Bank, expressly disclaim all warranties and representations in respect of this communication. The content is
confidential and is provided for your information purposes only on an “as is” and “as available” basis and no liability is accepted for or
representation is made by the Bank in respect of the quality, completeness or accuracy of the information and the Bank has undertaken
no independent verification in relation thereto nor is it under any duty to do so whether prepared in part or in full by the Bank or any third
party. Furthermore, the Bank shall be under no obligation to provide you with any change or update in relation to said content. It is not
intended for distribution to private investors or private clients and is not intended to be relied upon as advice; whether financial, legal, tax
or otherwise. To the extent that you deem necessary to obtain such advice, you should consult with your independent advisors. Any
content has been prepared by personnel of the Global Markets division at the Bank and does not reflect the views of the Bank as a
whole or other personnel of the Bank.

2

