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Who am I?

• University of Wisconsin PhD (Mathematics)

• Cleveland State University Assoc Professor

• O’Connor and Associates VP

• Swiss Bank Corporation Executive Director

• UBS Managing Director

• Financial Markets Education 

• 20+ years experience in financial markets

• Teaching options traders

• Head of Financial Training for Investment Bank
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Why are we here?

• Sponsored by Eurex

• Learn about BTP futures

• Discuss how they might fit with your trading strategies

• Answer any questions you might have about

• The products

• How they trade

• The current trading environment in Europe

• The basics or any advanced topics related to using fixed income 

futures
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BTP Future Contract Specs

• €100,000 notional

• 6% semi-annual coupon

• Republic of Italy Government Bond (BTP)

• 8.5 – 11 years

• Original maturity no more than 16 years

• Delivery day 10th day of expiry month

• Last trading day 2 exchange days prior to delivery day

• Notification day is last trading day

• Final settlement price is an average of last minute or last 

10 trades
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June Future Deliverable Bonds
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BTP Future Daily Performance
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BTP Future Intraday
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Order Book
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BTP Futures Roll
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BTP Futures Roll Vol & OI
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200912 201003 201003 201006 200912 201003 201003 201006

20 2,856 0 8,840 0 20 16,500 0 20,015 0

19 1,590 0 6,407 0 19 16,528 0 21,062 0

18 2,386 0 12,190 0 18 16,860 0 20,934 0

17 2,213 0 9,757 0 17 17,270 0 21,860 0

16 2,747 0 7,285 0 16 16,773 0 22,441 0

15 4,568 0 9,601 0 15 16,628 0 20,546 0

14 5,059 0 1,902 0 14 16,098 0 21,001 0

13 3,163 0 2,966 0 13 15,967 0 21,433 0

12 2,502 0 3,536 0 12 15,478 0 22,542 0

11 4,553 0 7,078 0 11 16,037 0 23,402 0

10 5,460 0 4,908 0 10 15,870 0 22,789 0

9 2,840 10 3,072 0 9 15,597 10 23,435 0

8 2,642 0 5,606 0 8 16,202 10 25,201 0

7 2,368 59 7,595 0 7 16,104 68 25,673 0

6 5,906 41 12,972 0 6 14,472 109 26,380 0

5 10,373 1,118 9,150 61 5 13,930 1,192 26,750 49

4 2,740 231 6,844 371 4 13,531 1,408 26,293 408

3 3,542 946 10,303 459 3 12,523 2,282 24,224 708

2 5,216 1,707 8,459 2,842 2 11,858 3,702 21,937 3,353

1 4,505 1,544 11,692 8,422 1 12,042 4,233 14,637 10,957

0 6,119 2,696 6,390 6,005 0 10,626 5,787 8,404 14,452

200912 Expiration 201003 Expiration

Indicates the next expiring contract volume exceeds front month contract 

volume 

FBTP Open Interest

Days to Expiration

200912 Expiration 201003 Expiration

Indicates the next expiring contract open interest exceeds the front month 

open interest

FBTP Volume

Days to Expiration



BTP Futures

• We will focus on trading opportunities in the BTP future

• As a trading vehicle by itself

• As a spread to other listed futures (Bund, Gilt)

• As a “proxy” for less worthy credits in Europe
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BTP June Future Price History
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BTP Future is not the Bund!
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Low correlation to 

other bond  futures



Volatility 

• Yield volatility of BTP future is about 5%

• Daily volatility should be about 5/16 = 0.3125

• At a yield level of about 4% this means the yield should 

change by about 0.3125 x 0.04 = 0.0125 or 1.25  basis 

points per day

• Basis point value is about 0.084 (€ / bp)

• Price volatility is about 0.084 x 1.25 = 10.5 cents per day

• Observed average daily range is about 46 cents

• (about right: range ≈ 4 x standard deviation)
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BTP Futures Price Changes
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A Word of Caution

• The histogram of daily price changes is in line with 

expectations

• Daily close/close changes are fairly small

• But intraday may be more volatile

• AND over the weekend from

• 19 January to

• 22 January

• The price dropped by €2.37 
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Sovereign Benchmarks

• Sovereign bonds provide a reference point for corporate 

issuers

• Most corporate bonds trade at a higher yield than the 

sovereign

• Interest rate swaps also provide a benchmark

• Reflect AA bank credit

• Sovereign bonds should trade at a lower yield than the 

interest rate swap (positive TED spread)



Trading Credit

• Sovereign credit is supposed to be “risk-free”

• They can always print money can’t they?

• US

• Maybe

• Depends on cooperation between President and Congress

• Euro Zone

• No!

• European Central Bank can

• Individual countries can only:

• Raise taxes

• Charge fees

• Issue bonds



Credit Spreads

• When the Euro was introduced in 1999 the result was 

only one LIBOR rate in the Eurozone

• But sovereign debt trades at a spread to EURIBOR

• EURIBOR Swap Rate – Sovereign Yield  is the “TED” 

spread

• Sovereign yield – EURIBOR is called the Asset Swap 

Margin
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Asset Swap of 10 year German Sovereign Bond



Asset Swap of 10 year BTP



Italy and Germany

• Germany is the most economically stable country in 

Europe

• Serves as a benchmark for the Euro bond market

• Italy is not as stable

• Economically

• Politically 

• This is reflected in the yield spread between their bonds

• This is also reflected in the futures market
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Italian and German Futures Yields



Italy Versus Germany



BTP Futures Versus Bunds
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2010: Italian Spread vs. traded BTP-Futures in 2010
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Observations

• Just like the BTP futures themselves:

• Day to day yield spread changes are modest

• Average change is about 1 basis point per day

• BUT the range is wide 

• AND there are some big moves: 10 basis points down and 27 

basis points up
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Italy as a “Proxy”

• In the Eurozone only Italy and Germany have futures on 

their debt

• Other weak (relative to Germany) credits are:

• Portugal

• Ireland

• Greece

• If a credit crisis happens in one of these other countries 

we may see it flow through Italy as well

28



Greece must raise €54 billion in 2010 or face default
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2010
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*) Correlation without 03/04/2010 

Source: Deutsche Boerse Group, www.eurointelligemce.com

Germany banks have 

announced that they 

would not be buying 

any further Greek 

debt under any 

circumstances.

Greek government’s 

bond auction was 

three times over-

subscribed, but at a 

bond yield of 6.2%.

News that China is not 

bailing out Greece. 

The European Union 

starts preparing a 

bailout for Greece. 

European Council 

says Greece will be 

supported, on strict 

conditions. 

European Commission said 

that “severe irregularities” in 

the nation’s statistical data 

raises doubt about the 

accuracy of the Greek 

deficit.



Italy and Greece Yields Versus Germany
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Yield Spread: Greece - Italy
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AnotherView

• How well could we predict a change in Greece’s spread 

if we know Italy’s spread?

• Stronger relationship than with Germany, UK or US
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Observations

• In “normal” times Italy and Greece have similar, stable 

spreads to Germany

• The Greece crisis was specific to Greece

• Cash yields for other sovereigns were not severely 

affected

• Response was more dramatic in the credit default swap 

market

• Italy could be “another Greece” but the risk is specific to 

Italy

• But Italy yields responded significantly to the changes in 

Greece
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Portugal Downgrade 25/03/2010
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Don’t Forget US and UK
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Other Relevant Information
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Trading Opportunities

• Trading Italy versus Germany as a proxy for European 

credit is possible but the relationship is moderate

• And trading

• BTP futures versus Bund futures or

• BTP futures versus UK Gilt futures or

• Bund futures versus UK Gilt futures

• Are all potential ways to express relative value views on  

sovereign credit
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More Uses For Futures
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Interest Rate Futures

• Underlying 3 month interest rates

• USD LIBOR USD1 million CME

• EURIBOR EUR 1 million Eurex

• Short Sterling GBP500k LIFFE/Euronext

• Quoted 100 – rate 

• 3 month rate starting at expiry

• H, M, U, Z and serial months (J,K; N,Q;V,X) 

• Last maturity available

• EUR, GBP 5 years

• USD 10 years

• Can trade

• Single expiry

• “package” of consecutive expiries



Recent Prices / Yields



Investing in Sovereign Debt

• Buy cash bonds

• Need to fund

• Maintain duration

• Manage liquidity

• Typical Bond Portfolio strategy:

• Buy on-the-run sovereign bond

• Fund with cash or repo

• Roll into new issues

• Typical hedge fund strategy:

• Buy/sell on or off the run bonds

• Fund in repo/reverse repo

• Leverage to achieve return objectives



Using Futures

• Buy bond futures

• Need to invest cash

• Bond portfolio strategy:

• Deposit cash at LIBOR

• Buy front month future

• Roll position just before delivery month

• Duration is maintained

• High degree of liquidity

• Hedge Fund / Prop trading strategy:

• Buy/Sell futures as an interest rate play

• Buy/sell futures relative to cash bonds for arbitrage

• Spread futures across expiries or markets 
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Investing with Bond Futures

• Buying a bond future is equivalent to:

• Buy the cash bond

• Finance in the repo market

• Collect accrued interest



Synthetic Investment Using BTP

• Invest EUR100,000

• Buy June BTP future

• Hold to June delivery

• Equivalent to: 
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BTP CTD
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Trade BOBL Basis

• 18 March 2010

• Buy DBR 3 ¾ 01/04/2015

• Finance in repo market for 0.59%

• Receive coupon interest for 79 days 

• Sell BOBL June 2010 Future for 116.40

• Hold for 79 days

• Potential loss of 0.1000

• Potential gain ?

• If CTD changes

• Net basis = 0.100 

• Price for the CTD option



Trade BTP Basis

• Buy BTP 4 ¾ 2020

• Fund in repo market

• Sell IKM0

• Hold to June delivery

• Potential Loss: ??

• Potential Gain: ??

• What is the option really worth?
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What are the Possibilities?
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Asset Swap of 10 year German Sovereign Bond



Asset Swap of 10 year BTP



How to Use Futures

• You think Italian credit 

will improve relative to 

German credit

• Buy BTP M0 future

• Sell DBR M0 future

• Earning +60 to swap 

rate

• Paying -17 to swap 

rate

• Profit if the spread 

narrows

• You think Italian credit 

will get worse relative 

to German credit

• Sell BTP M0

• Buy DBR M0

• Profit if spread widens



Appendix: BOND BASIS
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Forward Price

•10 year bond 

•5% coupon 

•Price = 100

•Funding rate = 2%

•Borrow 100

•Buy bond

•Hold for 90 days

•Forward price
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Terminology

•2% is the
• Repo rate

• Breakeven repo rate

• Implied repo rate

•99.25 is the
• Forward price

• Breakeven forward price
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Bond Basis

•Buy Bond

•Sell Conversion Factor 

number of Futures

•Cash Price – Futures 

Price x Conversion 

Factor

• Gross Basis

•Forward price –

Futures Price x 

Conversion Factor

• Net basis
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Basis Trading

•Buy the Basis

•Buy Cash Bond

•Fund in Repo market

•Sell futures

•Sell the Basis

•Sell the cash bond

•Borrow the cash bond 

in reverse repo

•Buy Futures
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How high can the future trade in expiry month?

•Delivery Month

•Cash bond price = 105

•Cash bond has 

conversion factor of 1.20

•105/1.20 = 87.50 is the 

converted price

•What if F = 90?

•Buy the cash bond

•Sell the future

•File notice of delivery

•Pay 105

•Receive 1.20 x 90 = 108

•Risk-free arbitrage of 3

•Will not happen!
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How high can the future trade before expiry month?

•Before Delivery 

Month

•Cash bond price = 105

•Forward price = 102

•Cash bond has 

conversion factor of 1.20

•102/1.20 = 85.00 is the 

converted forward price

•What if F = 87.50?

•Buy the cash bond

•Finance in repo

•Sell the future

•Wait until expiry 

•Pay 102

•Receive 1.20 x 87.5 = 

105

•Risk-free arbitrage of 3

•Will not happen!
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Futures Price

•Must always be less 

than the lowest 

converted price of any 

deliverable bond

•Bond A

• coupon = 4%

• maturity = 30 years

•Bond B

• coupon = 8%

• maturity = 15 years
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Cheapest to Deliver 
•Net Basis = Cost to Deliver the Bond

•= Forward Price – F x CF

•Below 6% Bond B is the “cheapest to 

deliver”

•Above 6% Bond A is the “cheapest to 

deliver” 

•6% is the “switching” point

•Switching point depends on

• repo rate

• yield spreads

• yield volatility
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The Switching Option

• Buy the basis of the cheapest to deliver

• net basis = 1 (for example)

• Later the cheapest to deliver bond changes

• Your bond’s basis increases to 3 (for example)

• You sell your bond, buy back your futures

• profit = 3 -1 = 2

• Cost to Deliver = Option Premium



The Bottom Line 

•Buying the basis includes buying 

the switching option and all other 

options in the short future

•Buying the basis  as a hedge to a 

long position incurs an extra cost 

because of these options

•Selling the basis implies selling 

the options

•Selling the basis to replace a 

long position with futures receives 

the option premium as a benefit



Contact Information
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Joe Troccolo

Financial Markets Education

Joe.troccolo@financial-markets-education.com

Tel. +1 773 749 1852 US

Tel. +44 (0)7748 088 866 UK

www.financial-markets-education.com

mailto:Joe.troccolo@financial-markets-education.com
mailto:Joe.troccolo@financial-markets-education.com
mailto:Joe.troccolo@financial-markets-education.com
mailto:Joe.troccolo@financial-markets-education.com
mailto:Joe.troccolo@financial-markets-education.com

