
INVESTMENT OPPORTUNITIES IN A RISING INTEREST RATE ENVIRONMENT 

 

JB CERTIFICATES ON THE CHF 3M LIBOR 

 

 



CURRENT MARKET ENVIRONMENT 
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CHF SWAP CURVE 
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FORWARD RATES 
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HEDGE AGAINST RISING INTEREST RATES 
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• CHF rates are on all-time lows and future interest rates could increase soon again 

 

• A lot of mortgage holders as well as bond investors do not expect further significant rate drops from these 

low levels and want to hedge themselves against a possible rise in interest rates or lock the current low levels 

in  

 

• Unfortunately there are hardly any products available in the market which allow investors to take advantage 

of rising mid-/long term interest rates with a small minimum notional 
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HEDGING WITH SWAPS VS. JB CERTIFICATES 
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B „pays“ floating interest 

Payer Swap = Pay fix interest 

Receiver Swap= Receive fix interest 

A (PAYER) SWAP REDUCES INTEREST RATE RISK 
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A „pays“ fix interest 

Party B Party A 

• Swap (engl.) = exchange 

• Derivative contract between 2 parties 

• Exchange of a fix payment versus a floating 
payment 

• Predefined maturity 

• No exchange of Nominal! Only interest payment 

Example 

• Party A pays „fix“ and receives floating payment 

• At trade the pv of the floating is equal to the pv of 
fix payments 

• If the sum of all received floating payments is higher 
than the fix payments Party A makes a profit. Party 
A expects higher rates and Party B lower rates 
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HEDGING OF A LIBOR MOTGAGE WITH SWAPS: 
FIX AND FLEXIBLE 

Client 
Mortgage 

Floating Rate: 3M CHF LIBOR + 1.00% 

Bank A Mortgage 
Client 

Floating Rate: 
3M CHF LIBOR + 1.00% 

Floating Rate: 
3M CHF LIBOR 

Fix Rate: 0.86% 

Swap Contract 

• The client has a 3 month CHF LIBOR mortgage 
and pays Libor +1.00% 

 

• The client is exposed to interest rate risk because 
interest payments increase as rates go up 

 

• The client wants to hedge against rising interest rate 
with a swap for the next 10 years : 

• 10 Year CHF Swap Rate versus 
3 Months floating: 0.86% 

• Result: 
The client pays 1.86% fix for 10 years = 
Corresponds to the interest rate of a fix mortgage 
(0.86% interest + 1.00% credit margin) 
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DISADVANTAGES OF SWAPS… 
…and the optimal solution with JB Certificates 

• SWAPs  

– need additional documentation (ISDA, CSA)  

– Minimum size of 2-3 Mio CHF equivalent 

– Cash flows need to be monitored precisely 

– High Bid/Ask Spread  

• JB Certificates are the most efficient tool to hedge interest rate exposure 

• Interest rate Certificates  

– Securitized Swaps, i.e. offer the full range of maturities and liquidity of the Swap market (i.e. can be 
tailormade) in different currencies 

– No additional documentation needed (ISDA, SIX) 

– No need for cash flow management (all cash flows are reflected in the price of the Certificate) 

– Small Denomination (CHF 100)  

– Listing on the Swiss Exchange ensures transparent secondary market 

– No additional margins / margin calls  
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Maturity Swaps 30.09.2019 30.09.2021 30.09.2024 

Interest rate at fixing 
Actual implied interest rate* 

0.18% 
0.11% 

0.46% 
0.39% 

0.85% 
0.75% 

Issuer 
Bank Julius Baer & Co. Ltd., 
Guernsey  

Bank Julius Baer & Co. Ltd., 
Guernsey  

 
Bank Julius Baer & Co. Ltd., 
Guernsey  
 

Nominal Certificate CHF 1.00 CHF 1.00 CHF 1.00 

Price indicative (Bid) CHF 2.26 CHF 4.76 CHF 9.22 

Ratio 100 100 100 

Stop Loss Limit None None None 

Valor/ISIN 24202075/CH0242020755  24202076/CH0242020763  24202077/CH0242020771  
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ACCESS TO THE SWAP MARKET WITH JB CERTIFICATES 

*as of 26 August, 2014 



CONSTRUCTING JB CERTIFICATES 
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CONSTRUCTING JB CERTIFICATES 
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Example: JB Certificates on the 3M LIBOR 

• A JB Certificate on the 3M LIBOR is constructed through a securitized payer swap and a floor option 

• All interest payments are reflected in the price, no cash-flow management needed 

• Fixed term exposure to the 3M Libor by paying a one time up-front amount, no  periodic payments needed 

• The Certificate has no Stop-Loss 

• The price of the Certificate rises when interest rates rise and drops when interest rates decrease 

• The JB Hedging Tool facilitates the hedging process 
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A 10 YEAR SWAP (FIX VERSUS 3 MONTHS FLOATING) 
VALUE OF 40 (!) IMPLIED 3-MONTHS-LIBOR FIXINGS 

 

Only for distribution in Switzerland 13 

-0.5

0

0.5

1

1.5

2

2.5

3

0.86% 

• The average of 40 implied CHF 3M Libor fixings is at 0.86% 

 

• 0.86% p.a. is the par coupon of the 10 year swap so that Present Value (PV) Fix Leg = PV Floating Leg  

 



PRICE TODAY AND ROLL-DOWN AFTER 1 YEAR 
JB Certificates on the CHF 3M LIBOR 

• Price of the Certificate after 1 year 

• Roll-down: If within 1 year interest rates do not 
increase as expected at the fixing, the 10Y swap 
becomes a 9Y swap and the Certificate’s value would 
decrease from 9.71 to 7.84 (example): 
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0 

1.11 

9.71 

TTM * Option premium: 
10*0.111 

Accumulated interest 
since issue 

TTM * swap rate:     
10*0.86 

• Price of the Certificate today 

• E.g.: JB 10Y Certificate on the CHF 3M Libor (Valor: 
24202077)   

• Construction: 

• Time to Maturity (TTM) in 10 Years  

• 10Y Swap rate: 0.86% p.a. 

 

6.84 

0.00018 

0.999 
7.84 

TTM * Option premium: 
9*0.111 

Accumulated interest 

TTM * swap rate:     9*0.76 
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PAYOFF STRUCTURE AND FLOOR OPTION 

15 

• The Swiss National Bank (SNB) could lower the Libor 

target rate to negative levels from currently 0% 

 

• The floor option protects the investor against losses in 

a negative interest rate environment 

 

• The floor option limits the downside potential of the 
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GAIN INDEPENDENCE WITH  A LISTED HEDGING 
SOLUTION 

Client JB Certi- 
ficate 

Mortgage 

LIBOR/Fixed mortgage rates Fix interest 

Profit if interest  
rates increase 

Loss if interest  
rates decrease 

Mortgage 
lender 
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Loss if interest  
rates increase 

Profit if interest  
rates decrease 

• Absolute independence: 

 Mortgage holder hedges interest rate risk 

without involving the mortgage lender 

 Full flexibility, no penalty fees if mortgage 

lender gets replaced 

 Real time price quotes during trading time  



SMART SOLUTION: INTEREST RATE CERTIFICATES 
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JB Service: Hedging Tool 

Hedging a lombard loan with Julius Baer Certificates, the new structured portfolio (*)

pays fix 0.86% p.a.

receives floating 3M Libor

Before hedging After hedging

Client credit spread (p.a.) 1.00% Client credit spread (p.a.) 1.00%

Implied rate (p.a.) 0.86%

Float costs loan (p.a.) 3M Libor + 1.00% Fix costs loan (p.a.) 1.86%

Indicative prices

5.01Y certificate price (CHF) 2.82 Investment and leverage

7.02Y certificate price (CHF) 5.30 Loan value (CHF)

10.02Y certificate price (CHF) 9.71

How to hedge (ISIN) Investment (CHF)

Num of 5.01Y cert (CH0242020755) 0 Investment (% of portfolio) 9.89%

Num of 7.02Y cert (CH0242020763) 0 Implied rate (p.a.) 0.86%

Num of 10.02Y cert (CH0242020771)200'016 Leverage (portfolio/investment) 10 x

Computation

Investment (CHF) = (200'016 x 9.71) = 1978'162 CHF

Investment (% of portfolio) = 1'978'162 / 20'000'000 = 9.89%

Implied rate (p.a.) = 0.86%

20'000'000

pays floating 3M Libor + 

1.00% p.a. credit spread

1'978'162

Implied swap rate for the hedging 

period of 10.02 years is 0.87% p.a.

Lombard 
Loan

Client JB 
Certificates

Today  Price change if interest rates immediately move from their current level?

At Maturity  What is my payoff if the average of the floating rate is at a certain level? (**)

The intersection between the lines Lombard loan and Lombard loan with Certificates is the implied rate (p.a.)
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CONTACT 
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This publication constitutes marketing material and is not the result of independent 

financial research. Therefore the legal requirements regarding the independence of financial 

research do not apply. 

The information and opinions expressed in this publication were produced by Bank Julius Baer 

& Co. Ltd., Zurich, as of the date of writing and are subject to change without notice. This 

publication is intended for information purposes only and does not constitute an offer or an 

invitation by, or on behalf of, Julius Baer to make any investments. Opinions and comments of 

the authors reflect their current views, but not necessarily of other Julius Baer entities or any 

other third party. 

Services and/or products mentioned in this publication may not be suitable for all recipients 

and may not be available in all countries. Clients of Julius Baer are kindly requested to get 

in touch with the local Julius Baer entity in order to be informed about the services 

and/or products available in such country. 

This publication has been prepared without taking account of the objectives, financial 

situation or needs of any particular investor. Before entering into any transaction, investors 

should consider the suitability of the transaction to individual circumstances and objectives. 

Nothing in this publication constitutes investment, legal, accounting or tax advice, or a 

representation that any investment or strategy is suitable or appropriate for individual 

circumstances, or otherwise constitutes a personal recommendation for any specific investor. 

Julius Baer recommends that investors independently assess, with a professional advisor, the 

specific financial risks as well as legal, regulatory, credit, tax and accounting consequences. 

Past performance is not a reliable indicator of future results. Performance forecasts are not 

a reliable indicator of future performance. The investor may not get back the amount 

invested. 

 

Although the information and data herein are obtained from sources believed to be reliable, 

no representation is made that the information is accurate or complete. Bank Julius Baer & Co. 

Ltd., Zurich, its subsidiaries and affiliated companies do not accept liability for any loss arising 

from the use of this publication. 

Investments in funds mentioned in this publication should only be made after a thorough 

reading of the current prospectus and/or the fund regulations, the current simplified 

prospectus and articles of association, the latest annual and semi-annual reports. The 

documents can be obtained free of charge upon request. The value of the units and the return 

they generate can go down as well as up. Performance values are calculated without taking 

account of commissions and costs that result from selling and buying back investments. 

Structured products (e.g. baskets, Certificates) are complex financial products and 

therefore involve a higher degree of risk. They are intended for investors who understand and 

are capable of assuming all risks involved. Structured products may therefore only be sold to 

experienced investors and require additional advice regarding the products specific risks. The 

value of the products is not only dependent on the development of the underlying, but also on 

the creditworthiness of the issuer, which may vary over the term of the product. In case of the 

issuer’s insolvency or bankruptcy, the investor in the product may lose his entire investment. 

Before entering an investment all documents related to the issue of the described structured 

product has to be read. The full terms of the respective structured product may be obtained 

free of charge.  

 

IMPORTANT LEGAL DISCLAIMER (1/2) 
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The investor may be exposed to currency risk, because the product or underlyings of the 

product are denominated in other currencies than that of the country in which the investor is 

resident. The investment as well as its performance are therefore exposed to currency 

fluctuations and may increase or decrease in value. 

This publication may only be distributed in countries where its distribution is legally 

permitted. This information is not directed to any person in any jurisdiction where (by reason 

of that person’s nationality, residence or otherwise) such publications are prohibited. 

Switzerland: In Switzerland this publication is distributed by Bank Julius Baer & Co. Ltd., 

Zurich, authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA. 

All investment funds mentioned in this publication are registered for public offering in 

Switzerland. Structured products do not constitute a participation in a collective investment 

scheme. Therefore, they are not supervised by the Swiss Financial Market Supervisory 

Authority FINMA and the investor does not benefit from the specific investor protection 

provided under the Swiss Federal Act on Collective Investment Schemes. This publication is 

not a simplified prospectus as stated in Art. 5 of the Swiss Federal Act on Collective 

Investment Schemes. Monaco: Bank Julius Baer (Monaco) S.A.M., an institution approved by 

the Minister of State for Monaco and the Bank of France, is sending to its clients this 

publication issued by Bank Julius Baer & Co. Ltd., Zurich, an institution in Switzerland under 

the supervision of the Swiss Financial Market Supervisory Authority FINMA. United States: 

NEITHER THIS REPORT NOR ANY COPY THEREOF MAY BE SENT, TAKEN INTO OR 

DISTRIBUTED IN THE UNITED STATES OR TO ANY US PERSON. 

This document may contain information obtained from third parties, including 

ratings from rating agencies such as Standard & Poor’s, Moody’s, Fitch and other 

similar rating agencies. Reproduction and distribution of third-party content in 

any form is prohibited except with the prior written permission of the related third-

party. Third-party content providers do not guarantee the accuracy, 

completeness, timeliness or availability of any information, including ratings, and 

are not responsible for any errors or omissions (negligent or otherwise), regardless 

of the cause, or for the results obtained from the use of such content. Third-party 

content providers give no express or implied warranties, including, but not limited 

to, any warranties of merchantability or fitness for a particular purpose or use. 

Third-party content providers shall not be liable for any direct, indirect, incidental, 

exemplary, compensatory, punitive, special or consequential damages, costs, 

expenses, legal fees, or losses (including lost income or profits and opportunity 

costs) in connection with any use of their content, including ratings. Credit ratings 

are statements of opinions and are not statements of fact or recommendations to 

purchase, hold or sell securities. They do not address the market value of 

securities or the suitability of securities for investment purposes, and should not 

be relied on as investment advice. 

© Julius Baer Group, 2014 
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