markit

Ath floor tel +44 20 7260 200(
Ropemaker Place fax 444 20 7260 2001

25 Ropemaker Street

www.markit.com
London

EC2Y OLY

United Kingdom

Markit Research
May 22" 2015

ECB comments halt bond selloff

The ECB has reiterated its commitment to QE, halting the bond selloff, while Ukraine’s woes

worsen as corporates struggle to repay debt.

— ECB rhetoric has temporarily halted the slide in European sovereign bond prices
— Russia’s 5-yr CDS spread has tightened below 300bps; the first time since November 2014
— Loan ETFs experienced a sharp surge in inflows of $376m in April; the highest in a year

Europe

A senior member of the ECB, Benoit Coeure,
said this week that the bank would front load
its QE purchases ahead of reduced liquidity
during the summer months. The statement
quashed speculation that the ECB would end
QE early amid better than expected growth
and inflation expectations.
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As a result of the statement, the euro fell
against the US dollar and European stock
markets rallied. The comment came just as
European sovereign bond yields experienced
a sharp rise over the past month, erasing any
QE attributed gains. 10-yr periphery bond
yields halted, with Italy yielding 1.89% and
Spain 1.81%. Portugal also managed to sell
six month debt at negative yield for the first
time on record.
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Across Europe, Russia’s recovery gained
traction as its 5-yr CDS spreads tightened
below 300bps for the first time since
November 2014. The recovery is in stark
contrast to its neighbour Ukraine, whose
credit trajectory diverged in February as
troubles deepened. CDS spreads continue to
imply a default probability above 95%.

Sovereign troubles have also spilled over into
the corporate sector. Metinvest, a Ukrainian
steel firm, technically defaulted on its
corporate debt this week as it failed to repay
principle on its 2015 US dollar bond. Its other
US dollar bonds, a 2017 and a 2018, continue
to trade at 58.5 and 56 on a cash basis to par
respectively according to Markit's bond
pricing service.
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http://www.wsj.com/articles/portugal-sells-six-month-debt-with-negative-yield-for-the-first-time-1432129319
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Yields driven by macro
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Treasury bond vyields and the global
macroeconomic environment hold a close
relationship. Comparing the annual yield on
the Markit iBoxx $ Treasuries index and
Markit's Global PMI composite finds that the
uptick in the PMI level this year from 53.0 to
54.3 has been met by an increase in yields
from 1.68% to 2.02%.

This trend can be seen holding over the past
few years, which have seen treasury yields
rising as global PMI levels increased and vice
versa.
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ETFs tracing indices compromised of
leveraged loans experienced their best month
of inflows since March 2014, with $376m of
inflows in April. The increased demand came
as investors rushed to less interest rate
sensitive assets that are negatively correlated
to sovereign and corporate bonds.

The largest leveraged loan ETF, the
PowerShares Senior Loan Portfolio ETF, has
outperformed the largest investment grade
corporates ETF, the iShares iBoxx
$ Investment Grade Corporate ETF by over
3% in April. That trend has since cooled off
which has seen invertors take some profits off
the recent trade, with leveraged loan funds
seeing outflows in the last three weeks.
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