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European investors stick to domestic HY bonds

Global high yield bond ETFs have been shunned by investors despite yields continuing to fall, but
the European high yield market has proved an exception.

— Markit iBoxx Global Developed Markets High Yield Index has seen its yield fall to 6.52%,

from 8.30% in February

— Investors have continued to invest in the European HY market over the past two months
— US HY bonds offer 2.68% more yield on average than European HY bonds

Investors’ appetite for global high yield (HY)
bonds has started to wane, despite yields
continuing to fall over the past two months.
The one bright spot however has been the
European HY market, which continues to
enjoy significant investor demand.
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The riskier end of the bond market has
continued to see prices recover since
February’s depths, with US HY bonds spurred
on by rising crude oil prices and European HY
by an accommodative monetary backdrop.
The Markit iBoxx Global Developed Markets
High Yield Index, which incorporates over
1,400 HY bonds across four currencies, has
seen its yield fall to 6.52% from 8.30% in
February. Exchange traded fund (ETF)
investors were previously keen to take
advantage of the falling yields (yields move
inversely to prices), as funds tracking HY
indices saw over $5bn of inflows in March.

The last two months however have seen a
reverse in this trend, with outflows
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accumulating despite global HY yields
continuing to fall. A closer look at the
composition of the ETF outflows sheds further
light on how investors have been positioning
themselves lately.

Investors favour Europe

HY bond ETF flows over the last two months
(April and May) show around $1.8bn of
outflows according to Markit's ETP_analytics
service.
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Interestingly, these outflows have been
mainly concentrated within the US HY bond
market, as domestic investors reduce their
exposure to the market. US-listed ETFs
investing in the US HY bond market have
seen the majority of the outflows, with $2.4bn
in April and May. European investors have
also shunned overseas HY bond markets
(primarily US HY) with European-listed ETFs
seeing $235m of outflows over the past two
months.
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The only bright spot however has been the
European HY market, which has continued to
see inflows from both domestic and overseas
investors. European-listed ETFs tracking the
European HY market have seen nearly
$750m of inflows over the past two months.
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The ETF flows showcase investors’ appetite
for the European HY bond market over the
US HY bond market, in spite of the lower
average yields on offer. The yield difference
between the Markit iBoxx $ Liquid High Yield
Index and the Markit iBoxx EUR Liquid High
Yield Index currently stands at 2.68%, close
to six year highs. Investors’ preference for
European HY is likely to be related to its
marginal exposure to global commodity prices
and the easy monetary conditions offering in
Europe.

Neil Mehta

Fixed Income Analyst

Markit

Tel: +44 207 260 2298

Email: neil.mehta@markit.com

For further information, please visit www.markit.com

The intellectual property rights to this report provided herein is owned by Markit Group limited. Any unauthorised use, including but not limited to copying, distributing, transmitting or
otherwise of any data appearing is not permitted without Markit’s prior consent. Markit shall not have any liability, duty or obligation for or relating to the content or information (“data”)
contained herein, any errors, inaccuracies, omission or delays in the data, or for any actions taken in reliance thereon. In no event shall Markit be liable for any special, incidental, consequential

damages, arising out of the use of the data. Markit is a trademark owned by the Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy or sell any particular security, financial instrument or financial service. The analysis provided in this report is
of a general and impersonal nature. This report shall not be construed as providing investment advice that is adapted to or appropriate for any particular investment strategy or portfolio. This
report does not and shall not be construed as providing any recommendations as to whether it is appropriate for any person or entity to “buy”, “sell” or “hold” a particular investment.

LU uncCuU L)y 1R NIL



