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Japan takes rates negative; Mexico beats EM peers

Credit markets react positively to Bank of Japan’s introduction of negative interest rates, while
Mexican government bonds outperform emerging market peers.

— Japan’s 10-yr government bond yield dropped 13bps to 0.11%
— Some respite in commodity markets has seen Glencore’s 5-yr CDS spread tighten 90bps
— Mexican government bonds have outperformed EM so far this year, returning 1.2%

Japan surprises

The monetary policy divergence between the
US and other developed nations was further
extended this week as the Bank of Japan
introduced negative interest rates for the first
time in history.

Japan has been long struggling to stimulate
inflation despite the best efforts of Prime
Minister Shinzo Abe, with the latest move
seen as it’s boldest to date.
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Bond markets reacted, with the 10-yr
Japanese government bond vyield falling
13bps to 0.11%, according to Markit’s bond
pricing service. Global equity indices rallied
and corporate credit indices tightened; typical
moves seen in the wake of dovish central
bank action. With markets embroiled in
volatility stemming from weak commodity
prices and the threat of slowing global trade it
seems central banks have taken the
vanguard.

Markit Group Limited | Registered in England and Wales | Company no. 4185146

Just last week, ECB president Mario Draghi
hinted at the possibility of further monetary
easing in March, sending German bund yields
lower and calming corporate credit markets.
Japan’s latest decision further spurred 10-yr
German bund vyields to levels last seen in
May 2015, as they approach the record low
yields seen last April.

Best CDS performers of the week

It was a week of respite for commodity credits,
as a rebound in prices halted credit quality
from further deterioration.
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Among the best weekly credit performers
were commodities trading house Glencore
and steel giant ArcelorMittal; two names that
have seen their credit risk soar over the past
year. Glencore’s 5-yr CDS spread widened to
a record high 1,121bps on January 15" but
has since tightened to 899bps as of January
28™. More positive market sentiment, coupled
with a rebound in commaodity prices this week
has helped appease credit risk, bringing
spreads tighter 90bps over the past week, but
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Glencore’s corporate debt being downgraded
remains a real threat. Meanwhile
ArcelorMittal’'s 5-yr CDS briefly dipped below
1,000bps for the first time in four weeks.

Mexico leads EM

Emerging markets have lagged their
developed nation peers when it comes to
returns on government bonds so far this year.
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According to Markit’'s iBoxx indices, German
bunds have returned 2% so far this year while
US treasuries have returned 1.9%, as the risk
off environment has sent investors towards
safe haven assets.

Unsurprisingly, riskier emerging market debt
has fared much worse, despite the higher
coupon returns. Russian government bonds
returned over 30% last year but a fresh
plunge in oil prices over the past month has
accelerated another selloff.

Government bond returns in India, Turkey
and Brazil have all underperformed their

developed nation rivals. The only bright spot
has been Mexico, where bonds have returned
1.2% so far this year. The Central American
nation has seen healthy expansion in its
manufacturing industry, with latest Markit PMI
coming reading 52.4, indicating an
expansionary phase. Its close links with the
US, fiscal prudence and buoyant capital
markets have bred confidence in investors.

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.

compiled by markit


https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwi-xoiFqs_KAhVH_nIKHVTuDLUQFggoMAA&url=https%3A%2F%2Fwww.markit.com%2FProduct%2FIBoxx&usg=AFQjCNE2un091blCAG7dhme4Omnn6e03Fg&sig2=oDFiCE9msoRyE1KmMtgjfg&bvm=bv.113034660,d.bGQ
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwj04cHtqs_KAhWLCiwKHdvUDTAQFggfMAA&url=https%3A%2F%2Fwww.markit.com%2Fproduct%2Fpmi&usg=AFQjCNHZ_lMjimpIUaxguKX1Wh6kf2qwFQ&sig2=QYZtOZECcwo2RAMPCPeJEA&bvm=bv.113034660,d.bGg
https://www.google.co.uk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwj04cHtqs_KAhWLCiwKHdvUDTAQFggfMAA&url=https%3A%2F%2Fwww.markit.com%2Fproduct%2Fpmi&usg=AFQjCNHZ_lMjimpIUaxguKX1Wh6kf2qwFQ&sig2=QYZtOZECcwo2RAMPCPeJEA&bvm=bv.113034660,d.bGg

