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Sterling bonds outstrip global counterparts

Gilts have proven relatively stable amid the recent bout of global bond volatility, helping UK

corporate bonds outperform their international peers.

— 10 year gilts have widened by a smaller margin than 10 year bunds since mid-April
— Sterling denominated corporate debt is down by less than 0.5% for the year
— High yield sterling bonds have also outperformed, driven by spread compression

The last few weeks have been something of a
rollercoaster ride for bond investors, with the
latest selloff sending bond markets into
neqgative territory for the year. But this selloff
did not impact all bond classes universally,
particularly in developed markets.

The selloff hit benchmark rates in Europe and
the US most violently, with UK rates
managing to escape a heavier impact. As a
result, we have seen sterling denominated
corporate debt outperform its global peers
over the last six weeks.

Gilt less volatile than bunds

The market’s bond selloff started on April 20™,
when 10 year German bunds started to see
their yields climb from their all-time low of
7bps. The selloff in the subsequent six weeks
has seen the benchmark European rate climb
steadily to hit a fresh yearly high of 0.86% on
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This widening was also seen in the 10 year
US and UK bond yields, but the trend was
much less pronounced with both benchmark
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rates climbing 48bps higher over the last six
weeks.

Sterling debt more resilient

Surging benchmark rates in Europe have
seen euro denominated investment grade
corporate bonds head into negative territory
for the year. Year to date (ytd) returns of the
Markit iBoxx Corporates are down by 90bps,
after relinquishing 2.6% of total returns in the
last six weeks.
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Sterling denominated investment grade debt
is down by a much lower 0.1% for the year so
far, in part due to the fact that gilt rates have
proven less volatile over the last six weeks.

Interestingly, dollar denominated investment
grade debt has failed to outperform its euro
peers as the Markit iBoxx $ Liquid Investment
Grade Index is down by 1.7% ytd. This is
mostly driven by the fact that investors are
requiring more yield over benchmark rates to
hold bonds over the last few weeks; the
spread of the index has widened by 10bps
since the start of the year.
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The benchmark spread of the £ and €
investment grade bonds are flat for the year.

High yield sterling also outperform

Spread shifts have also helped GBP
denominated high vyield bonds outperform
over the last few weeks, as investors are now
requiring less extra yield to hold risky sterling
denominated bonds.
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The benchmark spreads of the Markit iBoxx
Global Developed Markets High Yield GBP
Sub-Index are down by 40bps in the last six
weeks, much more than the spread tightening
seen in euro and dollar high yield debts.

This in turn means that GBP high yield debt is
up by roughly 4% year to date, which is 0.9%
and 1.1% more than its USD and EUR peers.
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