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UK bonds prove to be market’s guilty pleasure

UK gilts have provided a safe haven for investors seeking stability since the Greek crisis
deteriorated over the last ten days, leading pound denominated bonds to outperform their euro

counterparts.

— 10 year gilts have tightened by 30bps since Greek talks broke down on June 26™
— iBoxx £ Gilts index has outperformed the iBoxx € Eurozone by 1.6% in the last ten days
— UK bond ETFs have seen over $100m of inflows since the Greek crisis worsened

One of the interesting side effects of the
ongoing Greek situation has been the fact
that European bonds have proven fairly
resilient as investors seek safety in fixed
income. One particular area of safety in the
region has been British pound denominated
bonds, which are more isolated from the
ongoing euro saga than their cross channel
peers.

This flight to safety in UK bonds has seen 10
year UK gilts tighten by 30bps, putting this
key UK benchmark rate down below the 2%
mark for the first time since May. This may be
driven by the fact that uncertainty stemming
from the Greek crisis could make an early

rate rise less likely.
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German bunds have also proven resilient in
the last couple of weeks, but the 25bps
tightening has failed to match that seen in UK
gilts.
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UK bonds outperform

The rebound seen in gilt yields has ensured
that UK sovereign bonds have outpaced their
European peers since the start of the latest
Greek chapter. The iBoxx £ Gilts index has
returned 2.3% since June 26", driven
primarily by the tightening yields.

European Sovereign Bond Returns
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Continental euro denominated sovereign
bonds have not proved as resilient as
periphery bonds in the wake of the Greek
situation. The iBoxx € Eurozone has not held
up as well as German bunds in the last ten
days, as the index has only delivered 0.7% of
total returns since talks broke down over
Greece. This underperformance is driven by
the fact that the index spread over benchmark
bunds has widened byl3bps as investors
became more sceptical of periphery
sovereign bonds.

The same phenomenon has been seen in
corporate bond market, with the Markit iBoxx
£ Corporates returning 1.2% since June 26™;
1% above the returns delivered by the iBoxx
€ Corporates.
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UK bond ETFs see inflows

ETF investors have taken note of this
outperformance, as bond ETFs which track
the UK market have seen over $100m of
inflows in the last week and a half. Eurozone
bond ETFs on the other hand have suffered
outflows, with investors pulling over $120m of
assets from the 250 plus funds which invest
in the region.
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