markit

4th floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001
25 Ropemaker Street www.markit.com
London

EC2Y OLY

United Kingdom

Markit Commentary
August 17" 2016

UK corporate bond liguidity unmoved by QE

The Bank of England’s plan to buy up corporate bonds hasn’t materially impacted the liquidity

profile of the asset class.

— UK Average Markit bond liquidity score across the iBoxx £ Corporates universe flat over August
— Current bid ask yield spread across IG sterling bonds is the same as pre-QE level
— Financials’ bonds have seen a fall in number of dealers quoting, but cost to trade has fallen

The Bank of England’s (BoE) revamped
quantitative easing (QE) program hit an early
shag last week when the central bank failed
to source enough gilts on just the second day
of purchases. This early setback has caused
some to question the impact of the bank’s
actions on the corporate bond market, and
whether the bank would be able to source its
targeted £10bn of investment grade corporate
bonds without causing major liquidity
disruptions when purchases start in
September. While it's still early to draw
definite conclusions about the program’s
impact on the asset class, there are few signs
of a drying up in sterling denominated
investment grade bond liquidity, as the asset
class’s liquidity profile has remained relatively
unmoved in the two weeks since the program
was unveiled.

Liquidity score flat

The weighted average Markit liquidity score
across the 677 bonds which make up the
Markit iBoxx £ Corporates stood at 1.5 as of
latest count with 96% of the index by weight
scoring in the two most liquid buckets. The
average liquidity score, which takes into
account elements such as cost to trade bonds
and the number of dealers willing to make a
market for the individual bonds, has remained
flat compared to the levels seen at the end of
July; suggesting that QE hasn’t radically
impacted UK corporate bond liquidity.
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The cost required to trade in and out of
sterling corporate bonds has also remained
unchanged, as the bid ask yield spread seen
across the index has remained flat at 14bps
over the last two weeks. Interestingly,
financials’ bonds, which are largely exempt
from the QE program, are benefiting from
lower trading costs as their average bid ask
yield has fallen by 0.8bps at the end of July to
16.4bps.

Quote count unmoved

The steady liquidity profile of UK corporate
bonds is also underpinned by the fact that the
number of dealers willing to make a market
on the asset class has remained relatively
unchanged in the last two weeks. An average
of 5.7 quotes has been seen across the
index’s constituents over the last ten days
compared to 5.9 in the ten closing days of
July.
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But unlike the bid ask yield, the number of
dealers making a quote across financials
bonds has shown signs of tapering in the ten
days since corporate QE was announced. On
average, bonds issued by financial firms have
seen the number of dealers quoting fall from
5.8 to 5.2. This number is driven in part by the
fact that the number of financials bonds which
have received more than five daily quotes
over the last ten trading days has fallen from
170 to 144. Non-financials bonds have seen
the opposite, with 272 of the index’s
constituents now seeing more than five
quotes, up from 263 at the end of July.
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focus on non-financials’ bonds - which could
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