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 Research
April 29" 2015

UK debt market calm heading into election

Despite the growing possibility of another coalition government of uncomfortable bedfellows, the
debt market’s perception of UK credit has remained fairly stable.

— UK CDS spreads have remained flat for the year at 21bps
— Conversely, CDS spreads spiked after the 2010 election
— Gilts have remained stable across the maturity curve

With the UK election fast approaching, the
prospect of another coalition government is
growing increasingly likely. While the scenario
of a hung parliament is nothing new following
five years of Liberal Democrat-Conservative
co-governance, the growth of smaller parties
such as the SNP and UKIP brings a new
dimension of uncertainty.

Despite this potential political instability, the
credit market has been relatively calm in the
weeks leading up to the May 7™ election

CDS spreads flat

CDS spreads have shown little sign of stress
running up to the upcoming election as the
current 5 year spread of 21bps has been flat
for much of the last three months. This could
be driven by the fact that both of the major
parties have largely committed to fiscal
restraint.
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Interestingly, the rise of the more spend free
SNP in Scotland has not prompted much
reaction from the CDS market, despite the
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fact that this party may be set to hold the keys
to a future coalition.

Market calmer than previous election

The current UK CDS spread is over two thirds
lower than the level seen in the 2010 election,
when the spread was 77bps in the week prior
to the election. While the general trend of
faling CDS spreads reflects the UK’s
improving fiscal picture heading into the
election, it's worth noting that this are also
indicative of the healthier macroeconomic
climate.
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The CDS market was largely reactionary to
the last election, with the UK spread widening
by 13bps in the two days following the
election. Whether the market reacts the same
way this time around remains to be seen, but
its safe to assume that any potential
widening would be largely driven by concerns
over the influence of minority parties over a
potential coalition.
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http://elections.ft.com/uk/2015/coalition-calculator#ld:27,c:280,lab:258,snp:59,dup:8,pc:4,ukip:2,sdlp:3,green:1,other:8
http://www.cityam.com/213576/labour-party-confused-over-austerity-chuka-umunna-clashes-jim-murphy-nicola-sturgeon-soars
http://news.stv.tv/scotland-decides/318815-stvipsos-mori-poll-snp-set-to-win-all-scots-seats-at-general-election/

markit

Markit Fixed Income Research

Gilt yields steady

The market's relative indifference heading
into the election is also reflected in the bond
market as Gilt yields have continued to hover
at the levels seen at the start of 2015.
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Unlike the CDS market, the Gilt yields
remained relatively stable in the days
following the 2010 general election, with the
most volatile 30 year bond only registering a
3bps rise in the two days following the
election. Indeed, the 2, 5, 10 and 15 year
reference yields actually fell slightly.
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