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M&A helps HY bonds; long dated bonds selloff

The recent bond market volatility continued this week, but high yield bonds have continued to
avoid the worse of the slump as assisted by M&A activity.

— Shale driller Rosetta saw its bonds surge as Noble Energy announced acquisition
— Oracle bond liquidity boosted by its recent ratings upgrade
— Long maturity fixed income ETFs experienced $1.36bn in outflows, wiping out 2015 inflows

Shale industry consolidates

This week saw the first major M&A
transaction in the US shale oil industry, with
Noble Energy buying Rosetta Resources in a
$3.7bn deal. The move comes after
consolidation in the wider oil & gas sector,
with Royal Dutch Shell’'s acquisition of BG
Group last month. Further M&A activity in the
shale industry is expected as small highly
leveraged players struggle to maintain
operations amid the global oil price slump.
The recent $15 pop in WTI crude oil prices
has certainly boosted confidence.
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Unsurprisingly, Rosetta’s bonds rallied in the
wake of the deal; the 5.625% maturing in
2021 jumped 7pts to 107.875 (cash basis),
according to Markit’'s bond pricing service.
Yields in Rosetta’s bonds have now
converged with Noble Holding’s comparable
4.625% 2021 bond. Liquidity in Rosetta’s
bonds also spiked with the number of dealers
quoting the Rosetta bond recently reaching a
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high of 19, compared to the ten day average
of 15.

Most quoted

In the US, Technology and Telecoms bonds
continue to feature heavily on the list of most
highly quoted corporate bonds (ex sovereign
and financials) by dealers.

ISIN Shortname of Issuer Ccy Maturity  Coupon  Quotes dealer count for 10 days
US00206RCQ39 AT&T Inc USD 15/05/2046 5 26
USN31738AB82 Fiat Chrysler NV USD 15/04/2023 5.3 26

US404119BR91 HCA Inc. USD 01/02/2025 54 26
US68389XBF15 Oracle Cop USD 15/05/2045 4 26
US68389XBC83 Oracle Cop USD_15/05/2025 3.0 26

US037833AZ38 Apple Inc. USD 45697 25 25

Oracle Corp’s bond rating was boosted by
rating agency S&P last month; this has in turn
increased its bond liquidity, implied by the
number of dealers quoting their bonds. AT&T
and Apple also make the list, as investor
demand for recent high quality corporate
iIssuers remains robust.

In  Europe, French  cable  operator
Numericable is the most quoted on average
over the last ten business days, with 20
dealers. Others near the top of the list are
Altice and retailer Carrefour 3.875% 2021
bond.

The data, compiled by Markit’'s bond pricing
service, shows that the US remains the
deepest market in terms of number of dealers
quoting bonds. In stark contrast, Asia’s most
guoted bond (China Power 4.5% 2017) has
an average of 11 dealers quoting over the last
ten days. This metric seems to match
sentiment around Asia’s lack of corporate
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bond liquidity in comparison to Europe and
the US.

Investors back off from duration
FI ETFs with along term approach weekly netinflows 15
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It appears that fixed income ETFs with a long
term investment approach are rapidly falling
out of favour with investors. This week saw
$1.36bn of outflows as investors continued to
react to the global sovereign bond selloff,
which had the greatest impact on long term
rates. Net inflows are now negative for the
first time this year. It was also the third
consecutive week of outflows, with each of
greater magnitude than the previous weekly
selloff.

The only other period this year that
experienced outflows of a similar nature was
at the start of March, when investors dumped
the broader fixed income market. Next week
will indicate whether the selloff has curtailed
or whether investors have started to rotate
out of long term bonds.
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