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Investors turn to niche assets in hunt for yield

The current trading environment has seen investors struggle to secure yield, pushing many
towards riskier or more niche assets in order to gain the most attractive returns.

— Three high yield ETFs have seen some of the largest inflows so far this year; led by the
iShares iBoxx $ High Yield Corporate index with over $3bn of inflows
— Yields in euro denominated subordinated debt have tightened to around 2% in the last six

months from around 3%

— Investors have been actively adding to funds benchmarked to longer dated issuances

Investors hunting for yield

Bond funds have seen a strong start to the
year, with investors already piling $30.5bn
into fixed income ETFs to date. This figure is
well over a third of the total 2014 inflows, with
the first quarter yet to conclude.

ETF Type Region Yearly Inflow/Outflow (in USD)
iShares iBoxx $ High Yield Corporate Bond ETF High Yield us 3,012,119,000
iShares iBoxx $ Investment Grade Corporate Bond ETF Investment Grade US 2,455,147,000
SPDR Barclays High Yield Bond ETF High Yield us 1,825,090,000
iShares Short Treasury Bond ETF Short Maturity us 1,742,187,000
iShares Euro High Yield Corporate Bond UCITS ETF High Yield Europe 1,358,591,146

iShares Euro Corporate Bond UCITS ETF Investment Grade Europe 922,504,392

iShares U.S. Preferred Stock ETF Subordinated us 857,789,000

The biggest net inflows in 2015 have come
into funds in the high yield space, which have
seen a total of $7.29bn worth of new assets;
the top performer being the iShares iBoxx
$ High Yield Corporate Bond ETF with over
$3bn of net inflows. This sets high yield up for
its best quarter since Q1 2012. While bonds
in general have been popular for ETF
investors, both in the US and Europe, new
appetite for high yield highlights an increased
willingness to take on more risky forms of
debt in search for higher returns.

Over in Europe, high yield has also been
popular with investors. The iShares Euro
High Yield Corporate Bond ETF has attracted
inflows of $1.36bn this year driven by the
ECB’s QE programme.
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Lower credits appealing

Debt issued by riskier firms has been a
popular vehicle for investors to secure yield,
as evident by the large inflows into high yield
debt products. The trend remains popular in
Europe and the UK where issuance is picking
up to meet demand.
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Relative to the European market, where low
government bond yields have taken their grip,
yields in the US have remained high. The
iBoxx $ Liquid High Yield Index yields around
5.8%, a 2.1% premium over US investment
grade bonds, and offers consistently higher
yield than in June of last year when yields
dipped below 5%, a recent low. Supply is
strong, with issuers such as Valeant, a
pharmaceuticals company, in the process of
issuing the second largest ‘junk’ offering to
date.
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Subordinated debt offers attractive returns

Euro corporates Vs Bunds
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Moving deeper down a firm’s capital structure
also offers room for heightened yield.

Subordinated debt yields in Euros provide
around 2.28% over 5 year Bunds as
measured by the iBoxx € Corporate
Subordinated index. A similar spread to that
of US High vyield over US Treasuries.
Investors have found this extra yield very
attractive, as the spread of the index over
Bunds has narrowed significantly in the last
six months.

Total, a AA rated oil company recently issued
deeply subordinated 6 year debt offering a
2.25% coupon to great investor demand.

Looking up the yield curve

Short Vs Long dollar bonds
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Taking a longer view on duration has been
another popular strategy for investors to
achieve yield. In Europe, a recent deal by
GDF Suez, an ‘A’ rated French utility
company, priced a 20 year bond in euros at a
yield of 1.58%, a meagre 73bps over 20 year
Bunds.

To put this into perspective, the iBoxx
$ Corporates 15Y+ index, which has an
average maturity of 25 vyears, provides
185bps over 25 year US treasuries, and a
headline yield above 4%.

Funds which offer long term exposure have
proved popular, with the Vanguard Long-
Term Corporate Bond Index fund growing its
AUM base by over a third since the start of
the year, driven by large inflows. Another long
dated corporate product from iShares, the
10+ Year Credit Bond ETF has also
experienced the same trend to take its AUM
to a new all-time high.
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