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Oil price impacts the sector’s bond yields

A fall in demand for oil and gas high yield bonds has helped contribute to the spike in US corporate

bond yields.

— The Markit iBoxx $ Liquid High Yield index yield widened by 49bps during March
— Oil and gas bond vyields widened by 90bps over the same period as oil prices have

continued to retreat

— ETF investors tapered exposure to high yield bonds; but the selloff halted ahead of the

FOMC results

The highly anticipated FOMC guidance will
set the tone for the timing of future rate rises
in the US. Investors have been eager to get
ahead of the Fed’s potential emergence from
almost eight years of near zero interest rates.
This is evident by the recent yield spike seen

in 10-Year treasuries and the dollar’s strength.

However, the stronger dollar has complicated
the Fed’s interest rate decision.
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In the corporate bond market, high yield credit
issuers have echoed the recent spike in
treasury yields over the last couple of weeks,
but yields are still far below the highs seen in
the closing weeks of last year.

The Markit iBoxx $ Liquid High Yield Index
now yields 6.18%, almost 0.5% higher than
February’s close. This jump in yield was more
pronounced than that of benchmark vyields,
denoting that investors now require 29bps
more to hold high yield credit than two weeks
ago.
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Despite the recent widening, the extra 409bps
yield needed by investors to hold high yield
credit is still way off the recent high seen in
the closing weeks of last year when investors
were asking for 470bps of extra yield to hold
high yield credit.
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http://www.bloomberg.com/news/articles/2015-03-17/fomc-preview-from-patience-to-reasonable-confidence
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Oil and Gas Yield

The recent unease in high yield credit was
largely driven by increased bearish sentiment
towards oil and gas borrowers, whose bonds
have widened by a greater margin than the
rest of the market.

The Markit iBoxx USD Liquid High Yield Oil &
Gas Index saw its yield widen by 90bps since
the start the month to 8.5%. Resurgent yields
are reflecting both the recent interest rate
speculation as well as the continuing
weakness in oil prices.

Much like the wider high yield market, the
recent yield surge still trails the highs seen in
the closing weeks of last year, when the
iBoxx USD Liquid High Yield Oil & Gas Index
yielded 9.4%

Oil and gas names make up just under 15%
of the overall high yield universe so the
continuing headwinds faced by the energy
sector have contributed to more than their fair
share of the recent high yield surge.

ETF investors start to head off

US high yield bond ETFs experienced a slight
selloff in the wake of the recent yield spike,
with investors withdrawing $2.4bn of assets in
the opening two weeks of March from the 41
products which track the asset class. This
trend has halted somewhat as these ETFs
have seen just under $400m of inflows in the
four days leading up to the FOMC
announcement.
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Having said that, high yield bond ETFs are
still on track for their best quarterly inflows in
over two years, having already attracted over
$4bn this year.
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