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Treasury investors head for shallow water

Investors are indicating a lack of faith in the Fed sustaining the low interest rate environment for
much longer, as they actively shift to the shallower, less volatile side of the treasuries yield curve.

— Liquidity Investors have reduced their long-dated ETF holdings by over $1bn since July
— Short-dated treasury ETFs experienced over $132m of inflows after yesterday’s Fed

announcement

— Long-dated bond are still a winning trade YTD, but this advantage is being eroded amid “mini

taper tantrum

Dissent among Fed members was at its
highest in over 18 months following
yesterday’s vote to keep the Federal funds
rate unchanged, with only three members
voting in favor of raising interest rates. With
the market now anticipating a rate hike in
December, investors are actively de-risking
their ETF holdings since the start of August,
choosing to act now rather than wait for the
treasury to make the first move. This has
resulted in investors pulling over $1bn out of
funds exposed to volatile long dated
treasuries, instead choosing to pool these
funds into relatively safer short dated
products, which have experienced over $820
m of inflows over the same period.
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Investors have also continued to shun long
dated treasury ETFs, with the asset class
experiencing $67m of outflows yesterday
alone following the news Short dated
products continued their momentum with a
$133m one day inflow haul, indicating that
investors are skeptical of the ability of the
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Fed to continue to sustain low interest rates
for much longer.

This rotation of funds is significant in as
represents 10% and 5% of the AUM
managed by long and short dated ETFs at the
start of August respectively.

Long dated treasuries are still far ahead of
their shorter dated peers in terms of returns
delivered by investors year to date, according
Markit iBoxx, but the performance differential
has been narrowing in the last three months.
The year to date total returns delivered by
Markit iBoxx Treasuries 10Y+ index was 16%
ahead of its relatively short dated Treasuries
1-5Y peer back in early July, but Fed interest
uncertainties have caused the index to
relinquish a third of its outperformance. Most
ground lost by long dated treasuries occurred
in in the two weeks since the September 8th
ECB meeting over what has been dubbed the
“‘mini taper tantrum”.

iBoxx $ Treasuries Returns
YTD Returns
(3)

——iBoxx § Treasuries 1-5Y iBoxx § Treasuries 10Y+

18
16
14
12
10

6

4

2 w
0
1212015 0212016 04/2016 06/2016 08/2016

Source: |HS Markit

Long dated bonds were yesterday’s winning
trade as the long dated Markit iBoxx
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Treasuries 10Y+ index delivered 46bps of
total returns while short dated peers traded
flat. The fact that ETFs tied to long dated
bonds continued to see outflows indicates
that investors are less preoccupied with
chasing returns and more focused on
preserving capital ahead of future Fed
meetings.
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