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US high yield back in business

High yield bonds have experienced strong investor demand since the start of the year as yield

seeking investors return to the asset class.

— High yield corporate ETFs have attracted $3.6bn of inflows in 2015, surpassing the total for

2014

— High yield bonds offer the largest yield premium over investment grade in over two years,

according to iBoxx indices

— Yields in investment grade and US treasuries are hovering at all-time low levels

US high yield and investment grade bonds
have enjoyed a positive start to the year as

investors search for yield in the context of a

better US macro environment.

US high yield ETFs Quarterly Inflows

(USD Bn

),
8
6
4
2
0

dI o“w@'” feiges o"@(‘-’ e lge e R e el e A
Source: Mrarkit e ey o oS

US high vyield corporate bonds ETFs have
enjoyed strong demand in 2015 so far,
recording inflows of $1.6bn in January and
$2.1bn so far this month. This total has
already surpassed the whole of 2014’s net
infows which amounted to $2.45bn. The
quarter looks set to become the best since
Q3 2012, as positive economic data, a
rebound in oil prices and suppressed treasury
yields attract investors back into risky assets.
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Yield premium attractive

The strong demand for high yield has also
been reflected in credit markets as bond
yields have fallen. Yields on the iBoxx
$ Liquid High Yield Index have been declining
steadily since mid-December 2014, from
around 7% to 5.9%. This is still a far cry from
the average yields below 5% seen last
summer. However, it is worth noting that
those levels were not in the midst of heavy oil
price declines and that 16% of the iBoxx
$ Liquid High Yield Index constituents are oll
& gas issuances.
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US Highyield vs Investment Grade
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2 Microsoft is one such AAA issuer which
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. o § Licuid Investment Orade Index announced a six part $10.75bn offering with
e —Yield premium the ten year tranche priced to yield a meagre

2.72%. With over half of the offering at
maturities of 20 years and over, the demand
signifies investors are also searching for
returns at the long end of the term structure.
The iBoxx $ Liquid Investment Grade Index
reflects these buoyant trading conditions, and
currently trades with the lowest yield since
mid-2013.
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The primary market is also showing signs of
buoyancy, with high yield issuance set to
have its busiest week this year. The first two
days of this week tallied $9bn in issuance,
mainly driven by the stronger credits in the
high yield space such as Univision, Ally
financial, and GTECH. The pipeline also

looks strong.

So is there relative value between the two
asset classes? The yield premium required to
hold high yield bonds over investment grade
bonds has consistently been under 2% for
much of 2013 and 2014, with lows of 1.15%
seen last summer.

While the premium has declined from 3.24%
to 2.27% over the last two months, the
convergence back to norms under a brighter
outlook may provide value.
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