
 

 

US treasury returns boosted despite fed hike 
 
Ongoing market jitters has seen US treasury yields decline as investors move towards safer 
assets, boosting bond returns in the process. 
 

 10-yr US treasury yields have fallen 18bps  since the inaugural rate hike last month 

 The Markit iBoxx $ Treasuries index has returned 0.84% so far this month, after three 
consecutive negative months 

 US dollar exposed ETFs saw $2.8bn of inflows last week, with treasury funds leading the 
way. 
 

Last month saw the US Fed raise its 
benchmark interest rate 25bps to 0.5% as it 
began the process of normalising interest 
rates. It marked an end of an era for easy 
credit, with expectations of higher future 
borrowing costs.  Consequently, short term 2-
yr treasury yields rallied above 1% for the first 
time in nearly five years. 
 

 
 
Conversely, 10-yr US treasury yields have 
actually fallen 18bps since the hike on 
December 16th. Market jitters over the past 
month has seen investors return to safe 
haven assets such as US treasuries, on the 
long end where prices are less influenced by 
short term interest rates. Cross asset volatility 
arising from China, weak global PMI data to 
start 2016 and continued downward pressure 
on oil and commodity prices have all 
contributed in shifting sentiment away from 
risky assets and this has been the overriding 
theme so far this year. 
 

The opposite movements of short term and 
long term yields has also resulted in a flatter 
US treasury yield curve, historically a leading 
indicator of pending economic recessions.  
 
Dollar returns boosted 

 
 
Suppressed long term US treasury yields 
have however done much to boost returns in 
the asset class as prices have risen. The 
Markit iBoxx $ Treasuries index has returned 
0.84% so far this month, a welcome change 
after three consecutive months of negative 
returns. The index is on course for its best 
month since last January, when the monthly 
return was just shy of 3%. 
 
The move away from risky assets has seen 
corporate bond spreads widen but returns 
have remained positive thanks to the yield 
movement on underlying US treasuries.  
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The index asset swap margin on the Markit 
iBoxx $ Corporates index has widened 10bps 
this month to 217bps, while the total return 
index has risen from 249.5 to 250.8 over the 
same period. Essentially the positive effect of 
lower interest rates on returns has 
outweighed the negative effects of credit 
deterioration, keeping returns positive. 
 
Investors pile in 
Investors are also getting behind this rally as 
US dollar exposed bond ETFs saw over 
$2.8bn of inflows last week, the most in over 
three months according to data from Markit 
ETP. These flows were predominately tilted 
toward treasury exposed funds, which took 
over half of inflows, but investor also added to 
their corporate bond exposure as the asset 
class registered $407m of inflows in the first 
trading week of this year. The Fed may be 
signalling multiple rate hikes this year but the 
bond market remains cautious. 
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