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US yields up ahead of Fed meeting, Nigeria slides

This week saw the yield on US treasuries lift off last month’s lows ahead of the highly anticipated
Fed meeting, while Nigerian bonds sunk to new lows after an index setback.

— Markit iBoxx $ Treasuries yield back above the 2.2% mark for the first time in six weeks
— ETF investors have been actively buying US bond exposure ahead of Fed meeting
— Nigerian 10 year bonds now back above the 16% mark for the first time since March

Treasury yields up ahead of Fed meeting
The domestic US bond market had a fairly
subdued week in the run up to next week’s
Federal Open Market Committee (FOMC)
meeting, which could see benchmark US
interest rates rise for the first time since the
financial crisis. Although consensus had
previously expected an impending policy
change, the recent market volatility has seen
confidence erode and questions arise on the
wisdom of raising rates amid the current
uncertain global economic picture.

This uncertainty is reflected in US treasury
yields which have been fluctuating in recent
weeks. The recent turmoil saw the yield of the
Markit iBoxx $ Treasuries index fall back
below the 2% mark, after spending four

months above that mark.
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The market was calmed somewhat by the
most recent US jobs report which saw the
index’s yield rebound 20bps to 2.2%, but it is
still 20bps off the levels seen over the
summer when the consensus of a September
rate rise was much clearer.
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ETF investors not giving up

This lack of agreement around the potential
Fed rate hike is also reflected in ETF fund
flows which have seen investors continue to
buy US exposed fixed income ETFs over the
last few weeks.
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The 271 US listed domestically exposed fixed
income ETFs have seen over $12bn of net
inflows in the three weeks leading up to the
FOMC meeting. The last two meetings saw
much more muted investor appetite for fixed
income ETFs as investors were wary of being
caught on the wrong side of an interest rate
hike.

US Domestic Fixed Income ETF Fund Flow

Nigeria keeps sinking

One area of the fixed income market that saw
plenty of volatility this week was Nigerian
bonds. The asset class saw its yields surge
as investors reacted to the news that its local
currency bonds will no longer be included in
the JP Morgan emerging market bond index.
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http://www.ft.com/fastft/389131/nigerian-bonds-slide-after-jpmorgan-index-exit
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The resulting selloff was almost universal with
all but one of the 17 Nigerian government
bonds priced by Markit evaluated bond
pricing seeing their yields widen in the last
week.

Nigerian 10 Year Yields
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While yields are still not at the highs seen in
the depths of the oil price slump, the country’s
naira denominated 10 year bonds are now
yielding over 16%; 2% more than the levels
seen three months ago.

Nigeria’s US dollar denominated debt has
also felt impact of the JP Morgan decision,
with the longest dated issuance, the 6.375
note due in 2023 now yielding 7.91%; even
higher than the previous highs seen at the
start of the year.
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