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Inflated inflation, fuels rates fears. 
Markets at a glance  

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return 

Index YTD 
return 

US Treasury 10 year 1.78% 2 bps -1.8% -1.8% 

German Bund 10 year -0.04% 1 bps -0.7% -0.7% 

UK Gilt 10 year 1.17% -1 bps -1.7% -1.7% 

Japan 10 year 0.15% 1 bps -0.5% -0.5% 

Global Investment Grade 100 bps 3 bps -1.6% -1.6% 

Euro Investment Grade 99 bps 3 bps -0.6% -0.6% 

US Investment Grade 97 bps 2 bps -2.1% -2.1% 

UK Investment Grade 95 bps 0 bps -0.9% -0.9% 

Asia Investment Grade 191 bps 9 bps -1.2% -1.2% 

Euro High Yield 333 bps 5 bps 0.0% 0.0% 

US High Yield 309 bps -11 bps -0.8% -0.8% 

Asia High Yield 787 bps 92 bps -6.3% -6.3% 

EM Sovereign 342 bps 11 bps -2.6% -2.6% 

EM Local 5.9% 2 bps 0.2% 0.2% 

EM Corporate 310 bps 9 bps -1.2% -1.2% 

Bloomberg Barclays US Munis 1.3% 6 bps -0.9% -0.9% 

Taxable Munis 2.6% 2 bps -2.2% -2.2% 

Bloomberg Barclays US MBS 36 bps 5 bps -1.5% -1.5% 

Bloomberg Commodity Index 221.15 2.2% 4.4% 4.4% 

EUR 1.1426 0.4% 0.4% 0.4% 

JPY 114.45 1.2% 0.8% 0.8% 

GBP 1.3672 0.6% 1.1% 1.1% 

Source: Bloomberg, Merrill Lynch, as at 17 January 2022.  

Chart of the week: US consumer price inflation (y/y%), 2002-22 

 
Source: Bloomberg, Columbia Threadneedle Investments, as at  17 January 2022. 
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Macro / government bonds 

After a dismal start to the year, government bonds enjoyed a period of stronger performance last 
week up until Friday when yields rose once again. It seems concerns about tighter monetary 
conditions in the US are now well understood and discounted in prices. Interestingly, inflation 
expectations have fallen this year by around 20bps even as real yields have been under more 
pressure. 
 
Last week also brought key consumer and producer price inflation data in the US. The headline 
rate of annual increase in both looks horrendous (7% for CPI and nearly 10% for PPI): see chart 
of the week, but this was no worse than expected and consequently did little to upset markets 
further. Concurrently, a raft of US Federal Reserve speakers sought to cement the notion of a near 
certain rate rise in March. Most market forecasters estimate that there will be between three and 
four rate rises this year in the US. It seems increasingly likely that the central bank will also start to 
dismantle its balance sheet of bonds in the second half of the year. This is likely to be achieved by 
not reinvesting maturing debt as it rolls off. Around 20% of the Fed’s assets are below one year in 
maturity. The week ended with weak retail sales data. 
 
Elsewhere, the UK produced a very strong GDP report for November (+0.9%) that lifted the 
economy to a size greater than pre-pandemic for the first time. Unfortunately, we expect 
December’s report will be weak and reflect the effects of the Omicron spread. On that front, case 
counts in the country, seen as a lead indicator, are down by around a quarter in the last week which 
is encouraging. 
 
This week should begin rather quietly as there is a holiday in the US on Monday and the US central 
bank enters a ‘blackout’ period ahead of the FOMC meeting next week. 
 

Investment grade credit  

Credit spreads drifted a little last week with the global index spread now back to three digits. All the 
while, it was another five days of heavy issuance, which weighed on the market. 
 
In company specific news, French state-owned utility EDF dropped its leverage and earnings 
guidance for 2022 due to the government's decision (ahead of elections) to postpone tariff 
increases, open a higher proportion of EDF's generation competition, on top of fresh nuclear 
powerplant outages. Bonds were weaker on the news. There will be more details to follow mid 
February with results. 
 
In the US, at the end of the week, JP Morgan, Citibank, and Wells Fargo delivered what were in 
our view ‘solid’ numbers. A benign credit environment saw the companies benefit from write backs, 
increased margins and most notably strong loan growth. Return on equity is now higher than was 
the case pre-pandemic. 
 
Lastly in the UK, Unilever appears to be prepared to offer a substantial amount of money for the 
consumer healthcare business of GlaxoSmithKline. A figure of around £50bn has been touted in 
the weekend press.  
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High yield credit & leveraged loans 

US high yield bond prices round tripped as the week progressed as buyers emerged following a 
sharp increase in yields to begin 2022. Fed expectations have recalibrated following the hawkish 
minutes and strong labour market report with investors now largely anticipating a first hike in March 
and four cumulatively in 2022. While prices are down in response to rising treasury yields, spreads 
are relatively steady and are not far above late-December’s multi-year tights.   The ICE BofA US 
HY CP Constrained Index returned 0.12% over the week and spreads were 11bps tighter, ending 
the week at +324bps.   
 
The average price of the J.P. Morgan Leveraged Loan index continued to rise this week as demand 
for floating rate debt has benefited from a resetting of Fed expectations. Leveraged loan funds 
reported a $1.84bn inflow over the past week, which was the second largest weekly inflow on record 
for the asset class behind only 8/7/13’s $1.87bn. The leveraged loan index has returned +0.50% 
in January, which compares to losses for high yield and investment grade bonds totaling -0.82% 
and -2.11% as a sharp rise in rates boosts demand for floating-rate product.  
 
After the strong start of the year, European high yield showed some consolidation last week with a 
soft tone in the market as spreads widened and yields rose.  CCCs outperformed BBs while Bs 
barely outperformed the higher rated credit.  Flows continued to be positive for the year, both for 
ETFs and managed accounts, though at a much smaller scale than the previous week (+€68m).  
Primary market pace picked up, albeit still at a subdued pace for this time of the year, with only two 
deals (United Group and Tereos) for a total of €850m.  Market pricing is proving more demanding 
as the United Group deal came in 25bps higher than the initial price talk.  The pipeline is expected 
to build up in the coming week given the forecast of €10bn of issuance in January and the start of 
February.  The market continues to be cautious for longer duration bonds given rising rate concerns.  
Credit rating changes last week, included the downgrade of Elior, the French catering business, to 
B from Ba3 by Moodys.  They cited prolonged Omicron impact delaying people’s return to the office 
and expectations that this will weigh on the food service business, delaying a return to profitability. 
 
In telecom news, it was reported that KKR has approached the Saudi sovereign wealth fund to 
consider taking part in KKR’s bid for Telecom Italia.  In utilities, EDF announced a massive profit 
warning with a potential drop on EBITDA of c€8bn due to both lower nuclear output but more 
importantly due to the impact from government-imposed tariff restrictions.    
 

Asian credit 

The Macau government has announced amendments to the new Gaming Law which help to 
mitigate concerns about adverse regulatory intervention and oversight. The announcement 
highlighted a maximum of six gaming license which ease concerns that one or more of the six 
incumbent concessionaires could lose their concessions. The period of each new concession is 10 
years with the potential extension of three years and there are no changes to the tax. 
   
Fitch downgraded Guangzhou R&F to Restricted Default following the completion of its tender offer 
and consent solicitation which is viewed as a distressed exchange. Yuzhou Group is seeking an 
exchange of two of its 2022 senior notes and amendments to the indentures for several bonds to 
avert default. Sunac plans to raise $580m (HKD4.52bn) of gross proceeds via share placement to 
the family trusts of Sun Hongbin (Chairman of the Board and an Executive Director of the Company). 
Shimao Group is reportedly negotiating with investors to repay CNY1.17bn ($183m) of ABS in 
instalments through 2022. 
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Emerging markets  
Weakness in EMD continued, as sovereign and corporates spreads widened for a second week in 
a row.  The asset class reverted back to outflows, resulting in net outflows, year-to-date, as hard 
currency funds experienced their largest outflow in a week since early October. This was in contrast 
to the inflows seen for local currency funds, both for China focused funds as well as EM ex-China 
funds.  This broke a 10-week streak of outflows for local currency funds. The primary market took 
a bit of a battering as a number of new issues were poorly received.   
 
The global rate hike trend continues with last week interest rate hikes in Korea (+25 bps to 1.25%) 
and Romania (+25 bps to 2.0%).  
 
Rating downgrades last week as Fitch downgraded Ghana to B- from B.  This brings the country’s 
credit rating in line with Moody’s and S&P.  This followed the downgrade of Sri Lanka, by S&P, to 
CCC from CCC+, bringing it in line with Moody’s.  
 
In Kazakhstan, the unrest of the start of the year is beginning to quiet down.  A number of officials 
in key government posts have resigned and the Russian troops have left.  The human toll has been 
high with over 200 people dead and almost 10,000 people detained.  In Ukraine, the risk of Russian 
sanctions remain high as the impasse continues between the US and Russia.   
 

Commodities 

Robust performance for commodities, last week, as the market returned 2.3%.  Again, another 
week that was largely energy led (+6.5%), as oil prices rose almost 6% with Brent reaching 
$86+/barrel.  US/ Russian tension continued to increase, pushing Brent price higher. This was even 
as Libya brought oil production back on line, reaching 1 million barrels/day, after being shutdown 
for three weeks.  OPEC capacity continues to shrink, keeping the market fairly firm.  Natural gas 
was up almost 9% as heavy winter weather blanketed the Midwest, and moved eastwards. 
 
Base metals were stronger, led by Nickel this time (+7%), but still with positive performance from 
Aluminium (+2.1%) and more modest gains from copper (+0.8%). Precious metals were also higher 
with gold (+1.2%), again, breaking though $1800/oz with silver up almost 3%. Only agriculture was 
lower (-1.5%) as grains were lower (-2.4%) with soy beans, corn and wheat retreating, after the 
sharp rise the previous week. 

 

Responsible investments 

Issuance for specific use of proceeds bonds has now started to pick up after taking a Christmas 
break, with $50bn of debt already raised this year. Some investors are anticipating this year to be 
another record breaker for issuance, as Green, social and sustainability bonds totalled just shy of 
$1trn for the full year of 2021, over double of that from 2020 ($466bn), according to Bloomberg.  
 
In another view of issuance in 2021, according to Bloomberg, banks took more in fees from issuing 
Green bond related debt than they did from helping raise money for fossil-fuel companies.  In total 
for 2021, $3.4bn was taken in fees for Green bond issuance compared to $3.3bn for deals with oil, 
gas and coal companies. In contrast, for 2020 only $1.9bn was taken for Green bonds versus 
$3.7bn for fossil fuels. 
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Summary of fixed income asset allocation views 
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Important information: For use by Professional and/or Qualified Investors only (not to be used with or passed 
on to retail clients). Source for all data and information is Bloomberg as at 17.01.2022, unless otherwise stated.  

This material in this publication is for information only and does not constitute an offer or solicitation of an order 
to buy or sell any securities or other financial instruments to anyone in any jurisdiction in which such offer is not 
authorised, or to provide investment advice or services. Offerings may be made only on the basis of the 
information disclosed in the relevant offering documents and the terms and conditions under the relevant 
application forms. Investment involves risk. You are advised to exercise caution in relation to this material. 
Please refer to the relevant offering documents for details and the risk factors. Past performance is not a guide 
to future performance. The value of investments and any income is not guaranteed and can go down as well 
as up and may be affected by exchange rate fluctuations. This means that an investor may not get back the 
amount invested. The analysis included in this publication has been produced by Columbia Threadneedle 
Investments for its own investment management activities, may have been acted upon prior to publication and 
is made available here incidentally. Any opinions expressed are made as at the date of publication but are 
subject to change without notice and should not be seen as investment advice. Information obtained from 
external sources is believed to be reliable but its accuracy or completeness cannot be guaranteed. The mention 
of any specific shares or bonds should not be taken as a recommendation to deal. This document includes 
forward looking statements, including projections of future economic and financial conditions. None of Columbia 
Threadneedle Investments, its directors, officers or employees make any representation, warranty, guarantee, 
or other assurance that any of these forward looking statements will prove to be accurate. This document may 
not be reproduced in any form or passed on to any third party in whole or in parts without the express written 
permission of Columbia Threadneedle Investments. This document is not investment, legal, tax, or accounting 
advice.  Investors should consult with their own professional advisors for advice on any investment, legal, tax, 
or accounting issues relating an investment with Columbia Threadneedle Investments. This document and its 
contents have not been reviewed by any regulatory authority.  

Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600 027 414.  TIS is exempt from 
the requirement to hold an Australian financial services licence under the Corporations Act and relies on Class 
Order 03/1102 in marketing and providing financial services  to Australian wholesale clients as defined in 
Section 761G of the Corporations Act 2001. TIS is regulated in Singapore (Registration number: 201101559W) 
by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter 289), which differ from 
Australian laws. Issue by Threadneedle Investments Singapore (Pte.) Limited, Winsland House 1, Singapore 
239519, which is regulated in Singapore by the Monetary Authority of Singapore under the Securities and 
Futures Act (Chapter 289). Registration number: 201101559W. This advertisement has not been reviewed by 

the Monetary Authority of Singapore. Issued by Threadneedle Portfolio Services Hong Kong Limited 天利投

資管理香港有限公司. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed 

by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities (CE:AQA779). 
Registered in Hong Kong under the Companies Ordinance (Chapter 622), No. 1173058.  Issued by 
Threadneedle Asset Management Limited (TAML). Registered in England and Wales, Registered No. 573204, 
Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by 
the Financial Conduct Authority. In Japan: Issued by Columbia Threadneedle Investments Japan Co., Ltd. 
Financial Instruments Business Operator, The Director-General of Kanto Local Finance Bureau (FIBO) 
No.3281, and a member of Japan Investment Advisers Association. This document is distributed by Columbia 
Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA). 
For Distributors: This document is intended to provide distributors with information about Group products and 
services and is not for further distribution. For Institutional Clients: The information in this document is not 
intended as financial advice and is only intended for persons with appropriate investment knowledge and who 
meet the regulatory criteria to be classified as a Professional Client or Marketing Counterparties and no other 
Person should act upon it.   

 
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle 
group of companies. columbiathreadneedle.com 


