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UK decay? 
Markets at a glance 

 Price / Yield 
/ Spread 

Change  
1 week 

Index QTD 
return* 

Index YTD 
return 

US Treasury 10 year 4.79% 19 bps -0.9% -0.9% 
German Bund 10 year 2.62% 19 bps -1.4% -1.4% 
UK Gilt 10 year 4.88% 28 bps -2.0% -2.0% 
Japan 10 year 1.20% 10 bps -0.6% -0.6% 

Global Investment Grade 88 bps 0 bps -0.9% -0.9% 
Euro Investment Grade 99 bps 0 bps -0.7% -0.7% 
US Investment Grade 83 bps 0 bps -1.0% -1.0% 
UK Investment Grade 81 bps 1 bps -1.2% -1.2% 
Asia Investment Grade 106 bps -12 bps -0.2% -0.2% 

Euro High Yield 325 bps 7 bps -0.3% -0.3% 
US High Yield 281 bps 0 bps 0.0% 0.0% 
Asia High Yield 525 bps 1 bps -0.1% -0.1% 

EM Sovereign 292 bps 0 bps -0.5% -0.5% 
EM Local 6.4% 5 bps -0.4% -0.4% 
EM Corporate 234 bps -6 bps -0.2% -0.2% 

Bloomberg Barclays US Munis 3.8% 13 bps -0.7% -0.7% 
Taxable Munis 5.4% 14 bps -1.5% -1.5% 

Bloomberg Barclays US MBS 46 bps 3 bps -1.2% -1.2% 

Bloomberg Commodity Index 249.65 4.1% 3.9% 3.9% 

EUR 1.0193 -0.6% -1.1% -1.1% 
JPY 157.06 -0.3% -0.3% -0.3% 
GBP 1.2109 -1.7% -2.5% -2.5% 

Source: Bloomberg, ICE Indices, as of 10 January 2024. *QTD denotes returns from 31 December 2024  
 
Chart of the week: the sterling market – gilts and currency 

 
Source: Bloomberg, as of 13 January 2025 
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Macro/government bonds 
The major “story” last week was the continued steepening of global yield curves, as investors 
demanded greater risk premia for holding longer-dated debt. Over the course of the week the 
yield on the US 10-year Treasury rose 0.16% to 4.76%, while the yield on the 30-year US 
Treasury rose 0.13% to 4.94%. There were a number of reasons for this. First, the continuing 
resilience of the US economy, illustrated through the strength of PMI and ISM data on the state 
of the services sector, as well as buoyant labour market data. This raised questions about the 
need for any further loosening of monetary policy, and even the potential for higher interest 
rates while inflation remains sticky at current levels. 

Also in the US, the monthly Non-Farm Payrolls figure came in at a blockbuster 256,000 for 
December, while the unemployment rate also edged lower to 4.1%. While the market could 
digest data prints, it had to estimate the impact of the flagship policies of the incoming 
administration under Donald Trump, such as tax cuts and the deportation of illegal migrants – 
both of which are expected to be inflationary. 

We also had comments from Federal Reserve governor Michelle Bowman who expressed 
concern that current monetary policy in the US may not be as restrictive as some currently 
think. Adding to the bearish mood music was a 4% increase in the price of oil. As such, over the 
course of the week there was little to break either the rise in Treasury yields or the steepening 
of the US curve.  

The close correlation between developed markets meant the rise in yields in the US was 
replicated globally. One bond market that looked increasingly vulnerable was the UK gilt market. 
The 10-year gilt yield rose 0.24% to 4.84%, while the pound continued to lose ground against 
the US dollar finishing the week at 1.23 (see Chart of the week). While the US Treasury cast a 
shadow over the gilt market, domestic factors were also at play. There is limited market 
conviction that UK government policies can deliver growth following a budget that significantly 
raised the cost of labour. The prospect of reduced tax revenues in a stalling growth environment 
is likely to translate into an expanding fiscal deficit, while the recent rise in gilt yields has 
reduced the fiscal headroom for the UK chancellor, Rachel Reeves. The government’s recent 
tone also suggested a lack of flexibility that may be tested in the near future, as it declared its 
fiscal rules were “non-negotiable”. There was also a speech from Deputy Bank of England 
Governor, Sarah Breedon, who while acknowledging that inflation was on a downward path, 
said the bank should continue to adopt a gradualist approach to easing monetary policy. 

Her remarks echoed the “higher for longer” messaging all central banks have recently delivered 
as they seek to break the back of sticky inflation. In the eurozone, the yield on the German 10-
year bund rose 0.17% to 2.6%. In the absence of any other major eurozone data, price action in 
the bloc reflected that of the US. 

 
Investment grade credit 
While the government bond market gently implodes, credit spreads are resolutely unchanged 
thus far this year, remaining at historically expensive levels. 

At this time of very tight spreads it can be easy to lose sight of the fact that credit fundamentals 
remain extremely robust. JP Morgan notes that the amount of US dollar debt downgraded in 
2024 was the least since 2007, despite the market being more than four times larger. In fact, the 
upgrade/downgrade ratio of 4.7 times is at record levels. Indeed, the share of the lowest-rated 
investment grade debt (BBB-) has fallen below 10% of the market for the first time since 2012. 
There is a similar story in Europe with net leverage at historical lows and expected (by our 
analysts) to remain so through this year. All the while, bank capital is at all-time high levels and 
we expect asset quality and those capital ratios to move broadly sideways in 2025. 
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Meanwhile, inflows into the asset class (demand) both in the US and Europe remain robust at a 
time when yields offer investors an attractive level of income – especially when compared to 
levels seen as recently as a couple of years ago. The primary market (supply) remains heavy, 
as is normal at this time of year, with high levels of new issuance both in terms of quantity and 
number of issuers. The US earnings season will kick off at the end of this week with the “big six” 
banks the first to report. 

 
High yield credit & leveraged loans 
US high yield bond spreads were unchanged over the week, while higher interest rates weighed 
on total returns as investors absorbed solid economic data and await next week’s inflation 
report.  

The ICE BofA US HY CP Constrained Index returned -0.32% through the week, while spreads 
were 1bps tighter to end at +295bps. According to Lipper, US high yield bond retail funds saw a 
fifth consecutive (if modest) weekly outflow, with $27 million withdrawn. Leveraged loans are off 
to a stable start to the year, as firmer economic data reduced the prospects for additional Fed 
easing and capital market activity is yet to fully return. The average price of the S&P UBS 
Leveraged Loan Index was stable at $96.6 over the week. Retail loan funds saw a $2.2 billion 
inflow, the largest since February 2022. 

European HY, like other risk assets, was hit last week by the sell-off in core government bond 
markets. Spreads widened 7bps to 325bps, while yields rose 15bps to 6.3% by the end of the 
first full week of 2025. Single Bs were the best performing rating band and GBP high yield 
outperformed EUR high yield. Flows for the start of the year were positive for managed 
accounts, although ETFs were still posting negative figures almost daily last week. The primary 
market opened 2025 with €2 billion of corporate issuance from the likes of Lufthansa (hybrids), 
La Poste (French postal service), Tereos (sugar production) and Kapla Holdings (equipment 
rental). All were refinancings. Market demand easily absorbed the supply without concern. 

In M&A news, tire company Goodyear announced it was selling its Dunlop Brand to Sumitomo 
Rubber for $701 billion. Proceeds will be used to reduce leverage. Separately, Nidda Health 
care (Stada) announced they are considering an IPO and have established a Board of Directors 
to investigate the possibility. Another potential IPO was also mentioned by security firm Verisure 
with 2026 the mostly likely year for the offering. 

Food service company Selecta (CCC+/Caa1), which defaulted during Covid, looks like it will risk 
restructuring again. They did not pay a semi-annual coupon due on 2 January on its first lien 
bonds. There is also a maturity wall issue as all of their €1.4 billion bond debt matures in 2026.   

Early trading updates have generally confirmed that results are in line with consensus or 
improved. Exceptions were very market specific, such as Tereos suffering from lower sugar 
prices. 
 
 
Structured credit 
The US Agency Mortgage-backed Securities (MBS) sector was down 1.06% last week, proving 
once again that mortgages are primarily trading as a rates product. On the positive side, 
valuations are compelling on production MBS and extension risk is likely limited such that the 
convexity profile remains attractive. Demand remains the big question. With fewer Fed rate cuts 
expected, broad demand may be negatively impacted until there is more certainty around the 
terminal rate. The story in supply is also likely to remain constrained. The weekly mortgage 
applications number last week was down 3.5%, which is no surprise with a mortgage rate near 
7%. 
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In the US Asset-backed Securities primary market, four deals priced for around $2.25 billion last 
week. We expect this to grow in coming weeks with an expected $10+ billion to price this week. 
All the deals appeared to be well received with robust subscription levels and pricing well 
through the initial price talk. Secondary activity has been limited versus the elevated volumes 
we saw in November/December. Credit spreads are expected to remain rangebound as account 
demand will likely remain focused on primary markets. 

Commercial mortgage-backed securities (CMBS) has had a quiet start to the year, which is the 
norm for this sector due to a large industry event (the CRE Finance Council annual conference) 
in mid-January. Secondary volumes were low and most of the selling was simply to fund new 
issue purchases. The only AAA conduit deal that priced this week barely got done at the initial 
price talk of +85, which is right where 2024 finished. The bid for shorter paper at 5.4% yields is 
still strong for “buy and hold money” but the “total return” bid was quiet this week following the 
holiday season.  

  
Asian credit 
The JACI posted negative returns of 29bps for the week (IG was -33bps and HY -6bps), largely 
due to wider Treasuries (-84bps).  

The US Department of Defence (DoD) has designated several Chinese companies, including 
Tencent and CATL (Contemporary Amperex Technology Co Ltd), as being affiliated with the 
Chinese military. As such, the DoD updated its Section 1260H List to include them.  
The inclusion of companies on this list does not impact US investors who can continue to 
remain invested in them. However, the overhang is that the US Department of Treasury may 
additionally scrutinise these businesses through the lens of military affiliation. This raises a risk 
that certain names could be added to the NS-CMIC list (Non-SDN Chinese Military Companies), 
which would compel US investors to divest from affected companies within 12 months.  
Tencent publicly responded by stating it is not a Chinese military company or a supplier to the 
Chinese military. It plans to work with the DoD to remove any misunderstanding. It is possible 
that other new entrants to the Section 1260H List might be dropped in the future. There are 
various precedents: in 2021, the DoD designated Xiaomi as a Chinese Military Company. 
Xiaomi countered with a lawsuit against the DoD and was eventually removed from the list. 
In China, a weak recovery in primary market property sales is leading to another round of 
liquidity distress for property developers. Certain companies are struggling to generate sufficient 
cash flow to service the payment of their restructured offshore debt. Sunac, which restructured 
its offshore notes in 2023, has not ruled out a second restructuring of its offshore debt. 
Additionally, Logan has revised its restructuring terms with lower cash payouts and entered into 
an agreement with an ad hoc group of creditors. 

 
Emerging markets 
Following Friday's stronger-than-expected US jobs report, emerging market sovereigns were 
down 70bps in terms of return on the week. Sharply higher US yields triggered a global selloff 
across EMs. EM local suffered, returning -40bps in US dollar terms for the week.  

Key political developments came from Lebanon and Venezuela. High-yield and defaulted 
government bonds from both nations have been in focus following double-digit returns in 2024. 
Lebanon led EM gains last week after electing US-backed army commander Joseph Aoun as 
president, their first president in more than two years. After the record rally on its defaulted 
bonds in 2024, investors are confident this tentative move towards stability will sustain further 
gains in highly discounted bonds, which have surged to 16 cents on the dollar from six cents in 
September.  



 In Credit  13 January 2025 
 

 

Meanwhile, thousands of Venezuelans protested the inauguration of Nicolás Maduro as 
president, which went ahead despite the lack of evidence that he won the vote of July 2024. 
Questions about the legitimacy of the Maduro presidency are hampering bond prices, which 
have decreased by 8% (US$9) over the weekend.   

Meanwhile, the People's Bank of China has temporarily suspended treasury purchases amid 
concerns about the rapid slide in treasury yields, which reached a record low of 1.6%. 

EM new issuance hit $61 billion last week as many emerging economies seek to lock in current 
yields ahead of the inauguration next week of Donald Trump. Poland is offering T-bills for the 
first time since 2020 to help meet record government borrowing needs. Saudi Arabia, Mexico, 
Slovenia and Hungary have also issued paper in 2025. 
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