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A misdiagnosis of crisis 
Markets at a glance 

 Price / Yield 
/ Spread 

Change  
1 week 

Index QTD 
return* 

Index YTD 
return 

US Treasury 10 year 4.58% -17 bps 0.0% 0.0% 
German Bund 10 year 2.53% -7 bps -1.0% -1.0% 
UK Gilt 10 year 4.66% -17 bps -0.2% -0.2% 
Japan 10 year 1.19% -1 bps -0.6% -0.6% 

Global Investment Grade 86 bps -2 bps -0.1% -0.1% 
Euro Investment Grade 95 bps -4 bps -0.3% -0.3% 
US Investment Grade 82 bps -1 bps 0.0% 0.0% 
UK Investment Grade 79 bps -2 bps 0.0% 0.0% 
Asia Investment Grade 117 bps 11 bps 0.2% 0.2% 

Euro High Yield 320 bps -5 bps -0.1% -0.1% 
US High Yield 264 bps -17 bps 0.9% 0.9% 
Asia High Yield 547 bps 22 bps -0.4% -0.4% 

EM Sovereign 295 bps 3 bps 0.2% 0.2% 
EM Local 6.4% -1 bps 0.0% 0.0% 
EM Corporate 242 bps 8 bps 0.2% 0.2% 

Bloomberg Barclays US Munis 3.8% -3 bps -0.3% -0.3% 
Taxable Munis 5.2% -14 bps -0.2% -0.2% 

Bloomberg Barclays US MBS 42 bps -4 bps 0.0% 0.0% 

Bloomberg Commodity Index 249.53 1.3% 5.2% 5.2% 

EUR 1.0350 0.3% -0.8% -0.8% 
JPY 155.94 0.9% 0.6% 0.6% 
GBP 1.2237 -0.3% -2.8% -2.8% 

Source: Bloomberg, ICE Indices, as of 17 January 2025. *QTD denotes returns from 31 December 2024  
 
Chart of the week: Gilt Yields 

 
Source: Bloomberg, as of 20 January 2025 
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Macro/government bonds 
The momentum to higher US Treasury yields last week was arrested by a mix of weaker than 
expected economic data and dovish comments from leading policy makers at the Federal 
Reserve. The catalyst for the break in yields was core CPI data, which came in weaker than 
expected at 0.2% for December, translating into an annualised rate of 3.2%. In addition, 
headline retail sales also surprised to the downside. Positive sentiment towards US Treasuries 
was helped by comments from New York Fed president, John Williams, and Fed governor, 
Chris Waller; both men delivered a message that the process of disinflation remained on track, 
with Waller also making the point that 2% inflation could be reached faster than many in the 
market were anticipating. The shadow in the background remained President Trump and what 
his policies would mean in practice for inflation and the fiscal deficit. Over the course of the 
week, the yield on the US 10-year fell 13bps to 4.63%, while the broader yield curve 
experienced a gentle flattening.  

The high level of correlation between the US Treasury market and other core bond markets 
meant that renewed strength in the US was replicated globally. In the UK, the yield on the 10-
year gilt fell 18bps to 4.67%. The driver behind this outperformance was an expected slowdown 
in UK inflation to 2.5% versus expectations of 2.6%. In addition, UK growth for November 
effectively continued to flatline at 0.1%, while growth in the three months to the end of 
November was zero. The news on inflation was widely welcomed in the bond market, news on 
the economy less so as it implied lower revenues for the government, which might necessitate 
higher gilt issuance. The combination of weaker data and lower inflation meant the market 
nudged forward its rate cut expectations, pricing in the greater probability of two quarter point 
rate cuts by mid-June. 

Yields in Europe were also lower, but the magnitude less so. The German 10-year fell 6bps to 
end the period at 2.5%. Just as in the US, policy makers at the European Central Bank helped 
channel investors’ views on monetary policy. Luis de Guindos, ECB vice president, affirmed that 
the balance of risks had shifted from high inflation to low growth, while Isabel Schnabel, a senior 
policy maker widely regarded as being in the more hawkish wing of ECB policy makers, could 
not see any major risks that would prevent the ECB from reaching its 2% inflation target. This 
reflects the widespread unanimity in the market that a quarter point rate cut at the bank’s 
January meeting in just under two weeks is effectively a done deal. 

 
Investment grade credit 
It has been an interesting year thus far in investment grade credit, in that nothing has yet really 
happened! The government bond market continues to exhibit volatility as investors search for 
clues about inflation, interest rates and the direction of ‘Trumponomics’. All the while, the credit 
market has undergone its usual seasonal pattern of high levels on new issuance after a festive 
lull and the start of earnings season. So far, there has been around €45 billion and $47 billion of 
issuance against a backdrop of our estimates of circa €150 billion  and $600 billion of net supply 
in 2025 as a whole. This would be a 5%-6% increase in market size, which would be running 
ahead of nominal GDP and a similar amount to 2024. The issuance thus far has been met with 
strong investor demand and a consequent low level of new issue premia. 

Last week, the large US banks released strong results. Profits were impressive, Citibank aside, 
and margins have crept higher at a time of robust markets business and high levels of capital all 
round. Asset quality remains less strong than normal and write-offs rose – albeit marginally and 
after a decline in the prior quarter. The banking sector was one of the strongest in 2024 and 
remains a focus of the primary market. 

In conclusion, market spreads remain unattractive and it seems most likely that inflows into the 
market are yield-driven and aided, ironically, by some of the recent rise in government bond 
yields.  
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High yield credit & leveraged loans 
US high yield bond valuations tightened sharply over the week as the mid-week CPI report 
showed easing inflation resulting in lower interest rates. Meanwhile, there was little fundamental 
concern at the start of earning season from early reporters, while new issuance was relatively 
subdued over the week. The ICE BofA US HY CP Constrained Index returned 0.86%, while 
spreads were 16bps tighter ending at +282bps. Despite lower rates, BB issues underperformed 
the lower quality portions of the market. According to Lipper, US high yield bond retail funds 
saw a sixth consecutive – albeit modest – weekly outflow of $60 million.  

Leveraged loans remained stable despite the decline in rates and slight shift in Fed 
expectations for the year following the week’s CPI data. The average price of the S&P UBS 
Leveraged Loan Index was stable at $96.5 over the week. Retail loan funds saw a $1.4 billion 
inflow with actively managed funds continuing to benefit. 

European HY returned +0.26% as spreads tightened 3bps to 322bps and yields fell 7bps to 
6.23%. Spread compression was back as CCCs outperformed lower beta credits and GBP HY 
outperformed Euro HY. 

The theme seen so far in 2025 of outflows for ETFs but inflows for managed accounts 
continued. This resulted in net outflows of €302 million for last week. The primary market was 
subdued with only three deals totalling €1.35 billion. The pipeline suggests that the pace of 
issuance should pick up with four or five new offerings in the next seven to 10 days. As such, 
technicals continue to provide underlying support for the market given the low new issuance 
and the high available cash balances. 

Good news in the gaming sector with Evoke (888) reporting a strong Q4 2024 and raising 
EBITDA guidance by mid-single digits. The company saw positive trends with revenue up 13 
points to 14%. The chemicals sector fared less well with Kemone bonds down 7 points on 
reports the company has hired advisers to look at liquidity options following weak Q3 results.  

On the rating changes front, 2024 saw rising stars dominate the crossover between IG and HY. 
Overall, the year saw €47 billion of rising stars versus €14.9 billion of falling angels. This was a 
surprise as 2024 was supposed to see a switch from the previous two years of rising star 
dominance. 

 
Asian credit 
The JACI delivered positive returns of 37bps for the week thanks to tighter core rates (+88bps), 
which offset spread decompression (-50bps). 

In China, the trade-in program has been expanded to four categories of digital products: 
smartphones, tablets, smartwatches and wristwatches. According to the Ministry of Commerce 
of China, both domestic and foreign brands should get equal treatment in subsidies. That said, 
the trade-in program will largely benefit local brands as only those items priced below 
CNY6,000 (around $822) are eligible for a 15% subsidy. 

Last week, the outgoing Biden administration announced additional restrictions on the exports 
of chips and AI technology. The ‘Regulatory Framework for the Responsible Diffusion of 
Advanced Artificial Intelligence Technology’ aims to control the amount of computational power 
that different categories of end-users can purchase, based on the tiering of countries. This 
complex framework seeks to create a licensing structure for the export of advanced AI chips 
and to position the US, as well as 18 allied nations in Tier One friendly jurisdictions, as the 
major base of data centre developments. For the majority of countries that fall into Tier Two, 
caps will be imposed on the levels of computing power that they can own and operate. At the 
other extreme, countries in Tier Three (US embargoed countries) are blocked from importing 
advanced chips. Additionally, on 15 January the Bureau of Industry and Security released 
additional rules on the export controls and added more Chinese entities to the list.   
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Meanwhile, TSMC reported a set of solid Q4 2024 results with bullish guidance on its 2025 and 
longer-term outlook The company expects FY25 revenue to grow by close to mid-20% year-on-
year and its longer-term revenue growth will be around 20%, driven by its four platforms 
(smartphones, high performance computing, automotive and IoT). It maintains its long-term 
margin guidance at 53% or higher. TSMC expects AI revenue to increase by mid-40% over the 
next five years. With respect to the potential impact of the tightening of chip exports, TSMC 
views this as manageable and says it will help its affected customers to apply for special 
permits to purchase the restricted chips. 
 

Emerging markets 
Emerging market sovereigns returned 0.83% in US dollar terms on the week, with little change 
in spreads. EM local markets were also little changed, returning 0.38% in US dollar terms on the 
week.  

Last week's ceasefire agreement between Israel and Hamas boosted sentiment towards the 
Middle East, with Egypt's international bonds jumping to more than a cent, up from the previous 
bid of $0.75. Jordan's 2047 bond jumped by two cents to $0.89. Lebanon continued to be an 
idiosyncratic story. Its bonds, which have been in default since 2020, rallied following the 
election of Joseph Aoun as president. This outperformance has continued as some bondholders 
are reportedly looking to engage with the government to restructure $30 billion in defaulted 
bonds.  

Argentina delivered its first fiscal surplus in over a decade at 0.3% of GDP. President Milei 
achieved this through drastic cuts including reducing government jobs and slashing pension 
expenditures after taking office in December 2023. Bond prices remain little changed.   

China hit its 5% growth target for Q4 2024, exceeding expectations and marking the fastest 
pace of growth in six quarters. This was largely attributed to a policy pivot and export boom as 
tariff threats caused global businesses to frontload shipments. Despite this, annual consumption 
growth (both CPI and PPI) remained below pre-pandemic levels and deflation persisted for a 
second year. As tariffs loom, China's fragile recovery hangs in the balance with the government 
set to announce its annual growth targets in March.  

Last week, Poland, Romania and Korea held interest rates, but Indonesia delivered a surprise 
25bps cut to support domestic growth. Markets expect a 250bps cut from Turkey this week. 

In terms of new issues, Benin entered the market as the first issuer from Africa and the first 
high-yield issuer this year. 

In the week ahead, all eyes will be on the Trump inauguration and the pace of change in 
geopolitical, trade and economic policies. 
 
 
Responsible investments 
An internal review of the Net Zero Asset Managers Initiative (NZAM) is taking place, with all 
ongoing activities and reporting removed from the website until the review is complete. Larger 
asset managers have in recent months been calling on the organisation to assess its suitability 
in current markets given the initiative started nearly five years ago. Current signatories will be 
updated once decisions have been made.  

Around $92 billion of ESG-labelled debt has been raised so far in 2025. This is a similar level as 
this time last year, showing an ongoing strong appetite for ringfenced use-of-proceeds bonds. In 
contrast, however, of the total so far raised a much lower portion is attributed to green bonds 
($32 billion) than at the same stage last year ($48 billion). Last week we saw a $2 billion social 
bond issue from International Finance Corp, with use of proceeds targeting emerging market 
nations and those most deprived. 
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Important Information 

For use by professional clients and/or equivalent investor types in your jurisdiction (not to be used with or 
passed on to retail clients). Source for all data and information is Bloomberg as at 20.01.2025, unless otherwise 
stated. 
 
For marketing purposes. 
This document is intended for informational purposes only and should not be considered representative of any particular 
investment. This should not be considered an offer or solicitation to buy or sell any securities or other financial instruments, 
or to provide investment advice or services. Investing involves risk including the risk of loss of principal. Your capital is at 
risk. Market risk may affect a single issuer, sector of the economy, industry or the market as a whole. The value of 
investments is not guaranteed, and therefore an investor may not get back the amount invested. International investing 
involves certain risks and volatility due to potential political, economic or currency fluctuations and different financial and 
accounting standards. The securities included herein are for illustrative purposes only, subject to change and should not 
be construed as a recommendation to buy or sell. Securities discussed may or may not prove profitable. The views 
expressed are as of the date given, may change as market or other conditions change and may differ from views 
expressed by other Columbia Threadneedle Investments (Columbia Threadneedle) associates or affiliates. Actual 
investments or investment decisions made by Columbia Threadneedle and its affiliates, whether for its own account or on 
behalf of clients, may not necessarily reflect the views expressed. This information is not intended to provide investment 
advice and does not take into consideration individual investor circumstances. Investment decisions should always be 
made based on an investor’s specific financial needs, objectives, goals, time horizon and risk tolerance. Asset classes 
described may not be suitable for all investors. Past performance does not guarantee future results, and no forecast 
should be considered a guarantee either. Information and opinions provided by third parties have been obtained from 
sources believed to be reliable, but accuracy and completeness cannot be guaranteed. This document and its contents 
have not been reviewed by any regulatory authority. 
 
In Australia: 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 2001 (Cth) and relies on 
Class Order 03/1102 in respect of the financial services it provides to wholesale clients in Australia. This document should 
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