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Turkish delight or disaster? 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return 

Index YTD 
return 

US Treasury 10 year 3.74% -6 bps -1.0% 2.0% 

German Bund 10 year 2.36% -18 bps 0.1% 1.6% 

UK Gilt 10 year 4.22% -12 bps -5.2% -3.1% 

Japan 10 year 0.43% 1 bps 0.2% 2.5% 

Global Investment Grade 147 bps -1 bps -0.3% 2.6% 

Euro Investment Grade 167 bps 2 bps 0.7% 2.3% 

US Investment Grade 139 bps -2 bps -0.6% 2.8% 

UK Investment Grade 144 bps 2 bps -2.0% 0.4% 

Asia Investment Grade 209 bps -6 bps 1.2% 3.5% 

Euro High Yield 487 bps 15 bps 1.2% 4.2% 

US High Yield 437 bps -16 bps 0.8% 4.6% 

Asia High Yield 821 bps -57 bps -3.9% -1.1% 

EM Sovereign 388 bps -13 bps 0.1% 2.3% 

EM Local 6.4% -11 bps 0.4% 5.6% 

EM Corporate 368 bps -7 bps 0.5% 2.8% 

Bloomberg Barclays US Munis 3.6% -13 bps -0.7% 2.0% 

Taxable Munis 5.0% -13 bps -0.8% 4.6% 

Bloomberg Barclays US MBS 57 bps -7 bps -0.6% 1.9% 

Bloomberg Commodity Index 223.13 -0.2% -4.5% -9.7% 

EUR 1.0688 -0.1% -1.2% 0.0% 

JPY 140.29 0.5% -5.0% -6.3% 

GBP 1.2402 0.9% 0.9% 3.1% 

Source: Bloomberg, Merrill Lynch, as of 2 June 2023.  

Chart of the week: Turkish lira to US dollar – last five years. 

 

Source: Bloomberg, Columbia Threadneedle Investments, as of 5 June 2023. 
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Macro / government bonds 

It was a better week for government bond markets with yields lower in most areas but led by the 

German market where yields were nearly 20bps lower at the 10-year part of the yield curve.   

At the weekend, the US debt ceiling crisis was finally resolved and put into law – albeit at the 

last minute as is usually the case. Meanwhile, there was encouraging inflation data out of 

Europe. The week also saw more evidence of strength in labour markets, with a rise in the four-

week average for jobless claims in the US and the lowest unemployment rate (6.5%) since the 

inception of the single currency in Europe. The week ended with a very robust non-Farm payroll 

report in the US wherein there were 339k jobs created last month, plus a revision higher to 

previous month’s data of nearly 100k. Delving deeper, however, and there is some confusion. 

Hours worked fell, wages dipped to a rate of 4.3% y/y (from 4.4%) and the unemployment rate 

jumped three tenths to 3.7%. This leaves us with a market implied one in three chance of a rate 

hike next week in the US and no rate cuts discounted for the year as a whole. Central banks in 

Australia and Canada also meet this week. 

Investment grade credit 

Global credit spreads were little changed last week with spreads ending the period at around 

147bps. The US dollar market outperformed and tightened by two basis points. 

May was another month of modest change in the credit market. The amplitude of spreads was 

meagre and around 10bps in the month and the same as in April for the global investment 

grade market. This contrasts to the wilder market conditions seen in March during the mini 

banking crisis. Coincident with these calmer times, and after a fairly benign earnings season, 

primary activity skyrocketed with the largest month of new issuance for May in years. That said, 

fund flows are positive with higher yields seemingly attracting buyers to the market. 

The outlook for spreads is supported by positive credit fundamentals (eg, low leverage and high 

interest cover) in the US and in Europe coupled to reasonable / attractive valuations or spreads 

in the euro and sterling markets especially. Economic expectations have also climbed modestly 

higher from an expectation of recession in late 2022 to low but positive growth today. Present 

and expected monetary policy conditions remain the most obvious hurdle to spread tightening. 

With inflation still too high for central bank comfort and employment markets tight, the possibility 

of easier monetary conditions this year appears to be an ever-increasing pipe dream. 

High yield credit & leveraged loans 

US high yield bond valuations tightened over the week amidst fading US debt ceiling risks and 

strong labour market data. The ICE BofA US HY CP Constrained Index returned 1.19% and 

spreads were 15bps tighter. According to Lipper, the asset class experienced a $2.2bn outflow, 

the fourth outflow in five weeks, leaving YTD outflows at $13.3bn. Meanwhile, the average price 
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of the J.P. Morgan Leveraged Loan Index declined $0.06 alongside the forward curve. Retail 

loan funds experienced their 40th outflow in 41 weeks with $926m withdrawn, leaving YTD 

outflows at $17.7bn.  

Structured credit 

Agency MBS had a strong week, up 1.29%, outperforming other high quality fixed income 

assets. The rate rally supported longer maturity and lower coupon bonds given more duration 

and overall spreads tightened about 20bps. Home prices were reported as broadly ‘flat to rising’ 

with FHFA signalling higher prices in eight out of nine regions last week. In non-agency, trading 

was light given the shortened week and spreads were mostly flat on light volumes. In CMBS, we 

had three new private label deals last week and most tranches priced wider than guidance. 

There was only one new ABS deal, while secondary spreads were mostly unchanged. The end 

of the federal student loan payment pause is nearing, which is a marker we are closely 

watching. 

Asian credit 

The Chinese government is reportedly considering the launch of a comprehensive support 

package for the property sector, according to Bloomberg. Measures may include the reduction 

of down payments in non-core neighbourhoods of major cities, easing restrictions for residential 

purchases and lower agent commissions on transactions. Additionally, there could be a 

refinement and extension of some policies in the 16-point rescue package from late 2022. 

For the Macau gaming sector, gross gaming revenue (GGR) rose 366% y/y to MOP15.6bn, 

helped by the Labour Day holidays. The GGR for the five first months of 2023 (5M 2023) 

increased 173% y/y to MOP64.9bn, equivalent to 51.7% of the 5M 2019 level. 

Adani Ports reported a set of operationally solid performance for FYE March 2023. FY revenue 

rose 26% y/y to INR208.5bn, with an EBITDA of INR128bn (+25.5% y/y). The main drawback 

continues to be the governance issues with its auditor (Deloitte Haskins & Sells LLP) issuing a 

qualified opinion. According to the auditor, there are concerns about certain transactions with 

three unrelated entities. Given that the Adani Group has declined to obtain an independent 

external assessment, the auditor was unable to certify that the parties were unrelated in the 

following transactions: (1) Myanmar divestment; (2) financing deals that include equity; and (3) 

an Engineering, Procurement and Construction [EPC] contract.  
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Emerging markets  

Emerging market hard currency sovereign spreads tightened 13bps to 388bps over the week 

leading to a positive return of +1.29% for the asset class. The high yield sub-component 

outperformed investment grade with notably strong performance coming from Africa, in 

particular Angola, following the government’s announcement that fuel subsidies would be cut: a 

policy which Nigeria’s new President also recently implemented. 

A faster than expected reduction in inflation led to the central bank of Sri Lanka reducing the 

standing lending facility rate from 16.5% to 14%, the first cut in almost three years. In Thailand, 

policy makers hiked rates 25bps.  

In EM FX news, the Turkish lira declined 4.6% against the US dollar to all-time lows (see chart 

of the week). This follows a lack of FX support by state banks and the news of the appointment 

of Mehmet Simsek as finance minister. Simsek is seen as market friendly and an advocate of 

conventional economics. While news of the appointment has been interpreted as positive 

overall, as indicated by sharply tightening US dollar bond spreads, the market expects some FX 

pain. Simsek’s vow of ensuring “consistency and comparability to international norms” could 

signal the loosening of FX controls that have propped up the Turkish lira despite deteriorating 

fundamentals. Example of such controls include, forcing exporters to convert their income into 

lira, and providing financial incentives to encourage holding the Turkish currency. 

Commodities 

Commodity markets fell modestly with a 0.2% decline on aggregate.  

Energy markets declined by 3.1% on aggregate led by US natural gas, with the other major sub-

sectors delivering slim positive returns.  

In base metals, copper rallied by 1.2% (-2.9% YTD) with zinc prices declining by 1.6% (-22.2%). 

In further disappointing news for the sector, China’s manufacturing PMI printed below 

expectations at 48.8, and weaker than April’s print of 49.2.  

Crude prices were flat on the week but rallied by around a $1 to $77 on Monday morning. Prices 

were supported by the news of Saudi Arabia announcing a 1m barrels per day production cut 

from July. Furthermore, OPEC+ as a whole agreed to extend previously announced cuts of 

3.66m barrels per day for an additional year to the end of 2024.  
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