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Rehabilitated real estate. 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return* 

Index YTD 
return 

US Treasury 10 year 3.94% -11 bps -0.3% -0.3% 

German Bund 10 year 2.25% 10 bps -1.0% -1.0% 

UK Gilt 10 year 3.82% 4 bps -2.4% -2.4% 

Japan 10 year 0.57% -4 bps 0.6% 0.6% 

Global Investment Grade 114 bps -5 bps -0.3% -0.3% 

Euro Investment Grade 137 bps -6 bps -0.6% -0.6% 

US Investment Grade 102 bps -7 bps -0.1% -0.1% 

UK Investment Grade 115 bps -3 bps -1.4% -1.4% 

Asia Investment Grade 188 bps 10 bps 0.0% 0.0% 

Euro High Yield 401 bps -26 bps 0.5% 0.5% 

US High Yield 356 bps -12 bps -0.1% -0.1% 

Asia High Yield 770 bps -9 bps 1.9% 1.9% 

EM Sovereign 334 bps -2 bps -0.9% -0.9% 

EM Local 6.2% -11 bps -0.5% -0.5% 

EM Corporate 315 bps 5 bps 0.2% 0.2% 

Bloomberg Barclays US Munis 3.3% 2 bps -0.2% -0.2% 

Taxable Munis 4.9% -11 bps -0.9% -0.9% 

Bloomberg Barclays US MBS 45 bps -5 bps -0.2% -0.2% 

Bloomberg Commodity Index 225.32 -0.6% -0.5% -0.5% 

EUR 1.0957 0.1% -0.8% -0.8% 

JPY 145.83 -0.2% -2.7% -2.7% 

GBP 1.2724 0.3% 0.2% 0.2% 

Source: Bloomberg, ICE Indices, as of 12 January 2024. *QTD denotes returns from 31/12/2023.  
 

Chart of the week – Real Estate & Market IG Index Spreads (€), 2019-2024 

 

Source: ICE Indices, Bloomberg, Columbia Threadneedle Investments, as of 12 January 2024. 
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Macro / government bonds 

The yield curve bull steepened last week, as yields on short-dated bonds fell more than yields 
on long-dated bonds. The reason for this was the changing inflation picture as CPI disappointed 
markets. CPI was marginally higher on the month at 0.3% for December while core CPI also 
remained unchanged on the month at 0.3%. There was little meaningful change to either hourly 
or weekly earnings while jobless claims remained static. The labour market matters, as the cost 
of labour is the weightiest component of services inflation. As such, labour market weakness is 
regarded as the last real remaining domino on the path to lower inflation, especially as goods, 
food, and energy price inflation (notwithstanding recent events in the Gulf) have fallen. There 
was an obligatory knee-jerk reaction in the US Treasury market to the higher CPI number, but 
yields would ultimately continue to oscillate round the 4% level at the 10-year maturity point.  

The next piece of the jigsaw was PPI data on Friday. PPI Final Demand data fell -0.1% on the 
month. This was the third consecutive decline in PPI Final Demand, which could be attributable 
to lower energy prices and food prices. The trend of diminishing prices pressures is likely to be 
reaffirmed later this month in the publication of the PCE Deflator – the Fed’s favourite measure 
of inflation. Components of the PPI calculation feed through to the PCE calculations for inflation. 
PPI data thereby helped justify the output of some bond valuation models, which indicated that 
inflation could reach 2% by March 2024, or even potentially undershoot it. The market shifted 
from pricing in just over five quarter point rate hikes at the start of the week to more than six 
hikes by its finish, with the first rate cut expected by March. There was some pushback from 
senior policy markers at the Fed, who throughout the week tried to keep their optionality and 
timing open. It was, however, difficult to rein the market back in.  

While the easy trade recently has been to increase interest rate risk in portfolios, the level of 
issuance in the US last week, at more than $100bn, pointed to the importance of curvature 
strategies. The deteriorating fiscal situation in most developed markets is a reminder that term 
premia, although less commented upon recently, is an increasingly important consideration in 
the valuation picture. Europe replicated the price action in the US. Isabel Schnabel, ECB 
leading member and widely regarded hawk, told the market that it was too early to talk about 
interest rate cuts, but her exhortations fell on deaf ears. The market continued to price in a first 
rate cut in the eurozone for March / April and a total of six quarter point rate hikes by year end. 

Investment grade credit 

After a shaky first week, order was restored to the IG market last week. The deluge of new 
issuance seen at the start of the year has calmed ever so slightly while demand remains robust. 

As we start 2024, the real estate sector stands out as one the top performing areas in IG credit 
in the last few months. Spreads have gapped tighter as the prospect of lower interest rates, 
demand for IG bonds and yield; a lack of supply in the sector; and attractive valuations 
underpins real estate bonds.  As the ’Chart of the Week’ shows, this area had been particularly 
weak in early 2023 as rates rose. Two of the bigger issuers in Europe, Aroundtown and Vonovia 
have seen their 5-year euro bonds spread compress from levels around 950bps and 310bps to 
around 430bps and 180bps respectively, according to data from Bloomberg. Another reason for 
the strong perfomance would seem to be the ‘opening’ of the bond market for refinancing / 
funding. Vonovia issued a 12-year sterling bond last week that attracted considerable interest 
(estimates of £3.5bn for a £0.4bn issue) and saw the initial spread of 190bps tighten to 157bps 
to reflect this demand. Bonds also traded  tighter still ‘on the break’ into secondary trading. 
Vonovia, a German residential real estate business, is rated BBB+/Baa1 by ratings agencies 
S&P and Moody’s. 

The big US banks (JP Morgan, Bank of America, Wells Fargo and Citibank) kicked off reporting 
season at the end of last week. Results showed a peaking if not decline in margins (excluding 
JP Morgan). Credit quality is normalising if not worse than average (JP Morgan and Wells). 
There was a deterioration seen in credit card and commerical real estate lending. Loans and 
deposits are flat to a small gain while capital levels continue as a small build (more to come). 
Markets businesses were resilient – aside Citibank. 
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High yield credit & leveraged loans 

US high yield bonds recouped the bulk of the prior week’s spread widening as the uncertainty 
remains around the timing of the Fed’s first policy ease, the primary calendar began to reopen 
for the year, and the asset class saw modest fund inflows.   

The ICE BofA US HY CP Constrained Index returned 0.98% and spreads were 13bps 
tighter. According to Lipper, the asset class saw a $523m inflow, the ninth inflow over the last 
10 weeks. Meanwhile, the average price of the Credit Suisse Leveraged Loan Index was 
unchanged over the week at $95.6. Loan funds saw a small $87m inflow, marking the ninth 
inflow in 11 weeks.  

European High Yield had a strong week, recovering its start of the year loss and some as the 
asset class returned +1%, bringing the MTD performance into positive territory. Spreads 
tightened in 26bps to 401bps while yields fell 22bps to the start of the year yield of 6.83%. It  
was a compression week as CCCs strongly returned more than double the performance of BBs 
and Bs. Flows were positive though they had slowed down to less than half of the previous 
week (€105m), largely active via ETFs. The primary market picked up last week with new 
corporate issuances from Schaeffler and QPark (total €1.53bn).   

 
There was another short seller report, this time hitting the healthcare sector. Grifols, Spanish 
pharmaceuticals, was accused in a report by Gotham Research, on understating leverage and 
overstating profit by consolidating entities controlled by the founding family investment vehicle.   
This was refuted by the management and market comments suggested that the issues flagged 
are either an exaggeration or related to well-known / old issues. Spanish regulators are looking 
into it and will issue a report. 
 

Asian credit 

The outcome of the Taiwan Presidential election is in line with polling estimates. While the DPP 
candidate (William Lai) emerged as the new President with around 40% of the popular vote, the 
DPP fell short in securing a majority in the Legislature. The KMT party (Kuomintang), which 
favours closer engagement with China, won most of the seats in the Legislature. On balance, 
the election outcome could help to somewhat ease cross-strait tensions over the near-term.  

The Adani Group has made some further positive progress in its refinancing plans. Adani Ports 
raised INR5bn through the domestic bond market. While the equivalent amount of around $60m 
is small, this is a positive development in re-accessing the domestic bond market after its last 
INR bond issuance in October 2021. Additionally, Adani Green provides further details about 
the sources of funds to cover the maturing $750m ADANIG bond in September 2024, which will 
come from its debt service reserve account, joint venture with Total Energies and the sales of 
preferential shares to the promoter family.   

In the Philippines, Meralco received the best bids for its 1,800MW supply requirement  from 
SMC Global Power and GNPower (a joint venture of Aboitiz Power, ACEN and Power 
Partners). The supply agreements, if approved by the regulators, will provide two subsidiaries of 
SMC Global Power with cash flow visibility for their respective supply of 300MW and 1200MW. 
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Emerging markets 

 
Treasuries and EM spreads both moved in the right direction last week to generate positive 
performance. The JPM EMBI Global Diversified index posted a return of +1.10%. High yield 
bonds outperformed investment grade with particularly strong performance from Pakistan and 
Ukraine. The index spread is now just back under 400bps over treasuries, at 399bps.  
 
Saudi Arabia came to the market last week with a $12bn deal across three tranches; 6, 10 and 
30 years. There was also new issuance from South Korean semiconductor company SK Hynix 
as well as Colombian energy company Ecopetrol. 
 
Guatemala’s President Bernardo Arevalo was sworn into power despite his opponents delaying 
the inauguration. The new President was elected in August and is an anti-corruption 
campaigner who has vowed to make reforms. The news is positive for this small Central 
American country with low debt and stable growth.  
 
In China, there was disappointment as policy makers left the medium-term rate unchanged. 
Markets expected a rate cut which would have led to currency weakness, something its central 
bank wanted to avoid. 
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