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A farewell to inflation. 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index YTD 
return 

Index 1 
year return 

US Treasury 10 year 3.50% -5 bps 2.4% -9.6% 

German Bund 10 year 2.17% -4 bps 2.4% -15.2% 

UK Gilt 10 year 3.39% -8 bps 2.7% -22.0% 

Japan 10 year 0.53% 2 bps 1.4% -5.8% 

Global Investment Grade 141 bps -8 bps 2.8% -11.2% 

Euro Investment Grade 159 bps -8 bps 2.0% -12.0% 

US Investment Grade 132 bps -8 bps 3.2% -11.3% 

UK Investment Grade 147 bps -13 bps 3.0% -14.7% 

Asia Investment Grade 210 bps 0 bps 2.3% -6.5% 

Euro High Yield 475 bps -34 bps 2.6% -9.4% 

US High Yield 421 bps -26 bps 3.9% -7.2% 

Asia High Yield 661 bps -3 bps 5.3% -4.2% 

EM Sovereign 379 bps -13 bps 2.5% -12.5% 

EM Local 6.6% -14 bps 4.4% -8.1% 

EM Corporate 348 bps -7 bps 2.0% -9.7% 

Bloomberg Barclays US Munis 3.2% -18 bps 2.3% -5.5% 

Taxable Munis 4.8% -11 bps 4.9% -15.5% 

Bloomberg Barclays US MBS 39 bps -5 bps 3.0% -8.1% 

Bloomberg Commodity Index 243.64 3.3% -0.9% 10.7% 

EUR 1.0818 1.7% 1.2% -5.5% 

JPY 128.35 3.3% 2.5% -10.7% 

GBP 1.2202 1.1% 1.2% -10.8% 

Source: Bloomberg, Merrill Lynch, as at 13 January 2023.  

Chart of the week: US Consumer Price Inflation % y/y 

 
 
Source: Bloomberg, Columbia Threadneedle Investments, as at 16 January 2023. 
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Macro / government bonds 

Government bond markets have rallied strongly this year. The benchmark US 10-year bond 

kicked off 2023 with a yield of around 3.9% and is closer today to 3.5%. Meanwhile, lower 

inflation has helped prompt speculation that we are close to the peak or terminal rate of interest 

in this present cycle, which has been expected to be around 5% by mid-2023. 

Last week’s big news was the key US Consumer Price Inflation print. It came in exactly as 

expected. Headline inflation declined by 0.1% in the month and is now 6.5% y/y higher than a 

year ago (see chart of the week). The decline was led by lower energy prices as oil is trading 

at a lower price than before Russia invaded Ukraine. The Core (ex food and energy) inflation 

number showed a 5.7% y/y expansion, and inflation has now declined from a high print of 9% in 

the middle of last year. Markets responded surprisingly well to this data release and seem 

happier that the declining trend is intact even though the actual data release was no better than 

consensus expectations. 

After today’s Martin Luther King holiday, we get Retail Sales and Producer Price Inflation data 

from the US. In the UK we will receive employment and inflation data and the Bank of England’s 

Bailey will give a talk today. Over in Europe, Christine Lagarde is attending and speaking at the 

Davos summit on Thursday and Friday. 

Investment grade credit 

Investment grade credit markets continue to rally with global spreads a shade above the 140bps 

level. Spreads were around 185bps in October last year so this is a decent move tighter in the 

last three months. The rally has been led by UK and euro denominated markets, which had 

lagged meaningfully last year. Global spreads now sit fairly and squarely on the long run 

average (20-year). 

Friday brought US bank results. Overall, results were in line with no surprises. Margins continue 

to expand, while the cost of risk is normalising. Markets businesses were fairly strong and 

capital expanded modestly. 

Primary markets set new issuance records last week so a heavy burden of new issuance to 

digest and mostly from financials. It appears this supply has been well received as evidenced by 

tighter spreads.  

High yield credit & leveraged loans 

US high yield continued its strong start to the year, aided by a light new issue calendar, lower 

interest rates and retail fund inflows. The ICE BofA US HY CP Constrained Index returned 

1.57% and spreads were 25bps tighter.  

According to Lipper, the asset class saw a $2.5bn inflow, which was the largest weekly inflow 

since mid-November.  Despite ongoing outflows, leveraged loans also continued to perform well 

over the second week of the year, albeit lagging high yield bonds, with the average price of the 

J.P Leveraged Loan Index increasing $0.53 to $93.90.  Loans experienced their 21st 

consecutive weekly outflow with $279m withdrawn over the week.   
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European High Yield (EHY) had another strong week for the first month of 2023 as spreads 

tightened an additional 34bps resulting in a return of 1.5% for the week with some performance 

also coming from falling government yields.  It was a strong risk on week with CCCs 

outperforming BB and B and sterling high yield outperforming EHY.  Fund flows continued to be 

positive, though mainly into ETFs (which were trading at a premium for much of last week). In 

the primary market, new issues are expected over the coming weeks but will likely be focused 

on refinancing’s or exchanges rather than new money coming into the asset class.  

In sector news, strong positive trading figures for the airline sector (eg, Ryanair and Wizzair are 

reporting above 2019 sales levels while Ryanair upped its FY 22 outlook by 25%) and UK retail 

sector (with the exception of Matalan who is going through restructuring).  Positive news for UK 

retail (eg, M&S and Iceland) has been supported by the normalisation of energy prices.  Cruise 

lines (Carnival, Norwegian Cruise Line, Royal Caribbean Cruise) are also reporting strong 

books since the start of the year.   

In issuer specific news, it was reported that Lottomatica, the Italian gaming company, is likely to 

IPO (an advisor has already been appointed with valuation in the $1bn area).    

Asian credit 

Chinese government entities are reportedly acquiring “golden shares” in certain subsidiaries of 

Alibaba and Tencent, which will provide the government with special rights over the business 

direction and strategy of the subsidiaries. According to SCMP, an entity of the Cyberspace 

Administration of China (CAC) has acquired a 1% stake in Guangzhou Lujiao Information 

Technology (GLIT), which is the digital media subsidiary of Alibaba. Through this stake, CAC 

has stronger control over the content in Alibaba’s streaming video platform, Youku and the web 

browser UCweb. An official from CAC has been appointed a new board member at GLIT. A 

government entity in Shenzhen could take a similar stake in the media businesses of Tencent.  

According to Xinhua News, China is drafting a 21-point plan to support high-quality property 

developers and mitigate their liquidity constraints. The plan reportedly may include speeding up 

the lending of CNY150bn of previously announced loans for home deliveries, an additional 

CNY200bn of special fund for the deliveries of residential properties as well as establishing a 

CNY100bn support plan for rental housing loans. 

The Indian government is reportedly exploring the possibility of issuing INR-denominated green 

bonds to raise an equivalent of $2bn for sustainable projects, according to Bloomberg.  

Emerging markets  

Emerging market hard currency sovereigns enjoyed another week of positive returns (+1.57% 

as measured by the JP Morgan EMBI Global Index) as a result of spread tightening (-14bps) 

and a rally in US treasuries following the CPI print last week. African and Latin American names 

led the way as an improvement in market sentiment meant bonds traded higher. 

The improved risk appetite was reflected across the asset class in different ways; EM bond 

funds saw their largest weekly inflows since April 2022. Several new deals were printed last 

week, mostly in the investment grade space and in ratings news, Fitch affirmed Poland at A- 

and Angola at B-.  
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In China, CPI printed in line with expectations at 1.8% y/y, as the nation continues to be 

insulated from surging inflation. The market is turning increasingly optimistic on China following 

support for the property sector, a softening of the government’s stance on the technology sector 

and the re-opening of the economy. The market is now expecting a 4.8% 2023 GDP growth 

rate. As a result of its re-opening China has reported rising Covid-19 deaths, at an official death 

tally of 60,000 for the first 35 days of the current infections wave, thought there is speculation 

this figure may be much higher. Our Asia desk now expect cases to peak within 30 days.  

Commodities 

The commodity market recovered its losses from last week. Base metals continue to perform 

strongly with aluminium and copper rallying by 13% and 7.8%.  

Nickel declined by 4.7% on the week as Tsingshan Holding (which crashed the market last 

year) has been ramping up production capacity and is in talks with struggling Chinese copper 

plants to re-purpose them to process nickel. The plan could add around a fifth to global nickel 

output.  

Energy markets rallied on aggregate with WTI and Brent rallying by 8%+, natural gas prices (US 

and European) continued to decline. Positive news broke on the demand outlook for China with 

oil consumption expected to rise by 800,000 barrels a day to a record 16 million in 2023 

following the re-opening of the economy.  
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