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To infinity and beyond. 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return 

Index YTD 
return 

US Treasury 10 year 4.34% 8 bps -2.1% -0.5% 

German Bund 10 year 2.68% 7 bps -1.5% -0.3% 

UK Gilt 10 year 4.37% -5 bps 0.1% -3.7% 

Japan 10 year 0.72% 6 bps -2.7% 0.0% 

Global Investment Grade 131 bps -2 bps -0.6% 2.1% 

Euro Investment Grade 145 bps -7 bps 0.7% 2.8% 

US Investment Grade 122 bps -1 bps -1.4% 1.8% 

UK Investment Grade 131 bps -3 bps 2.4% 1.3% 

Asia Investment Grade 202 bps -1 bps -0.3% 2.8% 

Euro High Yield 437 bps -20 bps 2.3% 6.7% 

US High Yield 379 bps -6 bps 1.6% 7.1% 

Asia High Yield 943 bps 0 bps -3.7% -3.9% 

EM Sovereign 350 bps -2 bps -0.6% 3.2% 

EM Local 6.5% 4 bps -1.3% 6.4% 

EM Corporate 330 bps -2 bps 0.4% 4.0% 

Bloomberg Barclays US Munis 3.9% 3 bps -1.4% 1.2% 

Taxable Munis 5.4% 6 bps -2.8% 2.1% 

Bloomberg Barclays US MBS 55 bps 1 bps -2.0% -0.2% 

Bloomberg Commodity Index 242.74 1.4% 7.1% -1.2% 

EUR 1.0666 -0.4% -2.3% -0.4% 

JPY 147.65 0.0% -2.4% -11.3% 

GBP 1.2381 -0.7% -2.5% 2.5% 

Source: Bloomberg, ICE Indices, as of 15 September 2023.  
 

Chart of the week – Euro interest rates, 1997-2023 

 

Source: Bloomberg, Columbia Threadneedle Investments, as of 18 September 2023. 
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Macro / government bonds 

Another week, another ratchet higher in interest rates.  

The major macro news was a 0.25% interest rate hike to 4.5% by the European Central Bank, 
(see chart of the week) nudging the German 2-year yield higher to 3.2%. Changes to the 
ECB’s macroeconomic projections, provided justification for the interest rate move. The 
September macro projections saw the ECB increase its inflation projections over those 
produced in June to 5.6% and 3.2% respectively – 0.2% higher. The ECB also lowered its 
growth projections by 0.2% to 0.7% for 2023 and by 0.5% to 1% for 2024. Higher inflation 
expectations reflected the recent pick-up in energy prices while the catalyst for lower growth 
had been the dampening impact on demand of tighter monetary policy. Christine Lagarde, 
President of the ECB, at the accompanying press conference said that although inflation 
continues to decline it remains too high. She tried to frame the central bank’s action in terms of 
level and duration. Her core message was that rates would be set at a sufficiently restrictive 
level for a sufficiently long duration to return inflation to 2%. Despite the “higher for longer” 
message, the market nudged forward its expectation of the first rate cut from June to April of 
next year, as traders bet that worsening economic conditions, alongside expected continuing 
downward pressure on inflation, would cause the ECB to re-assess its current restrictive stance.  

In the US, there was little real change in bond yield levels with the 2-year and the 10-year 
anchoring close to 5% and 4.3% respectively, as markets awaited the outcome of the US 
Federal Reserve’s next policy setting meeting on 20 September. Core US inflation edged lower 
from 4.7% to 4.3% in August largely due to year-on-year declines in energy and commodity 
prices, although services inflation remained elevated. The relative resilience of the US 
economy, and widespread acceptance in the market that the Fed was unlikely to pivot to easier 
monetary policy in the near-term, provided support for the greenback against a broad range of 
currencies.  

The UK continued to see a retracement in yields, with the yield on the 10-year gilt declining from 
4.5% to 4.4%, as expectations of sluggish economic growth led to further inversion of the yield 
curve. Pricing in the swaps market indicated that the market had brought forward its 
expectations of the first cut in interest rates in the UK from September to March of next year.  

  

Investment grade credit 

 
Investment grade spreads tightened by a couple of basis points last week, even as the ECB 
raised rates once again (see above). Spread volatility has been uncharacteristically low these 
last few weeks and after the bank induced volatility earlier this year. 

The global investment index spread is trading at 131bps over government bonds according to 
data from ICE Indices, so spreads are right on their five-year average and a couple of basis 
points tighter than the 20-year norm. At this level spreads are 11% tighter than at the start of the 
year with both euro and US spreads closely aligned at 13% and 12% tighter respectively. 
Sterling spreads have performed even better than this and are over 20% tighter year to date.  

Looking across industry sectors, media and autos have performed best with banking and 
insurance lagging after weakness earlier in the year. The performance of cyclical sectors has 
been underpinned by rising economic growth expectations this year. 

 

 

 

 



 In Credit  18 September 2023 
 

 

5956162 Issued September 2023 | Valid to end November 2023   
 
 

High yield credit & leveraged loans 

US high yield spreads tightened to a low since April 2022 (+390bps) amid optimism the Fed can 
pause its policy hike campaign and successfully engineer a soft landing.  

As well, this week’s $9.6bn of high yield bond issuance was the heaviest since November 2019 
amid improving capital market conditions. The ICE BofA US HY CP Constrained Index returned 
0.20% and spreads were 7bps tighter. According to Lipper, retail high yield funds reported an 
$81m inflow, the third consecutive weekly inflow, albeit modest in size. Meanwhile, the average 
price of the J.P. Morgan Leveraged Loan index rose $0.31 w/w to a high since May 2022 
($96.18), with outperformance in discounted / lower-quality credits amid an active primary 
market, few macro surprises, and the asset class’s largest weekly retail inflow since May 
2022. Retail loan funds saw their fourth inflow in five weeks with $343m contributed.   

European High Yield continued its market rebound as the asset class returned 0.55% last week 
with spreads tighter by 20bps to 437bps and yields lower by 12bps to 7.67%. Higher beta CCCs 
strongly outperformed, supported by more market positive view of Altice (French telecom) on 
comments of potential disposals. Still outflows from the asset class increased last week with 
€272m exiting, via both ETFs and managed accounts, especially for the EHY that is part of 
global high yield managed accounts.This now takes the YTD figure to a net outflow of €87m. 
The primary market, while open, remains on the light side of what was had been suggested for 
the start of the school season. Last week saw two new euro issues (Coty and Banijay), totalling 
€940m. For a change, the two issues are in the single B rating category. 

There was more unfortunate news in the real estate sector as the Swedish financial watchdog 
announced a formal investigation into Alecta’s (Swedish pension fund) investment in 
Heimstaden Bostad, questioning whether correct investment procedures were followed. This 
puts the fund, again, in the regulator’s sights following a $2bn loss in US banks earlier this year. 

There were credit rating changes in the leisure sector as Accor, the hospitality group, was 
upgraded by S&P to BBB- on strong operating performance. This puts the issuer on par with 
Fitch’s upgrade (April 2023) and will take the issuer out of the EHY index. There was also an 
upgrade by Moody’s for Royal Caribbean, by two notches, to B1. Nevertheless, this rating trails 
S&P’s rating to BB- (from B) upgrade last month. 

Even as there has been good demand for new issues, price remains key. FNAC Darty, French 
consumer products group, was touted as looking to refinance a 2024 bond. In the end, the deal 
was pulled given the financing price was on the high side of what it was willing to consider. 

Asian credit 

Moody’s lowered its outlook for China’s property sector from stable to negative due to weaker 
economic growth and an expectation that nationwide contracted sales will decline around 5% 
over the next 6-12 months. Homebuyers continue to be concerned over the timeliness of project 
completion, so the reduction of minimum mortgage requirements is a significant measure by the 
government to support property demand, Moody’s expects the impact of the policy stimulus to 
likely fade after a few months, particularly in lower-tier cities and weaker economic areas. 

The National Bureau of Statistics released macro activity data for August with above-consensus 
industrial production (IP) and retail sales growth numbers. In August, IP growth was 4.5% y/y 
(July 2023: +3.7% y/y) and retail sales growth was 4.6% y/y (July 2023: +2.5% y/y). Fixed asset 
investment growth, however, was below consensus at 2% y/y despite being an improvement 
from July (1.2% y/y). 

In response to the soft macro environment, the PBOC cut the RRR (reserve requirement ratio) 
by 25% to a weighted average level of 7.4%, which is the second reduction this year. This will 
effectively inject around $69bn into the interbank market. Additionally, the PBOC also injected 
around $26bn (CNY191bn) via the 1-year MLF (medium-term lending facility) but it kept the 
MLF rate unchanged.   
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Emerging markets 

Higher US treasuries once again constrained EM sentiment and the JP Morgan EMBI Global 
Index returned -0.17% over the week. Longer duration assets within the index, typically 
investment grade issuers, unsurprisingly fared the worst as US yields move higher. 

There has been a recent pick-up in supply following a sustained period of muted primary market 
activity this year. While the increased supply was anticipated, the lack of new issue premium on 
offer (because of demand), as well as the high volume of issuers, has resulted in these deals 
performing poorly. 

There are a lot of central bank meetings on the agenda this week: we expect policy makers in 
Asia to keep rates on hold while there could be further hikes in Turkey and another cut in Brazil. 

In Peru, the central bank delivered its first rate cut since the onset of covid-19 (25bps to 7.5%). 
Peru now joins the likes of Brazil, Chile, Costa Rica who have also begun cutting rates. 
Peruvian inflation dropped to 5.6% (target 1-3%) in August following mass unrest and the nation 
entering a technical recession. Peru’s agriculture has also been adversely affected by El Nino.  

In Russia, the central bank unexpectedly hiked rates by 100bps to 13% with policymakers 
flagging they will consider further rate increases in upcoming meetings. This follows further 
pressure on the ruble, which is down 23% against the US dollar this year.    

Commodities 

The BCOM index rallied by 1.1% on aggregate with industrial metals (+1.3%) and energy 
(+2.2%) performing the strongest; the only negative sub-sector was grains with a -0.7% decline. 
Base metals were supported by better than expected data from China (particularly industrial 
production). 

In the energy space, the EIA (US agency) now expects global oil inventories to decline by 200k 
following recently announced OPEC+ cuts and is expecting an average brent price of $93 in Q4 
from a $86 average in August ($94 currently). The EIA also expanded its 2023 oil demand 
forecast by 50k (to 1.81m bpd) but cut its 2024 forecast by 250k (to 1.36m bpd). Citi Bank is 
less bullish, flagging that oil priced in the 90’s looks unsustainable thanks to non-OPEC+ 
nations such as Canada, Brazil and Argentina picking up the production slack. 

We also had an announcement from the IEA (international agency) predicating peak fossil fuel 
consumption in 2030. The body has cited insufficient progress on the transition to clean 
technology and is calling for targeted international collaboration in high emission sectors. Fossil 
fuel producers warn underinvestment in oil and gas risks further energy crisis if forecasts for 
peak consumption prove too optimistic.  
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