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Dazed and confused

Markets at a glance

Pt Ghnge QT ey et
US Treasury 10 year 4.43% -8 bps -0.5% 2.5%
German Bund 10 year 2.53% -3 bps 1.7% -0.2%
UK Gilt 10 year 4.67% -1 bps 0.4% 0.9%
Japan 10 year 1.51% -3 bps -0.8% -3.3%
Global Investment Grade 94 bps -2 bps 0.4% 21%
Euro Investment Grade 98 bps -3 bps 1.4% 1.6%
US Investment Grade 92 bps -1 bps 0.0% 2.3%
UK Investment Grade 90 bps -1 bps 1.0% 1.8%
Asia Investment Grade 136 bps -7 bps 0.3% 2.7%
Euro High Yield 342 bps -15 bps 1.6% 2.4%
US High Yield 332 bps -8 bps 1.7% 2.6%
Asia High Yield 490 bps -4 bps 0.0% 2.9%
EM Sovereign 306 bps 4 bps 0.8% 3.1%
EM Local 6.1% -3 bps 4.7% 9.2%
EM Corporate 271 bps 0 bps 0.2% 2.6%
Bloomberg Barclays US Munis 4.0% -5 bps -0.7% -1.0%
Taxable Munis 5.2% -11 bps -1.7% 1.1%
Bloomberg Barclays US MBS 42 bps -2 bps -0.6% 2.4%
Bloomberg Commaodity Index 250.92 -2.6% -5.4% 3.0%
EUR 1.1417 -0.1% 4.9% 9.6%
JPY 142.77 -1.0% 41% 9.1%
GBP 1.3532 -0.6% 4.2% 7.5%

Source: Bloomberg, ICE Indices, as of 30 May 2025. *QTD denotes returns from 31 March 2025.

Chart of the week: A strong couple of months for credit markets — Global IG and HY spreads YTD
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Macro/government bonds
Simon Roberts

During May, 10-year US Treasury yields rose from 4.22% at the start of the month, to a peak of
4.60% mid-month, before ending at 4.44%. All of this was driven by tariff news story zigzags,
and weaker economic news. Personal consumption rose 1.2% for the first quarter, versus a
forecast of 1.7%, while core PCE, the US Federal Reserve’s favoured measure of inflation, rose
by 0.1% for April, translating into an annualised rate of 2.5%.

Last week we saw a sharp rally in the US Treasury market, as the 5-year yield declined 12 bps
from 4.08% to 3.96%, driven by tariff news story zigzags, and weaker economic news. Personal
consumption rose 1.2% for the first quarter, versus 1.7% forecast, while core PCE, the US
Federal Reserve’s favoured measure of inflation, rose by 0.1% for April, translating into an
annualised rate of 2.5%.

Various Fed policy makers continued to call for more time to understand the impact of trade
policy developments before they could ease monetary policy. This reinforced the market view
that the US central bank is in a holding pattern for now. The market continues to price Fed cuts
for September and December.

The tariff policy environment continued to evolve and trigger market volatility. The US Court of
International Trade blocked many tariffs, only for the Court of Appeals for the Federal Circuit to
grant a temporary unblocking. Now we wait for the Supreme Court to consider the original case.
The bond market continues to be pushed around by this evolving news story, and price action in
the US Treasury market set the tone for bond markets globally.

Inflation in Italy and Spain fell below 2% last week, underscoring the broader disinflationary

trend in the region. As a precautionary measure against any trade-related deterioration in the
eurozone economy, the European Central Bank is expected to cut interest rates by a quarter
point at its June meeting to 2% and by a further quarter point in the fourth quarter of this year.

The global rates desk increased the size of a long duration position mid-month and continues to
hold 5-30-year yield curve steepening trades across most major government bond markets.

Investment grade credit
David Oliphant

May was a strong month for credit with spreads tighter in all markets. The US dollar market,
which has lagged this year, rebounded the most with spreads 17bps tighter compared to 13bps
for Euro Investment Grade. Year-to-date, euro spreads are tighter by 4% whereas US dollar
spreads are wider by 15%, according to data from ICE Indices.

Sector-wise within global |G, Banking, Capital Goods, Telecoms and Media have performed
least badly so far this year — though spreads are wider for all these sectors. The worst
performers have been Autos, Energy and Technology. Credit curves are steeper, meaning
longer-dated bonds have widened more than their shorter-dated cousins.

The outlook for spreads remains mixed. Economic growth is challenged by the lack of clarity
around trade tariffs — and consensus estimates for GDP expansion in 2025 have been reduced
to low, albeit positive, growth. Such an outcome would be fairly neutral for the direction of
spreads in our view. The direction of interest rates is also held hostage by the same confusion
as central banks struggle to weigh the inflationary effects of tariffs against the economic
disruption. Presently, the expectation is for slightly lower interest rates through the remainder of
the year.
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Spreads, which had widened materially between the end of last year and mid-April, have
rebounded and are once again in expensive territory — with valuations through short- and
longer-term norms. Credit quality remains robust, however, with low levels of leverage expected
to remain for corporates and high levels of capital for banks. Meanwhile, the demand for income
(yield) remains a powerful positive force and will likely cap any material widening in spreads or
rise in yields.

Liability driven investments
Rosa Fenwick

Higher yields have attracted outright hedging activity, and increased volatility has provided
opportunities to switch between hedging asset classes — the latter sparked by US musings
around relaxing SLR (supplementary leverage ratio) for banks. This would allow US banks to
support more trading activity through an increase in balance sheet availability. This speculation
was sufficient to drive global asset swap spreads with the bond component becoming more
expensive (reversing recent moves).

One of the fears about UK susceptibility to global market moves is its reliance on overseas
investors to buy government debt. The market dynamics have shifted over the past few years,
resulting in lower demand from pension funds as they reach high hedging levels and transition
to buy-out. Insurance companies, upon receiving a pension scheme’s assets, would typically
have sold the bonds to buy credit as it is higher yielding and provides a better pick-up versus
their swap discount rate.

However, credit spreads are relatively tight, while UK government bond spreads versus swaps
are attractive. This has resulted in insurance companies holding excess allocations to
government debt, either in physical or levered formats. There is a concern that wider credit
spreads could unleash a wave of gilt selling from insurance companies.

The Debt Management Office (DMO) has responded to these demand changes by reducing the
issuance of long gilts (traditionally dominated by pension funds) and increasing issuance of
shorter-dated gilts. The market expects the DMO to be flexible with gilt issuance depending on
how demand evolves.

High yield credit
and leveraged loans
Angelina Chueh & Chris Jorel

The European High Yield market finished May strongly, returning 0.48% for the week as
spreads tightened 15bps to 342bps and yields fell 12bps to 6.14%. This cemented the month’s
robust performance at +1.3%, as spreads fell 45bps overall and the yield fell 31bps — more than
enough to offset the negative performance of the previous two months combined, resulting in a
year-to-date return of +2.3%.

With volatility back to the start of 2025 levels, €385 million inflows last week brought May’s total
to in excess of €2 billion across ETFs and managed accounts, with managed accounts just
taking more. The primary market was relatively modest last week, with just shy of €1 billion
issued. This helped the month close at €18.7 billion — close to the record set in June 2021. The
year-to-date figure now stands at €47.3 billion. Demand remained strong, with average
coverage at 3.7x, and some new offerings seeing demand at 10x. The new issue market is
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expected to remain strong over the coming weeks with more names already standing in the
wings: as much as €22 billion in new bonds is already making the rounds.

In rating news, UK building materials distributor SIG was downgraded by Moody’s to Caa1 from
B- on the back of weak operating performance. There was better news for Nidda Healthcare,
which was upgraded to B2 from B3 due to solid operating performance and resulting leverage
reduction, with expectations of more improvement over the next 12-18 months. Management’s
proactive refinancing of its debt maturities over the past few years was also noted.

Reporting season, so far, has shown results generally in line with weakness where expected.

US high yield bond valuations continued to recoup their ‘Liberation Day’ widening over the
week, along with a light new issue calendar and continued inflows. The ICE BofA US HY CP
Constrained Index returned 0.74% and spreads tightened 7bps to +348bps. The index yield-to-
worst declined to 7.48%. According to Lipper, US high yield bond retail funds saw a $242 million
inflow over the week. The asset class has seen $8.2 billion of retail fund inflows over the past
five weeks, recouping two-thirds of withdrawals seen in early April.

US leveraged loan prices were unchanged and have retraced around 80% of the decline from
2025’s peak level. This came as recession concerns eased, first quarter earnings reports
remained stable, and fund flows were steady. The S&P UBS Leveraged Loan index average
price remained at $96.3. Retail floating rate funds saw $292 million of inflows, leaving the
trailing five-week inflow at $2 billion. Unlike high yield bonds, only 15% of early-April outflows
have been recovered by floating rate funds.

Structured credit
Kris Moreton

The US Agency Mortgage-backed securities (MBS) sector was up 91bps last week. Meanwhile,
30-year Agency MBS outperformed as rates bull flattened. Spreads were tighter across the

coupon stack but remained elevated on a longer-term basis. Revitalised speculation of possibly
privatising the government-sponsored enterprises (GSEs) had seemingly no impact on appetite.

Q1 housing data was released and evidenced a slowing market overall. The FHFA House Price
Index declined 0.1% in the month of March, which was the first decline since August 2022. In
total, six out of nine regions fell. The Home Price Purchase index indicated that homes are still
selling at premium prices, but the pace of price growth slowed dramatically to 0.7% in Q1.
Meanwhile, pending home sales saw the largest decrease since September 2022, down 6.3%.

In the Asset-backed securities primary market, the month closed quietly with only one deal
pricing. New issue appetite remained strong with investors seemingly flush with cash. Month-to-
date supply was $34 billion and year-to-date $143 billion, which is 7% lower year-on-year.
There are currently 10 deals in the market so activity should pick up again this week. Secondary
activity was in line with typical volumes, with around $1.3 billion flowing through TRACE each
day. Flows overall skewed slightly toward better account selling, but overall there has been
relatively light BWIC (bid wanted in competition) activity in the past few weeks, despite the busy
primary calendar. Overall, on the week spreads were tighter by around 3-5bps in benchmark
sectors and around 5-7bps in non-benchmark names.



In Credit | 2 June 2025

Asian credit
Justin Ong

The JACI delivered a positive return of 57bps, helped by positive spread returns (19bps) and
treasury returns (38bps). By ratings bucket, JACI IG posted 59bps while HY returned 41bps.

Property and infrastructure firm New World Development Co Limited (NWDEVL) announced
that it will defer the semi-annual June coupon payment for four perpetual securities, totalling
US$77.2 million. This is a credit negative development that raises questions about NWDEVL'’s
liquidity situation given it has adequate cash for the coupon payments, based on its last
reported balance sheet (H1 December 2024). One positive is that NWDEVL stated it has made
additional progress in its loan refinancing talks by receiving written commitments for 60% of the
HK$87.5 billion (US$11.2 billion) loan. It is not yet clear whether the decision to defer the
coupon payment is related to NWDEVL'’s ongoing loan negotiation, in which it is highlighting its
prudence in conserving cash, or if this is attributed to a liquidity distress that is worse than what
management has disclosed.

According to Bloomberg, Blackrock and Mediterranean Shipping Co (MSC) have been holding
talks with the State Administration for Market Regulation of China (SAMR). The parties are
exploring ways for a path forward in CK Hutchison'’s plan to sell its global ports assets including
the two Panama ports. Both MSC and Blackrock are reportedly discussing potential
amendments to the deal structure to secure the approval of the Chinese regulator and the
Trump administration in the US.

In Macau, the monthly gross gaming revenue (GGR) hit a monthly high since the onset of Covid
in early 2020. At US$2.62 billion, this was up 5% year-on-year and was around 82% of the pre-
Covid May 2019 level. Gaming operators reported strong recovery in the mass gaming and slot
segment.

Emerging markets
Priyanka Prasher

May was a strong month for emerging markets (EM), as sovereign spreads tightened by -35bps
over the month. EM sovereigns returned +1.12% in US dollar terms, recovering from the
‘Liberation Day’ turmoil that dominated April. Year-to-date returns for EM sovereigns are
+3.15% in US dollar terms, with yields down 5bps. Local currency returned 9.22% in US dollar
terms, benefitting from dollar weakness.

In the week, EM sovereigns returned 0.58% in US dollar terms and spreads widened by 2bps.
This was driven by sovereigns from Africa as Angola, Ghana and Kenya outperformed. Local
currencies returned 0.38% on the week, again supported by US dollar weakness. Venezuela
was the main EM underperformer with new OFAC (the US Office of Foreign Assets Control)
restrictions expected to weigh on its economy.

Poland held its presidential vote on Sunday. Unexpectedly, the Trump-backed nationalist
candidate, Karol Nawrocki, won 50.9% of the vote. Prime Minister Tusk's ally, Rafal
Trzaskowski, took 49.1% of the vote. In response, the Polish zloty weakened by 0.05% against
the euro and yields on international bonds edged higher overnight.

Turkey's president, Recep Erdogan, launched an initiative to reform the nation's constitution in
an effort to allow his re-election in 2028. The 10-year benchmark bond yield rose by 1.52% in
reaction.
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S&P upgraded Guatemala's credit rating to BB+ with a stable outlook. This was in line with
Moody's. Spreads were little changed on the news.

Elsewhere, primary issuance was low amid the shorted trading week. However, Kyrgyzstan, a
rare market participant, issued a five-year bond at €700 million. This was the country’s first
euro-denominated bond and was well received with investor demand peaking at €2.1 billion.

Next week there is a presidential election in South Korea to find a replacement for Yoon Suk
Yeol, who was ousted in April. In addition, the Reserve Bank of India (RBI) is expected to cut
rates by 25bps. Poland, Ukraine and Russia will also make policy rate decisions.

Responsible investment
Charlotte Finch

May was a bumper month for environmental, social and governance-labelled debt — the second
highest month since January — with $92.1 billion coming to the primary market, according to
Bloomberg. Green bond issuance has been consistent month-on-month with around $55-$60
billion each month, and social bond issuance bringing around $15-$20 billion. Sustainability-
linked bonds are still an unpopular choice, with barely $4 billion issued in May.

There is uncertainty within the labelled debt market for continued levels of issuance amid anti-
ESG activities in the US. The Trump administration’s decision to not continue support for
transition projects has recently led the Department of Energy to withdraw $3.7 billion of funding
on energy transition projects at companies such as Exxon Mobil, Kraft Heinz and Heidelberg
Materials.

That said, in other parts of the world (mainly Europe) more capital is being raised to fund low-
carbon and other such green projects. According to Bloomberg, oil and gas firms spent 7%
more in 2024 versus 2023 on green projects, allocating in excess of $33 billion. The anticipated
contagion of the US anti-ESG agenda has shown no signs of impact overseas quite yet. More
than 60% of the issuance in May came from EMEA-based issuers, with just 11% from the US.
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INVESTMENTS®

Views Risks to our views

(relative to risk free rate)

Overall Fixed = |n the past month, the market has digested the US tariffnews = Upside risks: the Fed achieves a soft landing
Income and spreads have returned to historical tights. The group added ~ with no labour softening; lower quality credit
Spread Risk credit risk during early April's volatility. outlook improves as refinancing concerns
= The group discussed how they are improving their portfolio‘s ease; consumer retains strength; end to Global
resiliency to this uncertainty, as well as how lower global wars
growth expectations will impact credit. = Downside risks: Fed is not done hiking and
= The group maintained a neutral outlook on credit risk unemployment rises, or the Fed pivots too
overall, dewngrading their views on high yield cerporate early and inflation spikes. Restrictive policy
credit. leads to European recession. China property
= The CTI Global Rates base case view is that the pace and meltdown leads to financial crisis. 2024
magnitude of additional cuts is uncertain and dependant on elections create significant market volatility
growth, inflation and labor market data
Duration = Longer yields to be captured by long-run structural downtrends ~ m Inflationary dynamics become structurally
(10-year) in real yields persistent
= [nflation likely to normalize over medium term, although some  m  Labour supply shortage persists; wage
(P’ = Periphery) areas will see persistent pricing pressures pressure becomes broad and sustained
= As markets have reduced the amount of cuts expected by the = Fiscal expansion requires wider term premium
FED in 2025, we have used the back- up in yields to go long = Long run frend in safe asset demand reverses
US duration
Currency = Dollar has been supported by US growth exceptionalismand ™  Central banks need to keep rates at terminal

(E = European
Economic Area)

Emerging

Markets Local
(rates (R) and
currency (C) )

depricing of the Fed while the ECB looks set to embark on a
cutting cycle

Dollar likely to continue to be supported into year end, where a
Trump presidency looks most likely, and with it a retum to tariffs
and America First policy

US weakness can enable EM currency performance.

banks to stimulate domestic demand
Risk premium to leak out of local bond curves.

for much longer than market prices, to the
detriment of risk and growth and to the benefit
of the Dollar

= Global risk aversion restores bid for US dollar.
Inflation normalisation and currency strength allows EM central =

Weaker oil environment requires fiscal
premium among exporters
Higher global term premium.

Emerging = The group maintains a negative outiook as the sector's rich = US trade policy aggression strengthens USD
Markets valuations are misaligned with trade-related fundamental against EM currencies
Sovereign uncertainty. = EM policy makers constrained by currency
Credit (USD = The group maintains discipline regarding valuations and will pressure; rates remain tight.
e ( take advantage of compelling opportunities as they arise. = Fiscal concemns leak into local risk premia.
denominated) = Tailwinds: Reduced default tail risks, ratings trend positive:
dollar retracement.
= Headwinds: US tariff and trade policy, global frade disruption,
weaker net supply, lower oil prices, higher debt to GDP ratios,
wider fiscal deficits and slow restructurings.
Investment = Spreads have tightened significantly since the early April = Tighter financial conditions lead to European
Grade Credit volatility, returning to March levels. The group added exposure slowdown, corporate impact
in April to cover underweights. = Lending standards continue tightening, even
= The group remains neutral on the sector given less attractive after Fed pauses hiking cycle.
valuations and global trade uncertainty weighing on the = Rate environment remains volatile
fundamental backdrop. = Consumer profile deteriorates.
= Eamings results were solid, showing historically strong credit =~ m Geopolitical conflicts worsen operating
metrics. Forward guidance was cautious as management environment globally
teams struggle to quantify tariff impacts
High Yield = In early April, the dramatic spread decompression pushedthe | m Lending standards continue tightening
Bonds and group to add risk. Spreads have tightened significantly since increasing the cost of funding
Bank Loans then; the group is now downgrading the sector as currentrich ~ m  Default concerns are revised higher on greater
valuations are misaligned with a weaker fundamental outiook demand destruction, margin pressure and
= The beginning of earnings season has been within macro risks
expectations; however forward guidance has been skewing = Rally in distressed credits, leads o relative
lower due to tariff concerns. underperformance
= Despite downgrading the sector, the group remains open to = Volatility in the short end of the curve, eroding
attractive high quality refval opportunities. potential upside where we are positioned for
carry.
Agency MBS = Spreads have moved tighter in the past month and tecnicals = Lending standards continue tightening even
have improved. In April, the group reduced their Agency MBS after Fed pauses hiking cycle.
allocation to fund opportunistic credit purchases. = Fed fully liquidates position.
= The group remains positive on Agency MBS because the carry  m  Market volatility erodes value from carrying
and convexity are still attractive, and pre-payment risk is low = More regional bank turmeil leads to lower
because of the elevated morigage rates coupons to underperform.
= Prefer call-profected inverse 10 CMO's, a large beneficiary of
aggressive cutting cycle.
Structured = The group maintains a large allocation of high-quality carry = Weakness in labour market
Credit positions. = Consumer fundamental position (especially
Non-Agency = RMBS: Spreads wider Mol. Fundamental metrics, like lower income) weakens with inflation and Fed
MBS & CMES delinquencies, prepayments, and foreclosures remain solid tightening. Consumer (retailtravel) behaviour

overall. On the margin, housing affordability is improving. fails to refum to pre-covid levels

= CMBS: Spreads wider Mol. Stress continues with the highest = m  Student loan repayments weaken consumer
delinquencies in office, but multi-family is increasing. Continue profile more than anticipated, affecting spreads
fo monitor health of new issue market on a secular level

= CLOs: AAA spreads are tighter Mo, below-I1G market is = High interest rates tum home prices negative,
weaker. Defaults remain low, but CCC buckets are rising with punishing housing market

lower recoveries.

ABS: 60+ Day delinquencies are elevated, driven by inflation
and credit score drift. Debt service ratios worsening broadly.
The group prefers higher quality, liquid securities.

Cross sector contagion from CRE weakness
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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 2.6.2025, 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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(Chapter 622), No. 1173058.
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for the Financial Markets (AFM), registered No. 08068841.

In Switzerland: Issued by Threadneedle Portfolio Services AG, Registered address: Claridenstrasse 41, 8002 Zurich,
Switzerland.

In the Middle East: This document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated
by the Dubai Financial Services Authority (DFSA). The information in this document is not intended as financial advice
and is only intended for persons with appropriate investment knowledge who meet the regulatory criteria to be classified
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and any other information or opinions subsequently supplied or given to you are strictly confidential and for the sole use
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This document may be made available to you by an affiliated company which is part of the Columbia Threadneedle
Investments group of companies: Columbia Threadneedle Management Limited in the UK; Columbia Threadneedle
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