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Goodbye recession, hello summer 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return* 

Index YTD 
return 

US Treasury 10 year 4.48% -2 bps -1.2% -2.2% 

German Bund 10 year 2.51% 1 bps -1.3% -2.7% 

UK Gilt 10 year 4.15% -7 bps -1.6% -3.4% 

Japan 10 year 0.94% 4 bps -1.5% -2.1% 

Global Investment Grade 96 bps -1 bps -0.8% -0.7% 

Euro Investment Grade 109 bps -2 bps -0.3% 0.1% 

US Investment Grade 89 bps 0 bps -1.0% -1.1% 

UK Investment Grade 95 bps -2 bps -0.5% -0.4% 

Asia Investment Grade 143 bps -15 bps 0.1% 1.3% 

Euro High Yield 358 bps -13 bps 0.5% 2.2% 

US High Yield 312 bps 4 bps -0.1% 1.5% 

Asia High Yield 666 bps -10 bps 0.7% 6.5% 

EM Sovereign 296 bps -7 bps -0.4% 1.0% 

EM Local 6.5% 0 bps -0.4% -2.5% 

EM Corporate 268 bps -5 bps 0.0% 2.3% 

Bloomberg Barclays US Munis 3.6% -7 bps -0.2% -0.6% 

Taxable Munis 5.3% 0 bps -2.0% -2.4% 

Bloomberg Barclays US MBS 47 bps -1 bps -1.2% -2.3% 

Bloomberg Commodity Index 240.82 1.5% 4.0% 6.2% 

EUR 1.0784 0.1% -0.2% -2.4% 

JPY 155.87 -1.8% -2.8% -9.5% 

GBP 1.2529 -0.2% -0.8% -1.6% 

Source: Bloomberg, ICE Indices, as of 10 May 2024. *QTD denotes returns from 31 March 2024.  
 

Chart of the week – UK GDP growth, 2021-2024 

 

Source: Bloomberg, Columbia Threadneedle Investments as of 13 May 2024. 
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Macro / government bonds 
There was a flattening trend in fixed income markets last week as central bankers continued to 
call for patience around further information on disinflation. 

The Bank of England (BoE) left interest rates on hold at 5.25% at its May meeting. Governor 
Andrew Bailey sent a gentler message to markets, reaffirming that the Bank would need more 
data before it could begin the process of withdrawing restrictive monetary policy. He also 
contended that a change in rates in June could neither be ruled out nor made a fait accompli. 
This makes the June meeting a live date, whereas previously the market had coalesced around 
August as the most likely starting point for a rate cut. Bailey told markets the Bank had made 
two important adjustments to its thinking on monetary policy, which enhanced his more 
constructive message on markets. First, it felt a much greater proportion of the impact of past 
cumulative monetary tightening had already passed through to the consumer. Second, the Bank 
now thought the second round effects of higher prices would fade faster than initially assumed. 
Bailey reminded his audience that the BoE would need to make monetary policy less restrictive 
over coming quarters, possibly more so than is currently priced into markets. The market had 
already been positioning for more dovish messaging, with gilt valuations firming in the lead up to 
the policy decision. Gilt yields fell across the curve, while pricing in the swaps market indicated 
a greater probability of more than two quarter point rate cuts by year-end. 

In terms of data, we also had the BoE’s Decision Maker Panel and annualised GDP for the first 
quarter. The DMP report showed that output price growth remained elevated, but that there had 
been a moderation in wage growth and employment expectations. UK GDP came in a little 
stronger than expected at 0.6% as the country exited a shallow recession. The structure of 
activity in the UK economy largely mirrored that of the global economy, with growth in the 
services sector outpacing that in the manufacturing sector. 

The Reserve Bank of Australia similarly left its cash target on hold at 4.35%. Although inflation 
in Australia continues to moderate, it has declined more slowly than anticipated. This is due in 
part to continuing excess demand and elevated wage growth. The RBA called for patience. 
Unlike the BoE there was less guidance on when a cut might occur. This was reflected in the 
swaps market where there is still no consensus on the direction of Australian rates in 2024. 

Diverging from the “patience” messaging, the Swedish Central Bank, the Riksbank, cut interest 
rates by 0.25% to 3.75%. It argued that inflation is approaching target, while economic activity 
has continued to weaken. If the outlook for Swedish inflation holds, there could be two further 
quarter point cuts in 2024. While the Riksbank is a less systematically important bank for the 
global economy, it plays an important role in terms of signalling. It will not want to move too far 
from the European Central Bank in terms of monetary policy to avoid unnecessarily weakening 
the Swedish currency, which would increase the risk of importing inflation. 

Although the ECB was relatively quiet during the week, it did publish the minutes of its last 
interest rate meeting. It repeated the call for patience in awaiting further information on 
disinflation, with June a plausible start date for monetary easing. While there is widespread 
consensus in the market for this, there is less consensus on what will follow, especially as the 
US Federal Reserve seems further apart from the ECB on monetary easing. 

Meanwhile, the PMI Composite report for the eurozone pointed to a services-driven expansion, 
with growth in Spain continuing to outpace that of Germany, France and Italy. Greater upward 
pressure on eurozone short-dated yields during the week reflected the gravitational pull of the 
US Treasury market. The US economy remains resilient, despite some signs of loosening in the 
labour market. Last week we saw a broad swathe of US policy makers deliver the same 
message that it was too early to think about cutting rates given disappointing inflation data. 
Market participants continued to push back their expectations of when US interest rate cuts 
would begin. Although pricing in the swaps market pointed to one and a half rate cuts by year 
end, the probability of a “no rates cut” scenario for 2024 has increased. 
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In terms of positioning on the Global Rates desk, we retain an overweight in the UK and the 
Eurozone, a relatively neutral position in the US, and a strategic short position in Japan. 

 

Investment Grade credit 
Global Investment Grade spreads ended the week at 96bps over government bond yields, the 
tightest spreads this year thus far. In spite of volatility in government bond markets, spread 
markets have been notably calm with little movement in the past few weeks. Indeed, the range 
of spreads this quarter has been only five basis points from tightest to widest. 

Recent economic data from the euro area and UK has been better than feared. This is 
supportive for the market as it has prompted an upgrade to consensus expecations for growth in 
2024. Meanwhile, the likelihood of imminent interest rate cuts in both these areas seems to 

have risen – again supportive for markets and underlined in central bank rhetoric. Although 

spreads are tight, when compared to shorter- and longer-term averages yields are high and this 
seems to be attracting demand from investors.  

There was little specific credit news last week as we reach the tail end of earnings season. 
Corporate and Banking results have been fine/ahead of expectations in both the US and 
Europe.  

 
High yield credit & leveraged loans 
US high yield bond valuations were stable over the week amid large inflows, supportive 
earnings and an active primary market.   

The ICE BofA HY CP Constrained Index returned 0.02% and spreads were 5bps wider. The 
yield-to-worst of the index increased 6bps to 7.91%. According to Lipper, retail high funds 
reported a $2.4 billion inflow, largely driven by ETFs. This was the largest weekly inflow since 
November, helping to balance the largest week of new issuance in more than two years. 
Meanwhile, the average price of the Credit Suisse Leveraged Loan Index increased $0.15 to 
$96.2, a two-year high. Retail loan funds saw their 20th consecutive inflow, and largest in more 
than two years, with $2 billion contributed.   

European HY returned a solid performance (+0.38%) inspite of the shortened week due to 
holidays. This was even as decompression continued with CCCs still sharply underperforming 
higher rated credits. Spreads tightened (-13bps to 358bps) while yield fell (-11bps to 6.96%). 
Flows were positive, and largely into managed accounts, although a small amount was seen in 
ETFs. The primary market marginally slowed down, despite the shorter working week, with €1.5 
billion equivalent via three new deals.   

In ratings, there was negative news in real estate as S&P cut German real estate developer 
Adler to CCC-. The firm signed a non-binding agreement with bond holders for restructuring.  It 
appears the developer is having trouble selling assets at the expected levels. Peach Property is 
also not faring well as Moody’s cut its rating to Caa2 on the expectation that Peach will likely 
have to restructure. There was bad news in the construction materials sector as Consolis was 
downgraded to C by Moody’s after it announced a balance sheet restructuring transaction 
including a debt-for-equity swap of its €300 million, 5.75% 2026 bonds. In telecom news, Altice 
International was downgraded on the back of fundamentals from B to B-.  

Q1 earnings reports are coming through. The chemical sector appears to be in line with 
expectations with more evidence of destocking and with H2 improvement expected. Leisure is 
also looking positive as International Consolidated Airlines Group (British Airways) reported a 
small beat in expectations with bookings going strong. BA has increased the numbers of flights 
in preparation for a good summer on the expectation of strong capacity demand.   
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Asian Credit 
The Biden administration will reportedly quadruple tariffs on Chinese electric vehicles (EVs) and 
sharply raise tariffs for other sectors this week. The total tariff on Chinese EVs will increase to 
102.5% from 27.5%. The timing of further tariff announcements is not a surprise because the 
US Trade Representative is concluding its statutory four-year review to determine whether the 
tariffs on Chinese products, under Section 301, will be extended beyond the four-year period 
(2018-2022). The conclusion will pave the way for the Biden administration to adjust existing 
tariffs or impose new levies. 

At the macro front, China will start selling the first batch of its CNY1 trillion ($138 billion) of ultra-
long special sovereign bonds, starting with the 30-year tranche this Friday. Over the coming 
weeks it will also sell the 20-year and 50-year tranches too. China is stepping up its fiscal 
spending to support growth. The issuance of these bonds is quite rare. This is only the fourth 

time China has sold them – the last time it did so was a CNY1 trillion issue in 2020. 

 
Structured Credit 
Calmer financial markets led to a bit of a rally in Agency Mortgage Backed Securities (MBS), 
which closed the week up 20bps.  

With supply and prepays still muted, lower volatility and historically wide spreads were 
beneficial to the sector. Spreads have moved modestly tighter and tend to trade long into rallies. 
Banks and overseas buyers are also improving the demand picture. On the week, 30-year 
bonds outperformed 15-year, and lower coupons also outperformed.  

Weekly mortgage applications came in up 2.5%. This week we will get more news on the 
housing market such as new home sales, which are expected to be higher. Broadly speaking, 
the fundamentals remain strong for both agency and non-agency Residential MBS. On the 
Commercial MBS side it was a relatively active week in private labels. There ae 15-30 new 
issue SASB deals in the near-term pipeline and spreads have tightened. The downgrades 
continue on a 7:1 scale versus upgrades, while the Senior Loan Officer Survey reported 
continued tightening in lending standards. 

 
Emerging markets 

Emerging market hard currency sovereigns posted positive returns last week, predominately 
driven by tighter spreads. The index return was 0.55% and all regions posted positive numbers.  
 
The Peruvian central bank cut rates 25bps to 5.75% and has cut 200bps in total since it 
commenced its easing cycle. April’s inflation figure printed at 2.4%, falling from 3.05% the prior 
month and supporting the central bank’s case for rate cuts. In Mexico, policy makers held rates 
at 11% having made the first cut in its cycle last month. Colombia’s easing cycle is well 
underway, but policy makers opted to keep rates at 11.75%. Poland held again at 5.75% having 
already delivered 100bps of cuts last year. 
 
Ratings news has been positive for emerging markets over the past couple of weeks. Turkey 
was upgraded to B+ by S&P following a return to orthodox monetary policy. In Africa, the 
outlooks for Egypt and Nigeria were lifted to positive by Fitch; Egypt’s change was aided by the 
recently confirmed $8 billion IMF support package, and in Nigeria reform progress continues 
following the President’s Tinubu’s appointment last year.  
 

Commodities 

The commodity index delivered returns of 1.5% on the week with outsized gains in precious 
metals (3.8%) and grains (2.4%) driving the rally.  
 
Gold rallied by 2.9% and is once again close to all-time highs. It has been supported by 
expectations of base rate cuts alongside geopolitical tensions and continued momentum in 
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central bank buying, with the likes of Turkey, China and India doing the heavy buying in Q1. 
Despite this, gold ETF’s have seen consistent outflows following strong demand during the 
pandemic.  
 
Silver prices also had a strong week, rallying 6.8% to three-week highs. Prices have been 
supported by easing US Treasury yields and stronger import and export data from China.  
 
In grains, corn (+2.1%) and wheat (+6.6% for Chicago contracts) had a strong week following 
the US WASDE report, from which both corn and wheat-ending stocks are expected to be 
lower.  
 

Responsible Investments 

As an issuer, the downside to raising debt via a sustainability-linked bond is the risk of missing a 
KPI and having to provide a coupon step-up to investors. Last week saw Italian utility company 
Enel issue a statement explaining that it would have to do exactly that after missing a 
greenhouse gas emissions target. The energy crisis has meant emissions are not on the 
desired downward trajectory across the sector, meaning we could see more coupon step-ups as 
a result of failed targets. Enel will increase coupons on five of its bonds by 25bps, which means 
a coupon step-up on €5.75 billion of debt, according to Bloomberg.  

Issuance for labelled bonds has been steady and consistent since the beginning of the year, 
with around $3.5-$4.5 billion issued each month. 
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