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Something recessionary this way comes? 
Markets at a glance  

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return 

Index YTD 
return 

US Treasury 10 year 2.82% -10 bps -2.9% -8.3% 

German Bund 10 year 0.98% 3 bps -3.2% -8.1% 

UK Gilt 10 year 1.91% 17 bps -3.3% -10.5% 

Japan 10 year 0.24% -1 bps -0.3% -1.9% 

Global Investment Grade 157 bps 5 bps -4.7% -6.9% 

Euro Investment Grade 165 bps 0 bps -3.5% -8.6% 

US Investment Grade 155 bps 8 bps -5.6% -12.9% 

UK Investment Grade 144 bps 2 bps -3.2% -9.2% 

Asia Investment Grade 228 bps 2 bps -2.2% -7.4% 

Euro High Yield 513 bps 0 bps -4.7% -9.1% 

US High Yield 491 bps 28 bps -6.6% -10.8% 

Asia High Yield 835 bps 22 bps -3.9% -14.3% 

EM Sovereign 420 bps 16 bps -7.3% -15.8% 

EM Local 6.8% -19 bps -6.0% -12.0% 

EM Corporate 375 bps 20 bps -3.6% -12.1% 

Bloomberg Barclays US Munis 3.4% -1 bps -4.2% -10.2% 

Taxable Munis 4.1% -9 bps -6.7% -15.7% 

Bloomberg Barclays US MBS 41 bps 5 bps -2.7% -7.5% 

Bloomberg Commodity Index 280.51 1.8% 5.1% 31.9% 

EUR 1.0670 1.5% -4.5% -7.1% 

JPY 127.41 1.1% -4.8% -10.0% 

GBP 1.2569 1.8% -5.0% -7.8% 

Source: Bloomberg, Merrill Lynch, as at 23 May 2022.  

Chart of the week: US interest expectations – for December 2022 

 
Source: Bloomberg, Columbia Threadneedle Investments, as at 23 May  2022. 
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Macro / government bonds 

At last, the traditional inverse relationship between equity and bond prices is starting to re-establish 
itself. Indeed, in the last couple of weeks bond yields are significantly lower as the equity market 
continues to decline (S&P -19% YTD). All the while, US interest rate expectations have remained 
fairly static all month at around 2.7% for December of this year (see chart of the week). 
 
Thematically, markets continue to focus on the possibility of recession in the coming year. Housing 
data from the US suggests higher interest / mortgage rates are starting to dent confidence in the 
sector. In the UK, consumer confidence plunged to the lowest level since the survey (GfK) began 
in 1974. Turning to Europe, car registrations fell by 21% y/y in April, extending March’s decline. 
 
For the consumer a combination of rising interest rates, food and energy prices are denting demand. 
However, the accumulated savings accrued during Covid suggests panic may be overdone. Labour 
market data from the UK showed yet another decline in the unemployment rate to 3.7% with more 
vacancies than unemployed in the country. On the other side of the coin, inflation data in UK 
shocked in its 9% y/y increase – but this was no worse than expected – with three quarters of the 
increase accounted for by surging gas and electricity prices. 
 
This week brings global PMI data for May and will provide more insight as to whether business 
confidence has also been affected, during a time of supply chain disruption. There are also minutes 
of the US Federal Reserve meeting on Wednesday and PCE inflation data on Friday. 
. 

Investment grade credit  

Investment grade credit markets continue to weaken. Indeed, the global market credit spread 
reached a new ‘wide’ for this year thus far (157bps). ‘Interestingly’ euro markets outperformed for 
the first time in a while as swap spreads stabilised.  
 
The primary / new issue market remains held hostage to sentiment but has been busy in terms of 
volume of late. Though earnings have been good in general and the ability to pass on higher input 
costs to consumers seems evident, there were a few profit warnings last week. These came from, 
for example US giants Walmart and Target and luxury global brand Richemont. 
 
Depending on the time horizon considered, credit spreads are wide of average and becoming more 
attractive and, in our estimation, price in around a one-in- three chance of recession. 
 

High yield credit & leveraged loans 

US high yield bond valuations continued to widen over the week as investors question the ability 
of corporate profits and consumers to withstand high inflation, rates and tighter monetary 
policy.  The ICE BofA US HY CP Constrained Index returned -0.66% and spreads were 28bps 
wider.  According to Lipper, the asset class experienced a $2.6bn outflow for the week, the largest 
in five weeks, leaving YTD outflows at $36bn. The sell-off in leveraged loans moderated week-
over-week with the average price of the J.P. Morgan Leveraged Loan Index $0.32 lower (to $94.73) 
versus a $2.02 decline in the prior week despite the largest weekly retail withdrawals since March 
2020.  Retail loan funds experienced a $1.6bn outflow over the week leaving YTD inflows at $23bn.   
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Market volatility continues for European High Yield (EHY) with another week of poor liquidity and 
subdued issuance. Trading has been challenging with trading costs climbing higher and bids often 
missing from the market pricing.  Though EHY spreads finished unchanged for the week, the asset 
class still returned a negative performance on the back of higher underlying government yields, 
especially in the shorter end of the yield curve. Flows were net negative, but had slowed down 
relative to the previous week, with all outflows coming from managed accounts as ETFs actually 
posted positive inflows, the first time in many weeks. This was even as ETFs were pricing as a 
discount. The primary market remains subdued as again the market only saw one new issue come 
to the market: Elis, a French commercial services company, a €300m deal.  It was well received 
(10x oversubscribed) with the final price coming in from initial price talk. 
   
In credit rating news, Co-op was downgraded to BB- by S&P. It was said to be a result of 
exceptionally high pressure on profitability and cash generation in fiscal year 2021, which is 
expected to continue over the next 12-24 months.  Diebold Nixdorf was also downgraded to Caa2 
(from B2) by Moody’s. This follows the S&P downgrade, earlier in May to CCC+ from B-.  Moody’s 
commented on how Diebold’s operating performance has been impacts by the higher costs due to 
supply chain challenges, which have been exacerbated by geopolitics (China, Ukraine/Russia). 
 
In M&A news, the 888 acquisition of William Hill has obtained shareholder approval and though it 
was originally expected to complete by end of June, it has now been delayed as new audited 
earnings numbers have to be prepared as the old ones expired.  The numbers are needed before 
any debt financing can be launched. In the telecoms sector, KKR announced it is buying Contour 
Global for £1.7bn at a 36% premium ($6.14bn equivalent value). 
 

Structured credit 
It was a good week for the Agency MBS market. A nice rally in rates on the back of higher equity 
volatility allowed fixed income to resume, even for a short period of time, its volatility-buffering 
characteristics. The mortgage sector was up 58bps, on par with the broader high-quality bond 
market. 30-year mortgages outperformed 15s and lower coupons outperformed as the curve bull 
flattened. Refis continue to slow and are forecasted to decrease by roughly 11% on higher rates. 
In Non-Agency RMBS, spreads were mostly wider last week alongside risk assets. The same held 
true for ABS spreads, which also contended with an active new issue market totalling about $10bn 
across diverse sectors which the market had trouble absorbing.   

 
Asian credit 
Bharti reported a strong set of Q4 results (quarter ended March 2022), driven by the increase in 
ARPU (INR178 versus 3Q INR163) and higher mobile subscribers in India. Management does not 
rule out another potential tariff hike in 2022, which can eventually take the ARPU up to INR200. 
With regards to the spectrum auction, Bharti said that the recommended reserve price for the 5G 
frequency continues to be expensive. 
 
The PBOC cut the 5-year LPR (loan prime rate) by 15bps to 4.45%, which marks the second cut 
in 2022 after the 5bps reduction in January, in order to support the demand of housing This is also 
the largest reduction since the LPR was introduced in August 2019.  
 
Chinese regulators were also reported, according to REDD, to support the privately owned 
developers (Country Garden, Longfor Group and Midea Real Estate) to issue onshore bonds with 
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credit default swaps (CDS) and credit risk mitigation warrants (CRMW). These onshore bonds are 
reportedly subscribed by Chinese banks. 
 

Emerging markets 

Weakness in EMD continued, as sovereign and corporates spreads widened further.  However, 
with mid-to-longer maturity US treasury yields lower for the week, the asset class’s negative 
performance was relatively marginal. Weekly outflows remain unchanged, this time at $5.1 bn with 
$1.2bn exiting hard currency and $4.9bn leaving local currency with the majority being China 
focused funds ($2.7bn). 
   
Sri Lanka looks to default on its debt as the government announced it will halt payment on all 
foreign debt until after the government has restructured the debt.  Funds are to be saved for food 
and energy payments.  This was expected as the country made noises in this direction, last month, 
as it entered the 30-day grace period post April’s non-payment. 
 
The US raised the stakes further for a Russian default as Treasury secretary Yellen said that it is 
set to block Russian debt payments to US investors. In India, the government is in talks about 
raising its stake in Russian oil fields (Sakhalin-II and Sakhalin-I projects.) The government also 
unveiled a $26bn fiscal package over the weekend, which will include items such as lower fuel 
taxes, fertilizer subsidies and import duty reduction on raw materials. A strong attempt to fight 
inflation by the Modi government, there is concern as to the level of fiscal slippage it will mean as 
this could push the budget deficit higher (from budgeted 6.4% to 6.8%).  China also reported that 
it was looking to add to its strategic crude oil stockpiles with discounted Russian oil. 
 
In central bank news, Egypt raised its benchmark rate by 200bps, far above the 100bps hike 
expected, taking the rate to 11.25%.  In South Africa, SARB (South African Reserve Bank) raised 
rates by 50bps to 4.75%.   

 
Commodities 
It was another pretty strong week for commodities with the index up 1.7%, bringing YTD 
performance to 32%. Energy led, up 1.5% on the week. Oil remains strong, with WTI up 1.5% 
hitting $113/barrel mid-week, before retreating to $110/barrel by Friday’s close. There are signs 
that the high oil prices are starting to bite as there has been a significant drop in consumption of 
petrol and diesel showing that consumers are starting to adjust their demand given the high prices. 
  
Grains finished mixed last week, at a much smaller change higher than has been seen for a while 
as wheat prices were lower but largely offset by soybean prices, which finished higher. 
 
Base and precious metals were both higher (4.1% and 2.2%, respectively) with 6% rise in prices 
for aluminium, zinc and lead. Gold was up almost 2%, its largest weekly gain since the first week 
of March on the back of a weakening US dollar and the overall weak global equity markets.  
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Summary of fixed income asset allocation views 
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Important information: For use by Professional and/or Qualified Investors only (not to be used with or passed 
on to retail clients). Source for all data and information is Bloomberg as at 23.05.2022, unless otherwise stated.  

This material in this publication is for information only and does not constitute an offer or solicitation of an order 
to buy or sell any securities or other financial instruments to anyone in any jurisdiction in which such offer is not 
authorised, or to provide investment advice or services. Offerings may be made only on the basis of the 
information disclosed in the relevant offering documents and the terms and conditions under the relevant 
application forms. Investment involves risk. You are advised to exercise caution in relation to this material. 
Please refer to the relevant offering documents for details and the risk factors. Past performance is not a guide 
to future performance. The value of investments and any income is not guaranteed and can go down as well 
as up and may be affected by exchange rate fluctuations. This means that an investor may not get back the 
amount invested. The analysis included in this publication has been produced by Columbia Threadneedle 
Investments for its own investment management activities, may have been acted upon prior to publication and 
is made available here incidentally. Any opinions expressed are made as at the date of publication but are 
subject to change without notice and should not be seen as investment advice. Information obtained from 
external sources is believed to be reliable but its accuracy or completeness cannot be guaranteed. The mention 
of any specific shares or bonds should not be taken as a recommendation to deal. This document includes 
forward looking statements, including projections of future economic and financial conditions. None of Columbia 
Threadneedle Investments, its directors, officers or employees make any representation, warranty, guarantee, 
or other assurance that any of these forward looking statements will prove to be accurate. This document may 
not be reproduced in any form or passed on to any third party in whole or in parts without the express written 
permission of Columbia Threadneedle Investments. This document is not investment, legal, tax, or accounting 
advice.  Investors should consult with their own professional advisors for advice on any investment, legal, tax, 
or accounting issues relating an investment with Columbia Threadneedle Investments. This document and its 
contents have not been reviewed by any regulatory authority.  
 
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 and relies on Class 
Order 03/1102 in marketing and providing financial services  to Australian wholesale clients as defined in 
Section 761G of the Corporations Act 2001. TIS is regulated in Singapore (Registration number: 201101559W) 
by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter 289), which differ from 
Australian laws. Issue by Threadneedle Investments Singapore (Pte.) Limited, Winsland House 1, Singapore 
239519, which is regulated in Singapore by the Monetary Authority of Singapore under the Securities and 
Futures Act (Chapter 289). Registration number: 201101559W. This advertisement has not been reviewed by 

the Monetary Authority of Singapore. Issued by Threadneedle Portfolio Services Hong Kong Limited 天利投

資管理香港有限公司. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed 

by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities (CE:AQA779). 
Registered in Hong Kong under the Companies Ordinance (Chapter 622), No. 1173058.  Issued by 
Threadneedle Asset Management Limited (TAML). Registered in England and Wales, Registered No. 573204, 
Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by 
the Financial Conduct Authority. In Japan: Issued by Columbia Threadneedle Investments Japan Co., Ltd. 
Financial Instruments Business Operator, The Director-General of Kanto Local Finance Bureau (FIBO) 
No.3281, and a member of Japan Investment Advisers Association. This document is distributed by Columbia 
Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA). 
For Distributors: This document is intended to provide distributors with information about Group products and 
services and is not for further distribution. For Institutional Clients: The information in this document is not 
intended as financial advice and is only intended for persons with appropriate investment knowledge and who 
meet the regulatory criteria to be classified as a Professional Client or Marketing Counterparties and no other 
Person should act upon it.  

 
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle 
group of companies. columbiathreadneedle.com 


