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Price / Yield
/ Spread

Change
1 week

Index MTD
return

Index YTD
return

US Treasury 10 year

1.57%

7 bps

-0.3%

2.3%

German Bund 10 year

-0.40%

4 bps

-0.5%

1.5%

UK Gilt 10 year

0.57%

5 bps

-0.6%

3.1%

Japan 10 year

-0.06%

1 bps

-0.2%

0.2%

Global Investment Grade

103 bps

-4 bps

0.1%

2.0%

Euro Investment Grade

92 bps

-3 bps

-0.1%

1.0%

US Investment Grade

104 bps

-5 bps

0.1%

2.5%

UK Investment Grade

107 bps

-1 bps

-0.2%

2.5%

Asia Investment Grade

198 bps

-3 bps

0.0%

1.5%

Euro High Yield

338 bps

-18 bps

0.4%

0.6%

US High Yield

375 bps

-28 bps

0.6%

0.6%

Asia High Yield

555 bps

-13 bps

0.6%

1.3%

EM Sovereign

292 bps

-8 bps

0.2%

1.9%

5.0%

-3 bps

-0.1%

-1.3%

EM Local

312 bps

-10 bps

0.3%

1.9%

Bloomberg Barclays US Munis

1.5%

4 bps

-0.1%

1.7%

Taxable Munis

2.7%

6 bps

-0.3%

5.1%

Bloomberg Barclays US MBS

41 bps

-7 bps

0.1%

0.8%

Angelina Chueh

Bloomberg Commodity Index

158.74

-0.1%

-0.1%

-7.4%

Euro High Yield credit,
Emerging Markets,
Commodities

EUR

1.0951

-1.3%

-1.3%

-2.4%

JPY

109.77

-1.3%

-1.3%

-1.0%

GBP

1.2905

-2.4%

-2.4%

-2.8%
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Source: Bloomberg, Merrill Lynch, as at 10 February 2020.

US High Yield credit

Chart of the week: Tesla & Ford - Share prices 2015-2020
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Macro / government bonds
As optimism that the coronavirus is being contained grew, the ‘risk premium’ contained in core government
bond markets was unwound and yields headed a little higher. However, uncertainty about the economic
effects of the virus remain heightened, taking yields down from the high level of the week.
The monthly US employment report showed that 225,000 jobs had been created. This was more than
expected (165k). Meanwhile, wages rose by 3.1% over the last year. A key feature in many developed
nations has been the failure for these tight labour market conditions to transform into a large rise in wage
inflation. This has been variously ‘blamed’ on ageing populations (and a rising propensity to save), the
effects of technology (e.g. Amazonification) and globalisation and the de-unionisation of the work force and
the effect this has on collective bargaining.
In the UK, the service sector ISM (a measure of business confidence) rose to 53.9 suggesting that postelection businesses feel more certain. This is another in a series of so-called ‘soft’ measures that are
displaying a bounce in sentiment.
There was no such optimism in Europe, which saw another tranche of horribly weak industrial production
figures (France -2.8% m/m, -3.0% y/y) and factory goods data (Germany -8.7% y/y).

Investment grade credit
Confidence also returned to credit markets last week. Investment grade spreads were tighter as the market
retraced over half of its recent widening. Demand for investment grade credit remains very high indeed after
another record week of market inflows.
Luxury goods company LVMH was among a series of issuers that used these more supportive market
conditions and buoyant demand to raise debt. In its case, this was to fund the purchase of jeweller Tiffany
& Co. The deal came in seven tranches in euros and sterling and is the largest (€9 billion+) since brewer
AB InBev came to market in the Spring of 2016. In other news, the earnings season seems to be progressing
well; an exception might be US auto major Ford who reported poor results and guidance as it faces major
secular pressures in the auto industry. The company’s US dollar 10-year bonds have widened from under
280bps to over 300bps this year.
Responding to concerns of the coronavirus outbreak effect on the HK region, HSBC announced $4 billion
equivalent relief to wholesale customers via forebearance, easing borrowing terms.

High yield credit
High yield spreads also tightened in the last five days led by lower rated credits.
US high yield bond prices rebounded over the past week as investors seem to be expecting minimal lasting
impact on the global economic backdrop from the coronavirus. Primary markets continue to churn out a
record amount of refinancing volume. High yield issuance volume totalled $13.7 billion over the past week,
albeit only $4.6 billion net of refinancing. The asset class reported outflows totalling -$784 million over the
week, according to Lipper.
In Europe, supply remains strong with €2.6 billion new supply out of last week’s €3.8 billion gross issuance.
New deals continue to be well absorbed by the market.
The effects of the coronavirus came into sharp focus with technology company Nokia noting supply chain
issues and Burberry withdrawing earnings guidance.
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In contrast to the fortunes of Ford described earlier, CCC rated Electric Car company Tesla has seen its
share (see chart of the week) and bond prices rally strongly. The company’s five-year credit default swap
spread has tightened from over 700bps in June of last year to less than 180bps at the end of last week.

Leveraged loans
US leveraged loans lagged the global risk-on rally last week with prices declining slightly. The average price
for the Credit Suisse Leveraged Loan index now stands at $96.64, which is $0.42 below January’s high
amid heavy re-pricing activity and above average volatility related to coronavirus. Compared to its high yield
bond counterparts, which are up 65 bps, leveraged loans have produced -6bps of total return month-to-date.
The lowest quality rung within the sector leads with roughly double the return.
The story continues to be record levels of loan issuance with weak appetite by retail investors. Following
$123 billion of loan issuance priced in January, leveraged loan volume in February totals $18.4 billion monthto-date. Meanwhile, retail investors withdrew $150 million from mutual funds and $110 million from ETFs.
While still in net outflows, the volume of redemptions has declined considerably from a year ago.
Defaults remained low in January following a light December. Two defaults in January impacting $1.6 billion
of bonds and loans compares to an average of $4.3 billion defaults/distressed exchanges per month in 2019.
The par-weighted loan default rates ex-commodities has fallen to 1.46% on a trailing 12-month basis.

Emerging markets
Emerging market spreads were also stronger last week even though it was flat week for market flows. Local
currency underperformed hard currency, largely driven by FX movements.
In another sign of the renewed global market confidence, B rated issuer Ghana brought a three-tranche
deal, which was heavily oversubscribed. The longest dated (40-year) bond came with an ‘unfashionably’
high coupon rate of 8.75%. Indian Rail also came to market; the investment grade rated quasi sovereign
issued 10-year debt at a more ‘fashionably’ tight spread of 160bps. This deal also attracted considerable
interest. (7 times oversubscribed).
In central bank action, more rate cuts were the theme. The Thai central bank reduced rates to a record low
of 1% (there are fears that the coronavirus will negatively affect tourism in the country). Brazil was also
recipient of a reduction in rates, this time by 25bps to 4.25%. The move was widely expected. Russia
followed suit with a cut of 25bps to 6% in the face of low inflation. Philippines’ Monetary Authority reduced
its key interest rate by 25bps to 3.75% on growth concerns with the Governor citing that a further rate cut
could be possible by mid-year.

Asian fixed income
The spotlight in the Asian credit market was firmly on the impact of the coronavirus outbreak.
The Macau government imposed a 15-day suspension of the casino operations from 5 February. Wynn
Resorts stated that it will lose around $2.5 million a day in Macau from the ongoing suspension. Melco
Resorts also dropped its plan to buy a second- tranche stake (9.99%) in Crown Resorts, highlighting the
impact of the coronavirus and the temporary suspension of operations in Macau. S&P has put Melco Resorts’
BB ratings and Studio City Ratings on Watch Negative to reflect the downside risk on financial metrics if the
coronavirus outbreak lasts into 2Q, 2020 and 3Q, 2020.
Moody’s downgraded SK Innovation and SK Global Chemical from Baa1 to Baa2 as the agency does not
expect the companies’ financial profiles to improve over the next 12-18 months due to the weakness in the
core refining and petrochemical businesses. Hon Hai has cut its 2020 revenue growth to 1% to 3% (previous
growth projection: +3% to 5%), due to the disruption of the coronavirus epidemic on its operations.
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Commodities
The asset class was down slightly on the week, bringing year-to-date returns down -7.4%.
Crude oil prices fell with WTI lower by -2.5% and Brent down by -4.0% while oil products (gasoline, and
heating oil) were up for the week due to inventory issues. Precious metal remained stable while base metals
were lower. Grain prices were mixed due to expected delayed buying by China.
OPEC announced last week that it will cut production by 600,000 barrels/day, but Russia remains reluctant
to follow suit. Worryingly, on the back of the coronavirus outbreak effect, Chinese companies are beginning
to claim “Force Majeur” on their inability to take delivery of supplies due to constraints, including port closures.
China National Offshore Oil Corp, China’s largest liquified natural gas buyer, informed suppliers it would not
take delivery while Guanxi Nanguo, a Chinese copper smelter, also refused delivery of supplies.
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Summary of fixed income asset allocation views
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Important information: For investment professionals only, not to be relied upon by private investors.
Source for all data and information is Bloomberg, unless otherwise stated. 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. This material 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, or to provide investment advice or services.
The mention of any specific shares or bonds should not be taken as a recommendation to deal. The analysis
included in this document 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. This material 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.
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. TAML has a cross-border licence from the Korean
Financial Services Commission for Discretionary Investment Management Business. 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 to conduct Type
1 regulated activities (CE:AQA779). Registered in Hong Kong under the Companies Ordinance (Chapter
622), No. 1173058. Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07,
Winsland House 1, Singapore 239519, regulated in Singapore by the Monetary Authority of Singapore under
the Securities and Futures Act (Chapter 289). Registration number: 201101559W. 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. This document should only be
distributed in Australia to “wholesale clients” as defined in Section 761G of the Corporations Act. TIS is
regulated in Singapore by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter
289), Registration number: 201101559W which differ from Australian laws. Issued by Threadneedle Asset
Management Malaysia Sdn Bhd, Unit 14-1 Level 14, Wisma UOA Damansara II, No 6 Changkat Semantan,
Damansara Heights 50490 Kuala Lumpur, Malaysia regulated in Malaysia by Securities Commission
Malaysia. Registration number: 1041082-W. 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
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