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27 bps
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14 bps
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0.14%
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Asia Investment Grade

181 bps

-7 bps

-0.7%
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-12 bps

0.1%
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10 bps

-0.9%
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EM Sovereign
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-1.7%
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Bloomberg Commodity Index
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Macro / government bonds
It has not been a good start to the year. Core government bond yields have risen very rapidly with
the benchmark 10-year US treasury yield increasing by almost 30bps in the space of five trading
sessions (see chart of the week).
Why so? Recent news (both fundamental and on the virus front) suggests ongoing economic
strength/inflationary pressures, which will require a more robust policy shift; while evidence
supports the idea that the omicron variant is not as medically dangerous as its predecessor. In this
light, the US Federal Reserve intimated that not only will rates need to rise, and by more than
thought barely a few weeks ago, but that it is looking at starting to dismantle its swollen balance
sheet in the not-too-distant future. None of this made for happy reading for risk-free assets.
The week also ended on a ‘sour note’ with the US employment report showing that the rate of
unemployment had fallen to below 4% (3.9%), its lowest level since before the pandemic and
effectively at full employment. Also, rather worryingly, wages rose more than expected; all in all
raising the chances of a March rate hike to near certainty.
Dissecting the move higher in yields, it was real yields rather than a further rise in inflation concerns
that pushed prices lower to revisit levels not seen since March of last year. This implies that the
move is more about policy catch-up than further fears of inflation. Yields are now over 1.7% at the
10-year point of the curve. Europe and the UK did not escape the carnage. Bund yields, once well
below 0% yield, are now perilously close to that psychologically significant point while UK gilts
remain on an upward yield trend.
This week’s critical data release will be the US consumer price index barometer of inflation. We
expect to see a moderation of the monthly increase though the headline rate should come in around
7% y/y, which would be the highest rate of inflation since the early 1980s.

Investment grade credit
At least in spread terms, it has been a better start to the year for credit markets than their
government bond cousins. Market spreads are tighter even as equities are lower and US high yield
spreads wider (see below). Perhaps this says something about investor positioning. So, as we
ended the first week, spreads have effectively rebounded and cut the Q4,2021 spread widening in
half with global spreads now back below 100bps.
New issuance has also picked up with this more positive sentiment and the opening of markets
post holiday season. This issuance has been found in all major markets but has been more focused
at this stage on banks than corporates. We expect the heavy supply pipeline to continue this week
and to weigh on markets in the immediate term. Longer term we expect net supply to wane and to
be more benign than last year, which will support the market.
In company specific news, datacentre giant Digital Realty announced the purchase of a majority
stake in one of Africa’s largest centres (Teraco) last week. There was also a rekindling of
speculation of some kind of tie-up between French supermarket chains Auchan and Carrefour.
This week brings the start of US earnings season with major banking groups such as Citigroup,
JPMorgan, and Wells Fargo reporting results.
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High yield credit & leveraged loans
US high yield bond prices reversed a large portion of December’s gains over the past week as
investors absorbed hawkish Fed minutes and a sharp increase in treasury yields to begin 2022.
That said, spreads were only moderately wider and reside a mere 15bps above late December’s
multi-year tight despite the repricing. The ICE BofA US HY CP Constrained Index returned -0.94%
and spreads were 11bps wider. Capital markets slowly reopened over the week with a manageable
$6.0bn of issuance. According to Lipper, the asset class reported a $584m retail fund inflow.
On the other hand, the average price of the J.P. Morgan Leveraged Loan index rose $0.18 over
the week despite the setback for high yield bonds, as the sharp rise in rates boosted the appeal of
floating-rate products. Retail loan funds experienced an $840m inflow.
European high yield had a firm start for 2022 as spreads narrowed and yields fell the first week of
the year. The travel and leisure sectors led the market given the relatively positive Omicron news
that symptoms are generally milder. Flows were positive, both for ETFs and managed accounts
with €364m coming in, almost making up for the net outflows experienced in December. The
primary market was off to a slow start with just one deal (VodafoneZiggo’s €750m senior secured
sustainability-linked bond offering.) This is likely to pick up pace in the coming weeks given the
expected calendar being discussed.
In reviewing 2021, the default picture ended the year with one more default, gaming company,
Loewen Play, in December. This brought the number to six defaulted issuers over €3.5bn, and a
2021 default rate of 0.9%, a historical low. Given the company’s bonds traded at around 90, it was
also another example of the high recovery rate, characteristic of 2020 and 2021. Overall, recoveries
in 2021 averaged 84%, way over the historical 40%. This trend is expected to continue given the
default outlook for 2022 is sub 1%.
Issuance also hit a record level in 2021 as the year closed at €150bn, 45% higher than the record
set in 2020. This was even as Q4 exhibited relatively lower issuance compared to the last quarters
of 2019 and 2020. This year could be lower or not given all the M&A talk. The year has already
started with talk of deals carried over from 2021 (eg, Playtech by Aristocrat, Cambiboc acquisition
of Evergreen Asia, Telecom Italian LBO, Atlantia bid for Yunex).
On the ESG front, the aforementioned VodafoneZiggo new issuance set a new precedence as it
included a feature where the redemption price can step down if the company hits its stability targets.
This feature already exists in the loan market but had yet to appear in the bond market.

Structured credit
The US Agency MBS market posted a 1.13% loss last week as interest rates sold off on the release
of hawkish Fed minutes. Mortgages widened as the market digested reduced demand and the
potential for balance sheet normalisation following the first hike in interest rates. Prepayment
speeds in December came in slower than November and as rates march higher, are expected to
continue to slow, which will aid in the supply/demand equation in 2022.
In Non-agency MBS, gross new issuance in 2021 hit a post GFC high of $198bn. Prime 2.0 led the
way followed by Non-QM and Investor owned. Delinquencies were down substantially in 2021:
Prime 2.0 was down 70% and CRT and Non-QM were down 61% and 60%, respectively.
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Prepayment speeds slowed Prime but picked up in Non-QM and RPL on improved credit availability
and related refi incentive.
Home price appreciation continued its slowing trend off peak levels of 20% y/y in August coming in
at 19% y/y in the most recent print. Demand continues to exert pressure, however, as supply of
existing homes declined 11% y/y.

Asian credit
The distress in the Chinese high yield property sector remains elevated. China Credit Trust said
that an entity related to Shimao Group has defaulted on a CNY792m trust product (unpaid balance
CNY645m). Shanghai Shimao Construction Group (63.9%-owned subsidiary of Shimao Group) is
the guarantor for its 30%-owned entity, Shanghai Qianyi Construction Materials Company, which
defaulted on the trust product. According to China Credit Trust, it had only received CNY147m
($23m) of the CNY792m that was due on 27 December 2021.
Shanghai Shimao Construction stated that the default on the trust product will not trigger other early
bond repayments. In order to enhance its liquidity position, similar to Powerlong Real Estate’s
recent $135m tap on existing notes, CIFI Holdings issued an additional $150m notes, which will be
consolidated with the $350m 4.45% ‘26s notes it issued in May 2021.

Emerging markets
It was a weak start for the year as EMD was weighed down by both US Fed policy tightening
direction and more negative news from the Chinese property slowdown.
Hard currency sovereign and corporate debt experienced negative performance both from spread
widening and rising US treasury yields. EM local bonds also returned negative performance, due
to both US dollar strengthening and rising yields. Still, the asset class experienced inflows of $391m,
the year’s first week, mainly ETF-driven as managed accounts saw very small outflows. This was
specifically the case for hard currencies breaking a seven-week streak of outflows. It was different
for local currency funds as they continued December’s trend of outflows, with only Chinese funds
differing as they are still experiencing inflows.
EM central banks continue the rate hiking trend of 2021, given rising inflation concerns, with Poland
being the first central bank to hike in 2022 as it raised rates 50bps to 2.25%, indicating there is still
room for another hike. The central bank of Peru followed suit, later in the week, as it also raised
rates 50bps to 3.0%, while saying that more increases are likely.
In Russian news: much higher energy prices was the trigger point in Kazakhstan as antigovernment demonstrations took over the country, protesting ostensibly about higher petrol prices
but really due to general dissatisfaction with the state. In response, Putin sent Russian troops to
help Kazakh forces secure the country and restore control. Alongside this action, regarding Ukraine,
Putin has started to amass troops at the Russia-Ukraine borders (north, south, and east) making
demands that NATO pull back from increasing ties with Ukraine and setting off a potential standoff with the West. This is being called the largest military actions in Europe since WWII.
In government support news, Sri Lanka announced a $1.1bn relief package (cash allowance to
public sector, agriculture subsidies, removal of taxes on essential goods and drugs).
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Commodities
A strong start for the year with the index up 2.1%.
This was largely led by energy, especially oil, as crude oil was up around 5% and oil products were
up 6% and higher. OPEC continues to hold the position to not increase production in January. Oil
prices were also supported by news that Chevron had closed some production sites in Kazakhstan
on back of the anti-government unrest. Natural gas, in Europe, rose sharply on lack of Russian
flows as well as due to Russian troops in Kazakhstan and at the Ukrainian borders, and even
dragged up higher US natural gas at one point, last week. Tightness of energy is also a risk on the
upside for most of the base metals due to the need for production.
Base metals were also higher, largely due to aluminium, which was up almost 4%, as copper and
nickel performed negatively for the first week of 2022. Precious metals were down for the week, on
the back of the Fed’s hawkish indications, led by silver that fell 4% while gold was down almost 2%.
Agriculture was also stronger on the back of weather concerns in South America, especially Brazil
and Argentina, mainly effecting soyabeans as wheat posted a negative return for the week.
Expectations for 2022 are strong, even after the 27% return for 2021.

Responsible investments
The European Central Bank is front and centre this week for the responsible investments view on
the credit market. Executive Board member Isabel Schnabel made a speech over the weekend
making it clear that inflation forecasts may need to remain higher for longer as the EU attempts to
be the world’s first carbon-neutral region by 2050. She remarked that: “In an environment of large
excess savings and protracted supply disruptions, the energy transition may lead to inflation
remaining higher for longer, thereby potentially raising the risks of inflation expectations
destabilising.” Inflation for December surprised the market on Friday at 5%, but the latest forecasts
show inflation reaching 3.2% this year and then slowing to 1.8% for 2023 and 2024. Schnabel noted
in her speech that these forecasts included technical assumptions on energy components that were
“surrounded by significant uncertainty”.
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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 10.01.2022, 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 research 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.
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
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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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