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A farewell to inflation. 
Markets at a glance 

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return* 

Index YTD 
return 

US Treasury 10 year 4.21% -4 bps -1.1% -1.1% 

German Bund 10 year 2.41% 5 bps -2.3% -2.3% 

UK Gilt 10 year 4.12% 9 bps -3.4% -3.4% 

Japan 10 year 0.72% 0 bps -0.4% -0.4% 

Global Investment Grade 107 bps 5 bps -0.8% -0.8% 

Euro Investment Grade 120 bps 3 bps -0.7% -0.7% 

US Investment Grade 101 bps 6 bps -0.9% -0.9% 

UK Investment Grade 101 bps 2 bps -1.4% -1.4% 

Asia Investment Grade 156 bps 0 bps 0.6% 0.6% 

Euro High Yield 361 bps 4 bps 1.3% 1.3% 

US High Yield 332 bps 9 bps 0.5% 0.5% 

Asia High Yield 702 bps -1 bps 4.9% 4.9% 

EM Sovereign 309 bps -3 bps -0.2% -0.2% 

EM Local 6.2% -3 bps -1.9% -1.9% 

EM Corporate 287 bps 5 bps 1.5% 1.5% 

Bloomberg Barclays US Munis 3.4% -1 bps -0.4% -0.4% 

Taxable Munis 5.0% -10 bps -1.1% -1.1% 

Bloomberg Barclays US MBS 51 bps 1 bps -1.7% -1.7% 

Bloomberg Commodity Index 226.04 2.0% -0.5% -0.5% 

EUR 1.0841 0.1% -1.8% -1.8% 

JPY 150.37 0.3% -6.1% -6.1% 

GBP 1.2668 -0.1% -0.6% -0.6% 

Source: Bloomberg, ICE Indices, as of 1 March 2024. *QTD denotes returns from 31/12/2023.  
 

Chart of the week – Euro and US CPI inflation date – 2019/2024 

 

Source: Bloomberg, Columbia Threadneedle Investments as of 4 March 2024. 
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Macro / government bonds 

The focus last week was on inflation (see Chart of the week). 

European inflation numbers all came in to the downside, with inflation in Spain and Germany 
with a sub 3% ‘handle.’ 

In the US, the PCE Core Deflator – the Fed’s favoured measure of inflation came in at 0.4% 
MoM – higher than the previous month of 0.2%. On a YoY measure inflation declined from 2.9% 
to 2.8%. Atlanta Fed President, Raphael Bostic, reassured that there would be bumps along the 
way but that inflation was still going down. Within the PCE reading, the largest contributions 
were housing, utilities, and finance while the goods component fell. 

The market had been able to construct an estimate of PCE from PPI and CPI data, which 
coalesced around 0.4%. The fact it was not higher led to a feeling of relief amongst traders. 

The 10-year US treasury, which had briefly touched 4.32% (bumping close to the top of its 
recent rise), declined to 4.21% by the end of the week. There was an updraft to bond markets 
from higher than expected jobless claims, as well as a ‘technical’ impulse at work with the 
rebalancing of portfolios from stocks to bonds, as investors took profits after a strong recent run. 

Aside from Bostic, San Fran Fed Mary Daly stated there was no urgent need to act given the 
current strength of the economy. It was the “patience” mantra. 

Investment grade credit 

After the supercharged end to 2023, the first two months of the year have been somewhat 
lacklustre in terms of total returns for investment grade bonds. The Global IG index has 
recorded a 1% or so decline to the end of February (according to data from ICE Indices). This 
has, however, reflected higher government bond yields rather than wider credit spreads that 
have actually tightened in the last two months. 

It has also been a period of high demand for bond funds and a corresponding deluge of new 
issuance, with February being a record month for issuance in the US market according to JP 
Morgan. The demand for IG bond funds seems likely to reflect the high yields on offer. The 
global index, for example, offered a yield of around 5% at the end of last month against a long 
run (since 1996) average of 4% and very different from the 1.4% yield seen at the end of 2020.  

Credit spreads, however, appear rich in our view. Global IG spreads are around 0.7 standard 
deviations rich to a five-year average and 0.5 SDs to the 20-year mean. Geographically, euro 
denominated bonds look better value but even in this market spreads are inside short and 
longer-term averages.  

Looking at industry sectors, healthcare and media have underperformed with spreads modestly 
wider this year while the best performers have been banking, real estate and insurance with 
spreads around 10%+ tighter. Adjusted for risk from a valuation perspective, autos, banks, real 
estate and utilties appear the cheapest industry sectors compared to two decades of data. 
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High yield credit & leveraged loans 

Though European high yield finished the month with a modest reversal in the last week (-14bps 
return, +4bps in spread to 361bps and +7bps in yield to 6.87%), February was still a solid month 
of performance with almost +40bps, bringing the YTD return to 1.3%. Compression remains the 
name of the game given February’s euro CCC spreads contraction (- 96bps) compared to BB’s 
(-36bps). Technicals continued to be supported by flows into the asset class and the light 
primary market. Inflows remained steady last week (+€376m) though focused on managed 
accounts (bringing the YTD to almost €3.3bn).  New issuance picked up modestly with two 
deals (€1.5bn total) but still running lower, YTD, compared to end of February 2023. In sector 
news, insurance and real estate were the big winners in February with both sectors returning 
2%+ compared to the below 1% performance of other sectors (except for technology and 
financials, which had negative returns).  

In IPO news, Douglas announced its IPO plans, targeting end of Q1,2024. Proceeds will be 
used to deleverage, targeting 2.7x net.    

 

Structured credit 

The US Agency MBS sector had a good week last week on the back of a better week for rates. 
The index was up 59bps with 30-year MBS outperforming on the bull flattener. Spreads were 
mostly unchanged but were slightly tighter down the capital stack. Fed Governor Waller’s 
comments regarding balance sheet run-off and his desire to see “the Fed’s agency MBS 
holdings go to zero” had little to no impact on the sector. Prepayment speeds across higher 
coupon mortgages quickened in February despite fewer business days as mortgage rates had a 
bit of a relief rally. New home sales came in +1.5% helped by lower rates in the forth quarter of 
2023. Home prices were also reported up 6.5% YoY. It was an active week in CMBS new 
issuance. All the new deals priced inside guidance. Secondary activity was lighter and spreads 
were relatively stable.  

 

Asian credit 

In China, the National People’s Congress (NPC), China’s  top legislative body, is scheduled to 

start its annual session on 5 March. The Chinese People’s Political Consultative Conference 

(CPPCC) started on 4 March. The two most high-profile political gatherings usually referred to 

as the ‘two sessions’ will last for about a week. Last week, the Politburo meeting was held to 

discuss the draft government report that will be submitted by the State Council at the NPC. 

China will announce its annual growth target and outline its policy priorities and stimulus for a 

recovery amid the slowing economy with deflation, an ongoing property crisis, mounting debt 

burden and foreign capital exodus. Markets expect the 2024 target to be set at around 5%, the 

same as last year but on a much higher comparison base.  

 

The Hong Kong government delivered its annual budget, with a notable move to cancel all 

measures to curb housing demand. The Buyer's Stamp Duty and New Residential Stamp Duty 

have been removed. Locals buying second flats and non-HK PR are only subject to Ad Valorem 

Stamp Duty up to 4.25%, compared to 7.5% and 15% previously. The Special Stamp Duty 

(SSD) has also been cancelled. SSD is imposed to sellers for resell flats with holding period 

less than 24 months. The authority also eased mortgage rules, e.g. suspend stress test for 

residential mortgages, higher LTVs, and allowing lower down payments. The removal of those 

‘spicy measures’ as the locals refer to, will likely to boost the city’s property transaction volume, 

although a more substantial recovery will be a function of lower interest rates.  

 

Baidu released its Q4 results with Gen-AI and foundational models supported revenue growth, 

but higher operating cost resulting in weaker quarter on quarter margins. The growth driver for 

the following quarters will be more monetization of AI in the coming quarters.  
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Emerging markets 

Positive contributions from US rates as well as EM spreads resulted in a positive return of  
+0.74% for EM hard currency sovereigns over the week. Spreads tightened 5bps to 369bps and 
Egypt continued to be a strong performer as the high yield sub-sector outperformed investment 
grade, continuing the high yield / investment grade spread compression theme.   
 
Turkish inflation reached a 15-month high coming in at 67% as core inflation accelerated faster 
than expected. Last month the new central bank governor left interest rates unchanged for the 
first time after eight months of consecutive hikes.  
 
In Pakistan, Shehbaz Sharif was named as Pakistan’s new Prime Minister. The market will now 
watch closely to see how negotiations with IMF go and who he will appoint to his new cabinet.  
 
Moody’s upgraded Ivory Coast to Ba2 and changed its outlook from stable to positive citing 
increased economic resilience. The upgrade reflects this improving credit story where politics is 
stable, commodities exports are diversified, and reserves are increasing.  
 
Costa Rica was also upgraded: Fitch moved the country one notch higher from BB- to BB with 
stable outlook as the government’s commitment to meeting fiscal deficit targets and robust 
economic growth continues.  

 

Responsible investments 

There’s been over $250bn of new labelled bond issuance in the fixed income market so far this 
year, up by 14.5% year on year according to Bloomberg. February wasn’t as fruitful as January, 
albeit there were still plenty of opportunities for investors to fund projects targeting various 
green, social and sustainability projects. As usual, there was plenty of Government and Agency 
issuance in February, totalling $30.5bn, closely followed by industrials and banks ($16bn and 
$13bn respectively).  
 
Among the largest issues last week included UK water companies seeking ring-fenced finance 
to fund repairs and upgrades to existing water networks, a hot topic in the headlines over the 
last few weeks. Anglian Water and Severn Trent were part of that list, both raising labelled 
bonds last week, Anglian with a £375m Green bond and Severn Trent with a €500m 
Sustainability bond. Elsewhere, utility company Engie came to the market with a €1.4bn Green 
bond issue.  
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