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(Un)broken China. 
Markets at a glance  

 
Price / Yield 

/ Spread 
Change  
1 week 

Index MTD 
return 

Index YTD 
return 

US Treasury 10 year 0.77% 0 bps -0.4% 8.8% 

German Bund 10 year -0.61% -9 bps 0.9% 3.5% 

UK Gilt 10 year 0.20% -8 bps 0.6% 8.8% 

Japan 10 year 0.03% -1 bps 0.0% -0.8% 

Global Investment Grade 129 bps -1 bps 0.6% 5.6% 

Euro Investment Grade 112 bps 1 bps 0.9% 1.6% 

US Investment Grade 133 bps -2 bps 0.5% 7.2% 

UK Investment Grade 124 bps 0 bps 0.7% 5.3% 

Asia Investment Grade 252 bps 0 bps 0.2% 5.3% 

Euro High Yield 475 bps 9 bps 1.0% -1.6% 

US High Yield 494 bps 2 bps 1.4% 1.1% 

Asia High Yield 695 bps 23 bps -0.1% 2.1% 

EM Sovereign 377 bps 3 bps 1.5% 1.9% 

EM Local 4.5% -1 bps 1.0% -5.4% 

EM Corporate 390 bps 2 bps 0.8% 3.4% 

Bloomberg Barclays US Munis 1.4% -2 bps -0.3% 3.0% 

Taxable Munis 2.3% -4 bps -0.8% 9.2% 

Bloomberg Barclays US MBS 58 bps 2 bps 0.0% 3.6% 

Bloomberg Commodity Index 157.61 0.2% 3.6% -8.9% 

EUR 1.1785 -0.9% 0.0% 4.5% 

JPY 105.32 0.2% 0.1% 3.1% 

GBP 1.3005 -0.9% 0.0% -2.6% 

Source: Bloomberg, Merrill Lynch, as at 17 October 2020. 

Chart of the week: China GDP growth (y/y%) 1992-2020 

 
Source: Bloomberg and Columbia Threadneedle Investments, as at 19 October 2020. 
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Macro / government bonds 

Core government bond yields were little changed last week. As we keep writing, the benchmark 
10- year US treasury note has spent most of the last six months in a very tight range (0.6-0.8%). 

Supporting bond prices is the increasingly alarming spread of Covid-19 in Europe and the US and 
the expected effect this will have on economic activity. There was also a weak US jobs report that 
suggested the improvement in the labour market has drawn to a halt. US retail sales, however, 
were stronger at +5.4% yoy. Meanwhile, the increasing likelihood that Joe Biden wins the US 

election on 3 November and that the Democratic party takes the US senate exerts an equal and 
opposite effect on the market. It is presumed that this outcome would lead to higher spending and 
fiscal support for the US economy. 

In other news, ratings agency Moody’s reduced the UK’s credit rating by one notch to Aa3, citing 
weakening growth and a deteriorating fiscal position as reasons for the move. There appears little 
progress between the UK and Europe with regard to a Brexit agreement although talks remain 
ongoing with a mid-November deadline for reaching an agreement. 

Europe announced further lockdown measures (eg, Italy, France and Ireland). It appears there will 
be further easing measures coming from the ECB given reduced inflation expectations. 

 
Investment grade credit  
Investment grade spreads have gently tightened since the end of September. The Global index is 
now around 7% tighter since the end of the quarter though over 35% wider for the year-t- date. The 
US market has outperformed marginally so far in October. 

US banks reported Q3 results, which suggested businesses continue to do well, that margins are 
under pressure and the consumer sector remains in a relatively healthy state.  

New issuance remains light given we are in reporting season. 

 
High yield credit 
US high yield bond prices were effectively unchanged over the week despite the lack of stimulus 
bill progress, weak labour market data and increased attention on rising Covid-19 rates. The ICE 

BofA US HY CP Constrained index returned 0.06% and spreads were 2bps wider.  Primary market 
activity has slowed following back-to-back $50 billion+ volume months in August and September. 
High-yield issuance totalled $5.5 billion over the week; thus, October’s new issue volume totals 
$16.5 billion, down from September’s pace which produced $50.9 billion of new issuance.  Inflow 
momentum also continued following the sharp outflows in late September. The asset class 

experienced a $2.2 billion inflow, leaving the two-week total at $6.2 billion.   

European high yield gave back last week as spreads widened 9bps even as flows continued into 

the asset class with €212 million into both ETFs and managed funds.  Though selling was due to 
some increase in risk aversion on the back of the upcoming US elections, progress on Brexit and 
the rise of the second Covid-19 wave, it was also driven by investors making room for new issues 
as there remains strong interest in higher quality risk.  BBs outperformed Bs and CCCs last week. 
Primary market was busy with €7 billion of debt issued, the largest amount in the last five weeks.  

Issuer names included INWIT (Italian telecom); Rolls Royce ($2 billion bond offering, €, £, and $); 
TEREOS (French sugar producer); Cellnex (Spanish telecoms); CMA (shipping containers); 
CANPACK (packaging); Veolia hybrids; and Peach Property (German real estate group).  
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In issuer specific news, Bertelsmann, the German media company was downgraded by S&P, 
bringing the firm’s hybrids into the high yield space. Ford announced it will have to recall its hybrid 

car in Europe due to the risk of the charging unit catching alight.  That means Ford will not meet 
the requirements for emissions standards in 2020.  Continuing in the auto sector, European car 
sales were up 1.1% with Italy and Germany outperforming, while French car sales weakened given 
the expiration of the government incentives.  On the other side of the globe, car sales in China and 

US are showing more resilience. There is concern, however, that US sales may falter depending 
on the results of the US presidential election and whether the latest stimulus package materialises. 
 

US leveraged loans 

Leveraged loan prices were also largely unchanged over the past week alongside mixed price 
action across broader markets with prices recovering a net +$0.39 since 9/25 after falling -$0.79 

between 16-25 September. Meanwhile, loan yields and spreads (3-year) increased 2bps apiece 
over the past week to 5.88% and 562bps, which compare to as low as 5.69% and 545bps on 9 
September. The leveraged Loan index is providing a +0.51% gain in October following its +0.63% 
gain in September with B loans (+0.60%) outperforming Split B/CCC loans (+0.33%) and BB loans 

(+0.23%).  The asset class experienced a rare inflow, largely ETF driven, with $181 million entering 
the asset class over the week.  This was only the seventh inflow for leveraged loans over the last 
98 weeks and the largest since January 2020.     

 
Structured credit 
US Agency RMBS was flat on the week as rates bear flattened on rising Covid-related lockdowns 

and vaccine-related disappointments. Originations were heavy and demand a bit light. Spreads 
were marginally wider for all but the lowest coupon mortgages. Forebearance news continued to 
lean positive. In GNMAs, roughly half of the mortgage universe in forebearance expired in 
September. Of those borrowers, 25% of borrowers who were current on their mortgage and 22% 
of technically delinquent borrowers exited and did not seek extensions. Of those that did extend, 

the majority favoured a 3-month versus a 6-month extension. In CMBS, spreads grinded tighter 
over the week on favourable customer demand.  
 

Emerging markets 
Emerging markets gave back last week as spreads widened, albeit marginally, for both hard 

currency sovereign and corporate bonds as higher beta names came under pressure.  Local debt 
also was down, due to FX movements. Still the asset class experienced large inflows of $1.9 
billion into both hard and local currency funds.  That’s now 14 weeks of straight inflows. 
 
There were more downgrades as S&P became the first rating agency to lower Oman’s rating 

from BB- to B+.  This is a by-product of oil prices and the country’s rising debt to GDP.  Chile saw 
its Fitch rating moved from A to A- but with the outlook moved to stable.  Fitch said the change 
was due to deteriorating public finances from increased social spending, post the protests in late 
2019, which had been compounded by the pandemic effects. Another country default in the wings 
is Zambia, which has missed a coupon payment.  The government is trying to get major 

bondholders to accept a debt restructuring but one large investor is refusing to consider this.  
 
 
 



 IN CREDIT  19 OCTOBER 2020 

 

 

3289550 Issued October 2020 | Valid to end December 2020   
 
 

In country specific news, more hard news from Argentina as international reserves were seen to 
fall by more than $250 million last week.  In Thailand, political tensions are rising and rising fast; a  

state of emergency has been declared and protest leaders arrested. Still, there was good news 
from China as retail sales and industrial production continue to rebound.  China’s Q3 GDP came 
in at 4.9% (see chart of the week). 
 

In other news, G20 debt relief has been extended to mid-2021.  This further extends the debt 
relief waiver for the world’s poorest 77 countries that was made earlier in April due to Covid19.  At 
the same time, there is now talk of sovereigns may start to seek private credit relief.   
 

Asian fixed income 
AAC Optics, a subsidiary of AAC Technologies, has received additional investments of CNY1.66  
billion from 18 new investors. In July 2020, the subsidiary had received CNY1.15 billion of 
investments from four investors (Xiaomi Corp, Oppo, Shenzhen Huiyou and Nanjing Huarui). With 

this latest transaction, AAC Technologies will hold an 82% stake in AAC Optics. 
 
Lenovo Group has received the first-time Baa3 and BBB- ratings from all three rating agencies. 
Both Moody’s and S&P rate Lenovo with a stable outlook while Fitch assigns a positive outlook. 
According to Moody’s, Lenovo’s Baa3 rating is driven by the company’s position as the leading 

personal computer provider with strong brand recognition and geographical diversity.  
 
S&P cut PT Modernland Realty Tbk (Indonesia property developer) to “D” because the company is 
unlikely to cure the coupon payment default on its $240 million MDLNIJ ‘24s within the 30-day 

grace period. S&P expects the company to initiate a debt restructuring for its two-tranche senior 
unsecured notes – MDLNIJ ‘21s ($150 million) and MDLNIJ ‘24s ($240 million). Alam Sutera Realty 
has obtained 74.4% consent on the exchange offer for its $115 million bond, due 2021 and it also 
secured 86.4% consent on the exchange offer for its $370 million bond, due 2022. The rating 
agencies view the transactions as distressed exchanges due to the significant economic loss for 

bondholders. 
 

Commodities 
Crude fell by 1.0% over the week. Natural gas rallied by 2.3% . The IEA’s new baseline scenario 
for energy consumption assumes a return to pre-crisis demand levels in early 2023. In the 

‘delayed recovery scenario’ demand doesn’t recover until 2025. Due to the decline, some 
refineries are expected to close permanently. In response to increased coronavirus restrictions, 
OPEC is reconsidering removing production cuts, given the increased likelihood that the 
expected pick-up in crude oil demand will not materialise. 
 

Wheat reached a 6-year high and was up 5.3% on the week. This was driven by dry conditions in 
key US growing states, such as Kansas and crop concerns in the Black Sea regions. Pakistan 
and China have also been stepping up their wheat imports. There was also a 4% rally in corn and 
3.7% in cotton. Collahuasi, one of Chile’s largest copper mines, succeeded in averting strikes 
following union agreements with the mine’s operators. A strike is also planned at Candelaria ; 

while this mine is smaller, it underscores supply risks in the world’s largest copper producer. 
Copper was up 0.7% on the week. In precious metals, silver extended gains rallying 1.3% on the 
week whilst gold was close to flat.  
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Responsible investments 

The European Commission announced it will issue €100 billion as social bonds, or EU SURE 
bonds. This is the largest social bond issuance from a single entity in history, and will support 
people in EU member states to protect jobs and reduce the social impact of the pandemic.  
 

The Pope is now able to showcase his greener side as his fully hydrogen-powered popemobile 
was delivered from Toyota last week, a gift from the Catholic Bishops’ Conference of Japan. The 
‘Mirai’ produces zero-emissions and has the signature viewing platform that allows the Pope to 
stand and be seen by passers-by.  
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Summary of fixed income asset allocation views 
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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 
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performance. This is an advertising document. The value of investments and any income is not guaranteed and 
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that an investor may not get back the amount invested. The analysis included in this publication have 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. 
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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. 
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the requirement to hold an Australian financial services licence under the Corporations Act and relies on Class 
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761G of the Corporations Act 2001. TIS is regulated in Singapore (Registration number: 201101559W) by the 
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Ordinance (Chapter 622), No. 1173058.  
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