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   Summer slumber soothes markets. 
Markets at a glance  

 
Price / Yield 

/ Spread 
Change  
1 week 

Index MTD 
return 

Index YTD 
return 

US Treasury 10 year 0.65% -6 bps -0.8% 9.5% 

German Bund 10 year -0.49% -6 bps -0.3% 2.6% 

UK Gilt 10 year 0.21% -3 bps -2.0% 7.8% 

Japan 10 year 0.03% -2 bps -0.5% -1.1% 

Global Investment Grade 134 bps 2 bps -0.3% 5.4% 

Euro Investment Grade 116 bps 1 bps 0.5% 0.7% 

US Investment Grade 138 bps 3 bps -0.7% 7.4% 

UK Investment Grade 126 bps -1 bps -0.5% 4.5% 

Asia Investment Grade 253 bps 4 bps 0.2% 5.2% 

Euro High Yield 484 bps 6 bps 1.1% -2.2% 

US High Yield 525 bps -1 bps 0.1% -0.1% 

Asia High Yield 668 bps 10 bps 0.9% 2.6% 

EM Sovereign 386 bps 9 bps 0.6% 2.4% 

EM Local 4.4% 3 bps -1.5% -5.5% 

EM Corporate 395 bps 4 bps 0.8% 3.0% 

Bloomberg Barclays US Munis 1.2% 5 bps -0.1% 3.6% 

Taxable Munis 2.2% -7 bps -0.6% 11.4% 

Bloomberg Barclays US MBS 58 bps 4 bps 0.0% 3.7% 

Bloomberg Commodity Index 153.24 0.9% 4.1% -11.3% 

EUR 1.1834 -0.4% 0.2% 5.2% 

JPY 105.77 0.7% 0.0% 2.7% 

GBP 1.3120 0.0% 0.0% -1.3% 

Source: Bloomberg, Merrill Lynch, as at 24 August 2020. 

Chart of the week: US 10-year yield (last five years) 

Source: Bloomberg and Columbia Threadneedle Investments, as at 24 August 2020. 
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Macro/Government bonds 

It was a relatively quiet week – though core bond yields managed to drift a little lower. Chart of the 
week illustrates the lack of yield volatility in recent weeks. 

The concern about the outsized CPI reading of the prior week seems to have been allayed. The 
US dollar also seems to have found some support. This probably reflects weaker business 
sentiment data out of Europe while the US enjoyed an improvement in such confidence. Peripheral 
European market spreads widened a little as this week holds a large amount of news issuance, 
especially from Italy. 

This week is light in terms of economic data, though markets will look to the Jackson Hole 
Symposium for any forward guidance about monetary policy. 

 
Investment grade credit  

Spreads were little changed last week, though it has been a positive month thus far for investment 
grade credit. The US market struggled to make headway against a backdrop of heavy new 
issuance. The holiday season meant that this was not the case in Europe. Some of the new 
issuance reflected M&A funding (eg, Johnson and Johnson). We are almost through reporting 
season which has not been as bad as most feared. In stock-specific news, UK retailing giant Tesco 
announced the creation of 16,000 permanent jobs in its online business (such businesses have 
enjoyed great success in the lockdown). 

 
Structured credit 

The Agency MBS market was essentially flat last week. Rates rallied on some economic misses, 
the FOMC minutes were underwhelming, and heavy origination volume was well absorbed by the 
market. Housing activity data was positive and is expected to continue as a result of low 
mortgage rates and slowing prepay speeds given capacity constraints. There was little change in 
the non-qualified mortgage market with spreads largely unchanged. Supply remains light as 
Agency rfis continue to take centre stage. 
 

High yield credit 

US high yield bond prices were largely unchanged over the week while the asset class battled a 
supply hangover and digested the implications of recent interest rate volatility. The ICE BofA US 
HY CP Constrained index returned 0.01% and spreads were unchanged. The new issue market 
remained active heading into the typical summer shutdown, albeit at a more modest pace than the 
prior two weeks. Specifically, $12.4 billion of new bonds priced for the week, which compares with 
$22.2 billion and $19.9 billion of new-issue volume the prior two weeks (the largest and fifth largest 
weekly totals on record), leaving month-to-date issuance as the most active August on record with 
more than a week left in the month. 

European HY experienced modest spread widening last week as the market took a breather with 
the summer lull and lack of primary issuance. Flows were light with only €81 million of inflows, 
mostly into managed funds. 

S&P released an update on EHY default expectations for 2021. It indicates a base case of 8.5% 
for 2021 with best case as 3.5% and worst case as 11.5%. There was a cold splash of reality as 
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Goldman Sachs issued a report highlighting that flooding the market with liquidity will not stop a 
company from defaulting. 

In stock specific news, French hospitality firm ACCOR’s senior bonds were downgraded by S&P 
to BB+. Interestingly this comes at the same time as a swirl of M&A stories for ACCOR 
(Intercontinental and Travelodge). 

Earnings season has come to a close. In general, companies have met or beat expectations; they 
are, however, vague on outlook or guidance. 

 
Leveraged loans 

Leveraged loan prices increased $0.08 to $93.91 during the week, which is two cents down from 
Wednesday’s post-March high. The average price of the JP Morgan Leveraged Loan index of 
$93.91 compares with $97.47 on 21 February. Meanwhile, loan yields and spreads (three-year) 
decreased 3bps and 1bps w/w to 6.17% and 594bps, respectively, which compares with 5.81% 
and 452bps on 21 February. The Leveraged loan index is providing a +1.10% gain in August, with 
Split B/CCC loans (+3.16%) outperforming BB (+0.62%) and B (+1.06%). The outflow trend 
continued with another $301 million exiting the asset class according to Lipper. 

 
Emerging markets 

Emerging markets also experienced modest widening last week. Still, the asset class experienced 
inflows of $1.2 billion which, though largely into hard currency, also marked the fifth straight week 
of flows into local currency bond funds. Pricing for high quality EM is now back to pre-Covid levels. 

In central bank news, Philippines, Turkey, and Indonesia all kept rates on hold last week as some 
sign of economic rebound was seen. In LATAM news, Brazil’s lower house showed overwhelming 
support to President Bolsonaro’s veto on wage increases, showing that fiscal reform remains 
strongly on the agenda. In Eastern European news, the Belarus story continues to evolve with the 
Kremlin announcing support for Lukashenko while the people demand he step down post the recent 
elections showing Lukashenko won over 80% of the vote, while the embattled president is calling 
for a new constitution. 

 
Asian fixed income 

Melco Resorts’ Q2 results were weak as expected with an operating loss of USD370.8 million (prior 
year Q2: operating profit of USD208 million) but Q3 may be better as visitor volume trends higher 
over the coming weeks. The issuance of IVS (Individual Visa Scheme) resumed on 12 August for 
mainlanders from Zhuhai, a border city. Applicants must show a negative Covid test within the past 
seven days and get a green health code to receive the visa. The IVS issuance may be extended 
to the rest of Guangdong province on 26 August and subsequently to residents across China on 
23 September, ahead of the Chinese Golden Week holidays in the first week of October.  
 
Alibaba reported a strong set of Q1 results (quarter ended 30 June 2020). Q1 revenue rose to 
CNY153.75 billion (+34% y/y), helped by Core Commerce revenue. The adjusted EBITA grew 31% 
y/y to CNY45.37 billion, anchored by the contribution of Core Commerce (+24.9% y/y to 



 IN CREDIT  24 August 2020 

 

 

3213844 Issued August 2020 | Valid to end October 2020   
 
 

CNY51.24bn), which compensated for the negative EBITA from Cloud Computing, Digital Media 
and Entertainment and other segments.  
 
The Q2 operating results of Press Metal Aluminum (PMA) were satisfactory despite the 6.8% q/q 

decline in EBITDA, in light of the pandemic-driven impact on commodity demand. Positively, 

EBITDA was higher 4.9% y/y, thanks to lower alumina and carbon anode prices. PMA is committed 

to execute its expansion as planned and will commission its Phase 3 smelter in January 2021 which 

may increase its capacity by 42% from 760kt to 1.08mmt/annum. PMA has a new 15-year power 

purchase agreement for an additional 500MW of power with Sarawak Energy (low-cost electricity).  

 

Genting Hong Kong has suspended debt service payments to its creditors which negatively 

impacted sentiment on the whole Genting Berhad and Genting Singapore complex. Genting Hong 

Kong, however, is a separate entity which is around 70% owned by Kien Huat Realty (controlled 

by the Lim family). Kien Huat Realty holds a 42.8% stake in Genting Berhad which itself holds an 

indirect 53% stake in Genting Singapore Ltd. So far, Genting Berhad has not shown any indications 

that it will step in to financially support Genting Hong Kong. 

 

Commodities 

The asset class was up almost 1% on the week, largely on the back of base metals and energy. Crude oil prices 
held steady last week while gasoline and natural gas rose with the increased summer demand on 
the back of improving travel news and the heat wave going across the US. 

Gold was volatile as it briefly reached a high of 2015 before ending, overall, marginally lower on 

the week at $1940.00/oz. 
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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 24.08.2020, 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 and 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. 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.  
Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07, 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. 
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.co 


