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Conflict comes to Ukraine. 
Markets at a glance  

 
Price / Yield 

/ Spread 
Change  
1 week 

Index QTD 
return 

Index YTD 
return 

US Treasury 10 year 1.90% -3 bps -1.7% -3.5% 

German Bund 10 year 0.17% -2 bps -1.8% -2.9% 

UK Gilt 10 year 1.44% 6 bps -1.8% -5.8% 

Japan 10 year 0.19% -2 bps -0.8% -1.6% 

Global Investment Grade 131 bps 8 bps -2.9% -5.4% 

Euro Investment Grade 141 bps 14 bps -2.8% -4.1% 

US Investment Grade 127 bps 7 bps -3.1% -6.1% 

UK Investment Grade 120 bps 6 bps -2.4% -5.2% 

Asia Investment Grade 207 bps 9 bps -1.6% -3.2% 

Euro High Yield 433 bps 22 bps -2.8% -4.2% 

US High Yield 362 bps -16 bps -1.1% -3.9% 

Asia High Yield 799 bps 55 bps -4.0% -7.8% 

EM Sovereign 379 bps 24 bps -4.0% -6.8% 

EM Local 6.2% 25 bps -0.5% -0.5% 

EM Corporate 362 bps 32 bps -3.6% -5.2% 

Bloomberg Barclays US Munis 1.9% -3 bps -0.4% -3.2% 

Taxable Munis 2.9% 7 bps -2.5% -5.6% 

Bloomberg Barclays US MBS 27 bps -1 bps -1.5% -3.0% 

Bloomberg Commodity Index 245.77 0.7% 4.2% 13.4% 

EUR 1.1174 -0.5% 0.3% -0.9% 

JPY 115.57 -0.4% -0.3% -0.3% 

GBP 1.3375 -1.3% -0.3% -0.9% 

Source: Bloomberg, Merrill Lynch, as at 28 February 2022.  

Chart of the week: Russian Ruble / US Dollar LTM 

 
Source: ICE BoML, Bloomberg, Columbia Threadneedle Investments, as at 28 February 2022. 

65

70

75

80

85

90

95

100

105

R
u
b

le
 p

e
r 

U
S

 D
o
lla

r

 
 

 

 

 

David Oliphant 

Executive Director, 
Fixed Income 

Contributors 

David Oliphant 

Macro / Government bonds, 
Investment Grade Credit 

 
Angelina Chueh 

Euro High Yield Credit 

Chris Jorel 

US High Yield Credit, 
US Leveraged Loans 

Katherine Nuss 

US Investment Grade Credit 

Kris Moreton 

Structured Credit 

Justin Ong 

Asian Fixed Income 

Doug Rangel 

Municipals 

Charlotte Edwards 

Responsible Investments 

Jake Lunness 

Commodities 
Emerging Markets 

 

 

 

 

 

 



 IN CREDIT  28 FEBRUARY 2022 

 

 

4392610 Issued February 2022 | Valid to end April 2022   
 
 

Macro / government bonds 

What a year it has been for financial markets: and not in a good way. Investors have had to deal 
with rising inflation expectations, the fear of monetary policy recalibration, increasing real yields 
(and discount rates), a new iteration of the pandemic and most recently simmering geopolitical 
tensions that became outright conflict between Russia and Ukraine. This means after years of 
strong returns asset markets are virtually all in negative return territory for 2022. 
 
Last week the focus was on Russia’s recognition of Donetsk and Luhansk as separate states and 
its invasion of Ukraine. This aggression prompted a series of responses from Europe, the US and 
elsewhere perhaps the most significant of which was that the Nord stream 2 pipeline, which was 
meant to transport Russia gas to Europe, was put ‘on hold’ and several Russia banks were 
excluded from the SWIFT payment system. In response the central bank of Russia doubled interest 
rates to 20%. Russia’s ally Belarus also raised rates. 
 
Government bond yields rallied in the face of declines in equity prices and a widening in credit 
spreads. By the start of this week yields were a few basis points lower in the US week-on-week. 
Economic data was of less importance, though US consumer confidence dipped to a five-month 
low while the composite PMI data out of both Europe and the US was robust especially in the 
service sector. At the end of the week key personal consumption expenditure inflation data showed 
that inflation was at 5.2% y/y and the highest since the early 1980s. The yield curve continues to 
flatten as shorter dated, more interest rate sensitive bonds underperform their longer maturity 
cousins. The difference between 2 year and 10-year bonds has fallen to below 40bps; a move to 
an inverted curve where longer maturity bonds offer less yield than shorter term bonds is often 
considered a lead indicator of impending recession. We are not there yet! 
 

Investment grade credit  

If it has been tough for government bonds this year, it has been worse for investment grade credit. 
Excess returns (to governmnet bonds) are deeply in negative territory and YTD total returns are 
the worst (annual) since index data commenced in 1996. This year’s cocktail of rising government 
bond yields with widening corporate bond spreads is a corrosive mix. 
 
The good news from a valuation perspective is that spreads are no longer expensive, compared to 
either short or long-term averages while yields have almost doubled this year. Are we comparing 
‘apples with apples’ though? The duration of the global index (according to data from ICE BoML), 
which was less than five years before the Global Financial Crisis has increased to around seven 
years today. Meanwhile, the average rating of the index has fallen from an A1 composite rating to 
A3 over the same period. So, more interest rate risk and a lower credit rating. Our view remains 
balanced for credit market spreads directionally from here. As mentioned, valuations look more 
appealing, though hardly cheap. Meanwhile, the unwind of supportive monetary policy conditions 
warrants attention, especially were central banks to seek to move interest rates into contraction at 
territory. Corporate results and expected corporate health continue to be healthy with the 
commodity/energy super cycle supporting materials and energy companies and economy lifting 
more cyclical businesses. Banks too seem to be enjoying a benign credit environment, rising 
margins, falling ‘cost of risk’ and relatively healthy investment banking conditions all the while with 
healthy capital ratios.  
 
In specific news, BP is seeking to sell its holding in Russian oil company Rosneft (c.20% stake) 
and the Norwegian Sovereign Wealth fund appears to be divesting of its Russian assets as well. 
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High yield credit & leveraged loans 

Following a significant repricing in response to a hawkish Fed to begin 2022, US high yield bonds 
were relatively stable despite volatility in equities and commodities over the past week as investors 
attempt to assess the economic implications of Russia’s decision to order a military attack on 
Ukraine. The ICE BofA US HY CP Constrained Index returned 0.44% and spreads were 16bps 
tighter.  According to Lipper, the asset class experienced a $996m outflow, leaving YTD outflows 
at nearly $19bn.  Despite a late-week bounce alongside broader markets, leveraged loans endured 
their largest weekly decline since October 2020 as their relative resiliency in 2022 faded amid an 
escalation in geopolitical tensions.  The average price of the J.P. Morgan Leveraged Loan Index 
declined $0.47 over the week to $97.60 and is now $1.35 below the 2022 high. Inflows to leveraged 
loans continued with a $913m contribution over the week.  However, this was lowest inflow over 
the last seven weeks.  YTD inflows to the asset class total more than $15bn.    

European high yield sold off last week as risk assets were impacted by the Russian/Ukraine crisis.  
Liquidity was poor with wider bid-offer spreads given the volatility of the market.  Outflows continued 
though were modest compared to previous weeks and did not yet include any sales that may have 
occurred after the Russian invasion of Ukraine.  Shortening maturity trading was seen; the primary 
market was shut as issuers continued to hold off bringing new issues due to the market volatility. 
 
Given the geopolitical situation, the market focused on Russian exposures.  Renault was shown to 
have one of the largest exposures as Russia is its second largest market, through its holding in 
Avtovaz, which produces Lada and Zhiguli as well as auto parts.  Avtovaz is 6% of sales and was 
13% of FY21. Sanctions are likely to have a negative impact, similar to the chip shortages effect.   
 

Asian credit 

Alibaba’s Q3 operating results show that the company’s domestic commerce business is seeing 
more macro headwind and higher competition. While the company’s consolidated revenue rose to 
CNY252.6bn (+20.9% q/q, +9.7% y/y), its customer management revenue fell 1% to CNY100bn 
due to the macro slowdown, tougher competition and incentives given to merchants to adopt new 
value-added services. Its balance sheet remained strong with cash and short-term investment of 
CNY478bn compared with total debt of CNY139.6bn. The National Audit Office and China Banking 
Insurance Regulatory Commission (CBIRC) have directed banks and SOEs to report their 
exposure to Ant Group (32.75%-owned by Alibaba) and this led to further concerns about more 
potential regulatory measures in the consumer internet sector.  
 
Economic Daily (a China-run newspaper) stated that the market has overreacted to the 
government’s guidance that food delivery platforms should lower their service fees. This is related 
to the document released by fourteen ministries and regulator (including the NDRC, National 
Development and Reform Commission) on 18 February, which contain guidelines to support the 
recovery of services industries, with an emphasis on sectors that are significantly hit by the 
pandemic.  While the document was not specifically targeted at the food delivery companies such 
as Meituan and Ele.me (owned by Alibaba), there was a statement that encourages the food 
delivery platforms to lower their service fees. 
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Emerging markets 

In response to the invasion of Ukraine the US, UK, Europe and allies will now exclude several 
Russian banks from the SWIFT payment system. Critically this will likely make the functioning of 
Russia’s financial system incredibly difficult, while a former Russian finance minister has suggested 
this could cost Russia a 5% loss of GDP. From a European standpoint this will likely make the 
importing critical supplies of natural gas more difficult. 
  
In response to sanctions the Russian Ruble is now down 26% YTD (see chart of the week). 
Russia’s stock index (MOEX) is down 29% since Valentine’s Day. To make matters worse Russian 
sovereign bonds were downgraded to high yield by Moody’s and S&P have placed them on a 
negative outlook.  In response, Russia’s central bank raised its interest rate by 10.5% to 20% and 
has imposed restrictions on the flow of capital, including banning foreigners selling Russian 
securities. Russian exporters of energy and metals were also ordered to sell 80% of their foreign 
exchange reserves to support the Ruble.  
 
In China, US dollar bonds continued selling off due to global market volatility and expectations of 
a housing slump within China. In more positive news, developer Modern Land has reached a 
restructuring agreement with creditors. Elsewhere, major banks in the city of Nantong have slashed 
the down payment ratio by 10% to 20%. In central bank news Hungary raised interest rates a further 
50bps to 3.4%; Belarus also hiked by 2.75% to 12%; and South Korea held rates at 1.25%.  

 

Commodities 

Oil prices rallied last week, with Brent up 3%. Prices surged as high as $105 but moderated on 
Friday boosted by lighter touch sanctions and the news of proposed talks between Ukraine and 
Belarus. Brent is rallying as of this morning following the news of Russian banks being cut from the 
SWIFT payment system. 
 
Aluminium prices also rose 3% on the week. The increase can be attributed to Russia's role in 
producing 6% of the world’s supply, higher energy prices also drive up the cost of aluminium given 
the highly energy-intensive electrolysis process by which aluminium is made. Wheat rallied 6.9% 
due to the conflict in Ukraine. Gold declined by 0.6% last week; however, is up 3.1% YTD. Despite 
being heralded as “digital gold” bitcoin is down from $46,000 to $38,000 since the start of 2022. 
 

Responsible investments 

After a windy week in Europe, it’s not surprising to find out that a record amount of wind power was 
produced across the continent. This did provide some relief to those nations who are reliant on out-
of-state fossil fuels, but not quite the reassurance needed given the energy crunch and conflict 
between Russia and Ukraine.  
 
As March begins tomorrow, it seems we’ve only just about hit around half as much new specific 
use of proceeds issuance for this month compared to January ($114bn was issued in January 
versus $53bn so far for February, according to Bloomberg). It seems this is due to the lack of Social 
and Sustainability bond issuance we’ve seen in previous weeks; however, Green bond issuance is 
very much in line with previous months. Some market players still stand by their predictions of 
another record-breaking year of issuance. We’ll have to wait and see what March brings.  
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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 28.02.2022, 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 analysis 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. 

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle 
group of companies. columbiathreadneedle.com 


