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Market Overview 

During the month of February, investors reassessed the growth and inflation outlook and its implications for monetary policy.  

A much stronger than expected US Payrolls report showing more than half a million jobs being created in January set things 

in motion and was followed up by a stronger than expected US Retail Sales report as well as a sharp rebound in the US 

Services sector with the ISM services moving back above the 55 level. At the same time, the disinflation process stalled 

more than expected in the US with both headline and core annual inflation levels only marginally lower in January compared 

to December last year at respectively 6.4% Y/Y and 5.6% Y/Y. 

A similar development was seen in Europe as well with the euro zone composite PMI reaching its highest levels since June 

last year above the 50-level. And in Europe, the inflation developments were not reassuring that inflation is going to come 

down soon to levels consistent with the ECB’s objective of price stability. Indeed, even though headline inflation continued 

to ease slightly, it remained at very high levels above 8% Y/Y. Core inflation even rose further to a new high above 5% Y/Y 

suggesting that inflation is much stickier than previously thought. 

Against this backdrop of stronger growth and sticky inflation, central bank won’t be able to pivot anytime soon. This resulted 

a sharp repricing of monetary policy expectations in both the US and the euro zone. In the US, investors now expect the 

Fed Fund rate to peak at 5.5% compared to just 5% a month ago. And in the euro zone, investors now expect the ECB 

deposit facility to peak at 4% instead of 3.50%. In Japan, the appointment of the new BoJ governor Ueda failed to move 

the market significantly, as he guarded against fueling speculation that the central bank will soon end its yield curve control 

policy despite the rise in headline inflation to 4.2% Y/Y in January, the highest level since 1981. 

Despite the sharp repricing of monetary policy expectations, risky assets traded very resilient. Credit spreads stabilized 

through the month of February following the significant tightening seen over the previous months.  Over the month, equity 

markets were slightly down in the US, but still up in Europe. The ascent of the euro versus the US dollar however ended 

with the EURUSD exchange rate falling back from 1.10 to 1.06 at the end of the month. 

The US 10y rate ended the month at 3.92% (+42 bps MoM), while its German counterpart set new cycle highs at 2.65% 

(+37 bps MoM).  In terms of yield curves, the US yield curve inverted further with 2-10 yield difference moving from -64 bps 

to -85 bps. Also in Germany, the curve inverted further from -37 bps to -49 bps.  

US and European IG credit spreads ended the month at respectively 132 bps (+5 bps MoM) and 148 bps (-5 bps MoM). 

HY credit spreads still tightened both in the US and in Europe at respectively 435 bps (-6 bps MoM) and at 436 bps (-19 

bps MoM). 

 

 

Portfolio Highlights & Strategy Review 

February saw markets re-engage with concerns around inflation stemming from better economic data and therefore a more 

hawkish stance from central banks. This caused a ferocious sell-off in core rates markets led by the front end. However, 

credit and risk markets generally were relatively resilient, breaking the positive correlation between rates and risk that we 

saw in 2022. The fund gave back a lot of its positive January performance. 

We had reduced duration at the end of January by selling US 2y futures but attempted to buy back duration via European 

core bonds as the sell-off evolved. Given the uncertainty around the landing point for central banks we set stop losses on 

the purchases which ultimately got hit. We ended the month with duration of 2.5, the same as the beginning of the month. 
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Within European duration we bought Italian bonds given the additional carry. In credit space we reduced US high yield 

hedges after underperformance in that region while, later in the month, we bought an option on Xover (payer spread) to 

protect the portfolio if a sell-off does evolve. In FX we bought Norwegian krone against New Zealand dollar and bought 

Japanese yen in case of an unexpected move by the BoJ to drop YCC. 

In terms of performance drivers, yield curve (-110 bps) was the largest detractor while equity linked (-11 bps) and forex (-1 

bps) were also negatives. Spread (+21 bps) exposure was positive.  

Longs in the US (-29 bps), core European rates (-64 bps), Australia (-10 bps), New Zealand (-19 bps) and Brazil (-1 bps) 

all detracted while the short in Canada (+13 bps) was additive. 

In cash spreads European investment grade (+2 bps) and European high yield (+3 bps) marginally added while European 

sovereign spreads (-2 bps) and emerging market hard currency (-1 bps) detracted. Carry added 22 bps while credit 

derivatives detracted 3 bps. This included total return swap shorts which include an element of duration moves. 

In convertible bond space fund holdings detracted 1bps while convertible bond positions detracted 10 bps. 

 

Fund Outlook 

Following the recent repricing of monetary policy expectations to the upside, it will be ever more important to monitor how 

the growth outlook will respond to the tightening. Until now, the economy has proven to be more resilient than initially 

thought supported by lower energy prices and the re-opening of China.  

Monetary policy however works with a lag and the real impact on the inflation and growth outlook will only become clearer 

throughout the course of the year.  

Despite these risks, we stay constructive on IG credit. In terms of issuer selection, we count on our rigorous in-house 

bottom-up credit and ESG analysis, as selectivity will be very important as there will be more dispersion. 

 

 
This marketing communication is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an investment recommendation or confirm 

any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources within this document, errors or omissions cannot be excluded a priori. Candriam cannot 

be held liable for any direct or indirect losses as a result of the use of this document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be 

reproduced without prior written approval. 

Warning: Past performance of a given financial instrument or index or an investment service or strategy, or simulations of past performance, or forecasts of future performance does not predict future returns. 

Gross performances may be impacted by commissions, fees and other expenses. Performances expressed in a currency other than that of the investor's country of residence are subject to exchange rate 

fluctuations, with a negative or positive impact on gains. If the present document refers to a specific tax treatment, such information depends on the individual situation of each investor and may change. 

In respect to money market funds, please be aware that an investment in a fund is different from an investment in deposits and that the investment’s principal is capable of fluctuation. The fund does not rely 

on external support for guaranteeing its liquidity or stabilizing its NAV per unit or share. The risk of loss of the principal is borne by the investor.  

Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and all other relevant information prior to investing in one of our funds, 

including the net asset value (“NAV") of the funds. Investor rights and complaints procedure, are accessible on Candriam’s dedicated regulatory webpages https://www.candriam.com/en/professional/legal-

and-disclaimer-candriam/regulatory-information/. This information is available either in English or in local languages for each country where the fund’s marketing is approved. According to the applicable 

laws and regulations, Candriam may decide to terminate the arrangements made for the marketing of a relevant fund at any time. 

Information on sustainability-related aspects:  the information on sustainability-related aspects contained in this communication are available on Candriam webpage 

https://www.candriam.com/en/professional/market-insights/sfdr/.  The decision to invest in the promoted product should take into account all the characteristics or objectives of the promoted product as 

described in its prospectus, or in the information documents which are to be disclosed to investors in accordance with the applicable law. 

Notice to investors in Switzerland: The information provided herein does not constitute an offer of financial instruments in Switzerland pursuant to the Swiss Financial Services Act ("FinSA") and its 

implementing ordinance. This is solely an advertisement pursuant to FinSA and its implementing ordinance for financial instruments. 

Swiss representative: CACEIS (Switzerland) SA, Route de Signy 35, CH-1260 Nyon. The legal documents as well as the latest annual and semi-annual financial reports, if any, of the investment funds may 

be obtained free of charge from the Swiss representative. 

Swiss paying agent: CACEIS Bank, Paris, succursale de Nyon/Suisse, Route de Signy, 35, CH-1260 Nyon. Place of performance: Route de Signy 35, CH-1260 Nyon. Place of jurisdiction: Route de Signy 

35, CH-1260 Nyon. 

Specific information for investors in France: the appointed representative and paying agent in France is CACEIS Bank, Luxembourg Branch, sis 1-3, place Valhubert, 75013 Paris, France. The prospectus, 

the key investor information, the articles of association or as applicable the management rules as well as the annual and semi-annual reports, each in paper form, are made available free of charge at the 

representative and paying agent in France. 

Specific information for investors in Spain: Candriam Sucursal en España has its registered office at C/ Pedro Teixeira, 8, Edif. Iberia Mart I, planta 4, 28020 Madrid and is registered with the Comisión 

Nacional del Mercado de Valores (CNMV) as an European Economic Area management company with a branch. CNMV: 266 

 


