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FRIDAY, MARCH 20, 2026 

LEAD EDITOR: FABIO CORTES 

• Stagflation concerns amid the escalation in the Middle East conflict dominate markets (link) 

• The Fed unveils proposals to relax bank capital requirements (link) 

• Large option expiry date in US options is met with a fragile geopolitical backdrop (link) 

• The ECB left rates unchanged for a sixth consecutive meeting yesterday (link) 

• Gilt yields continue their ascent after yesterday's wild post-Bank of England ride (link) 

• Australian bond yields hit 15-year high on further RBA hike bets (link) 

• EM weekly bond issuance is on track for the lowest volume of the year (link) 
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Market Sentiment Sours on Higher Oil Prices 

Global equities closed the week lower as markets have been dominated by rising stagflation 

concerns following the escalation of tensions in the Middle East. Since the conflict started, sharply 

higher oil and gas prices, flatter yield curves and weaker equities underscore growing investor concerns 

that a prolonged conflict could weigh on growth while keeping inflation risks elevated. Oil prices remained 

volatile, advancing again this morning after having gained +7% and +54% over the past 7 and 30 days, 

respectively. Advanced economy government bond yields continued their ascent, with yield curves 

flattening significantly this week after a barrage of major central bank decisions. Policymakers were in a 

“wait-and-see” mode signaling that the conflict has clouded their policy outlook. The sell-off at the short end 

of yield curves was led by the UK, where the Bank of England said yesterday that it “stands ready” to act 

to prevent inflation from accelerating. As a result, there was a significant reassessment of interest rate 

expectations in money markets across major advanced economies. In the US, fed fund futures are now 

pricing no rate cuts this year, after expecting 1 cut last week. In the euro area, markets are now pricing 3 

rate hikes by year-end, versus 2 priced last week. In other major advanced economies, more than 3 hikes 

are now priced by year-end in the UK (versus 1 hike last week) while in Japan 2 more hikes are cemented 

in money markets for the rest of the year. Heightened geopolitical uncertainty has also weighed on 

emerging markets, with weekly bond issuance on track for the lowest volume of the year. 

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 

Markets have been dominated by rising stagflation 

concerns following the escalation in Middle East 

tensions, driving a sharp surge in oil prices and 

reshaping risk sentiment. Fed Chair Powell pushed 

back on that characterization in Wednesday’s press 

conference, arguing that “stagflation” is a 1970s 

concept associated with double‑digit unemployment 

and inflation—conditions he said are not present 

today. Nonetheless, the recent “frothy bull run” in 

equities—driven by expectations of a sharp AI-related productivity boost—has lost momentum, and policy 

rate expectations moved higher amid oil‑driven inflation pressures, even as the Fed held rates steady in a 

“hawkish hold,” emphasizing uncertainty and the need to wait and see. Since the end of February, sharply 

higher oil prices (+49%), a flatter yield curve with higher Treasury yields (2-year +41 bps,10-year +31 bps), 

and weaker equities (-4%) underscore growing concerns that a prolonged conflict could weigh on growth 

while keeping inflation risks elevated. 

The Fed unveiled proposals on Thursday 

to relax bank capital requirements. Vice 

chair for supervision Michelle Bowman said 

the changes would “strengthen our overall 

capital framework,” which she noted would 

remain robust under the new regime. The 

proposals are expected to result in a 

moderate reduction in capital requirements 

for some banks. The Fed also unveiled a plan 

that would adjust the surcharge for global 

systemically important banks. The proposals are widely seen as a major win for banking industry, with the 

potential to free up billions of dollars for lending, share buybacks and dividends. Former vice chair for 

supervision Michael Barr responded critically, warning that the changes would materially weaken bank 

resilience. Bank stocks outperformed the broader market yesterday.  
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Today’s “triple witching” in index options, single stock options, and futures is met with a fragile 

geopolitical backdrop. According to market contacts, about $1.3 tn of delta notional—which corresponds 

to 30% of total market exposure—is set to roll off today. This lands on a weaker footing, with the S&P 500 

down -5.3% from mid-January peaks and now below the 6,800–7,000 range, as geopolitics and stagflation 

concerns continue to drive tone. Option positioning remains in a negative gamma regime below ~6,785, 

where dealer hedging is pro-cyclical and tends to amplify moves, reinforcing the recent pattern of larger 

and less stable price action. A sustained move above ~6,785 could flip positioning into positive gamma, 

which could prompt hedging activity to turn counter-cyclical, which would help dampening volatility. 

 

Corporate credit ownership is helping explain cross‑market differences in behavior. In public bond 

markets—both investment grade and high yield—ownership is relatively diversified, limiting 

momentum‑driven moves by any single investor type. Insurance companies play also a stabilizing role 

given their regulatory and business models, which make them structurally less price‑sensitive. By contrast, 

in private credit and broadly syndicated loans, the growing dominance of alternative managers concentrates 

pricing power within a smaller set of investors. While limited mark‑to‑market requirements and flexible 

balance sheets have helped absorb shocks, low transparency and liquidity mismatches could amplify 

stress, as recent strains in private credit have illustrated. 
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Commodity Markets 

Oil prices rose this morning after experiencing significant volatility on Thursday. Brent crude futures 

briefly approached the $120/bbl mark earlier in the day, following Iran’s attack on two oil refineries in Kuwait 

and a key natural gas facility in Qatar, before paring gains to finish the day slightly lower. The US Treasury 

Department’s Office of Foreign Assets Control issued in the afternoon General License 134A authorizing 

the delivery of crude oil and petroleum products of Russian origin loaded on vessels as of March 12. The 

move is expected to temporarily ease supply constraints and cap near-term upside risks to oil prices. 

Euro Area 

The ECB left rates unchanged for a sixth consecutive meeting (2.0% deposit) yesterday, as it sees the 

Middle East shock lifting near-term inflation (3.1% in Q2 2026; 2.6% in 2026) while weighing on growth. 

Risks are now skewed to higher inflation and weaker growth, with the ECB remaining data-dependent and 

focused on second-round effects; alternative scenarios underline downside growth and upside inflation 

risks. Analysts are split, some see a largely “eventless” outcome supporting a wait-and-see and look-

through approach (Moody’s, Bloomberg Economics, CACIB), while others highlight a hawkish pivot in 

projections, raising the likelihood of tightening (Rabobank, ING, JPM). April is seen as a live meeting, 

conditional on energy prices (e.g. Nomura). Markets are now pricing 3 rate hikes by year-end, versus 2 

priced last week. 

 

United Kingdom 

Gilt yields continued to rise after yesterday’s wild post-Bank of England ride. Yesterday, the 2-year 

gilt yield spiked sharply (+40 bps intraday) after the BoE policy announcements but stabilized after Governor 

Bailey urged caution. The BoE held its bank rate at 3.75% in a unanimous (9–0) decision, surprising markets 

that had expected 1–2 dissents toward a cut. The MPC warned of second-round inflation risks from higher 

energy prices and signaling it “stands ready to act.” Today, gilt yields continued to increase across the 

curve. More than 3 hikes are now priced by year-end, versus 1 last week. 

 

 

  

 

UK 2-year gilt yield (percent) 

 

 

Source: Bloomberg 
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Australia 

Australian government bond yields climbed to 

15‑year highs as mounting inflation concerns 

prompted markets to price in further monetary 

tightening. Policy-sensitive 3-year yields surged 

+17 bps to 4.79%, while the 10-year yield rose +5 

bps to 5.03%, the highest level since July 2011. As 

a result, the 3s10s yield curve flattened to around 

23 bps, the narrowest since July 2024. Yields have 

been trending higher since November amid resilient 

economic growth, a robust labor market, and 

heightened inflation risks linked to the Middle East conflict—factors highlighted by the Reserve Bank of 

Australia (RBA) Governor Bullock when the RBA raised rates for a second consecutive meeting earlier this 

week. The RBA’s increasingly hawkish stance is reflected in market pricing, with OIS implying at least 2 

further rate hikes by year-end, including a 72% probability of a move in May. Yarra Capital Management 

sees current yield levels as attractive, expecting bonds to benefit if growth disappoints. Today, the 

Australian dollar weakened slightly (-0.1%) while equities declined (ASX 200: -0.8%).  

Emerging Markets          back to top 

In Asia, bond yields continued to rise this week as supply shocks for oil and gas sustained inflation 

pressures, led by the Philippines (10-year: +22bps) and Thailand (10-year: +10bps). EM Asian equities 

ended the session lower while currencies were mixed, with the Indian rupee lagging (-0.9%) despite 

reported RBI intervention. Markets in Indonesia, Malaysia and the Philippines were closed today for a 

holiday. In EMEA, equities advanced on net while currencies remained modestly weak. The Russian ruble 

appreciated (+1.9%), halting its decline at -8.6% on the month after the central bank of Russia cut today 

its policy rate by 50 bps to 15%, as expected. In Latam, currencies strengthened while equities delivered 

a mixed performance yesterday. The Brazilian real (+0.9%) and Mexican peso (+0.6%) led regional gains. 

Equities in Argentina (+2.8%) and Colombia (+1.0%) advanced, while Chile (-1.4%) and Mexico (-0.9%) 

posted declines. 

EM Bond Issuance 

EM weekly bond issuance is on track for the lowest volume of the year. Through Thursday, total 

issuance reached just $561mn. Activity has slowed markedly since the onset of the Middle East conflict, 

with the three weakest issuance weeks of the year all occurring during this period. Notably, total issuance 

since the conflict began is lower than the smallest single-week volume recorded earlier in the year. All 

issuance this week has come from Asia ex-Japan, with corporates accounting for 92% of the total and the 

remainder from municipal and local government issuers. 
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China 

Economists see a growing chance that China’s producer prices could turn positive in March, driven 

by surging energy costs, but caution that such “cost-push inflation”—absent stronger demand—would 

squeeze manufacturers’ margins. Gavekal Dragonomics and Yuekai Securities estimate that a +10% y/y 

rise in oil prices would lift the producer price index by 0.4 ppts. Against this backdrop of firmer price 

pressures, analysts including Goldman Sachs and Nomura have pushed back expectations for policy 

easing, suggesting the PBOC is likely to delay rate cuts or required reserves reductions until growth 

weakens more decisively. Today, Chinese banks left Loan Prime Rates (LPR) unchanged in March, with 

the 1-year LPR (a reference for short-term corporate loans) at 3.0% and the 5-year LPR (a benchmark for 

new mortgage loans) at 3.5%, in line with the consensus, reflecting 10 straight months of stable policy rates 

following the 10 bps cut in May 2025. The 10‑year government bond yield was steady at 1.84%, though it 

edged modestly higher this week as easing expectations receded. The yuan strengthened slightly (+0.1%) 

on a stronger RMB fixing at 6.8898/$. The stock market declined both onshore (CSI300: -0.4%) and 

offshore (HSCEI: -1.4%) amid concerns over the monetization of heavy AI investment by tech firms. 

Czechia  

The koruna was little changed this morning to 

the euro, poised to close the week marginally 

lower (-0.2%) after the Czech National Bank 

(CNB) left yesterday its benchmark rate unchanged 

at 3.50%, as largely expected. Governor Michl 

signaled continued focus on long-term price 

stability and underlined the importance of core 

inflation trends over commodity price fluctuations 

(inflation printed in February at 1.4%y/y). Michl 

emphasized that rapid wage growth, public sector 

spending, and growing money supply would need monitoring, but did not suggest any scenarios for 

monetary tightening. Commerzbank noted that any discussions about rate cuts remain firmly off the table 

until oil prices descend back toward the $75/bbl range. Bank of America believes the CNB may be able to 

hold rates even if energy prices stay high, with hikes needed only in an extreme scenario such as oil at 

$150 per barrel and TTF gas at €150/MWh.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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