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e The Fed's policy path repriced upwards amid intensifying geopolitical uncertainty (link)
e Cross-border convenience yields broadly stable since late February (link)

e Bund yields reach multi-year highs (link)

e EM bond investment funds post large outflows (link)

e Markets price more aggressive rate hikes in emerging markets (link)

e Chinese stocks post the worst selloff in nearly a year on risk-off sentiment (link)
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Markets Make a Sharp U-Turn on President Trump Comments to Postpone Strikes
Against Iran

Global equities and bond yields experienced a sharp turnaround in morning trade on comments
from President Trump that he will postpone strikes against Iranian energy installations. Trump
posted on social media that the two sides have held “very good and productive conversations regarding a
complete and total resolution of our hostilities in the Middle East,” and that the halt to attacks are subject to
the success of ongoing meetings and discussions. Although Iranian media denied that negotiations have
taken place shortly after President Trump’s comments, brent crude fell sharply and European bourses
recovered sharply. Advanced economy government bond yields fell in a relief move after surging earlier
today. Prior to these comments, global equities had extended losses and bond yields continued their ascent
on concerns that higher energy prices would fuel inflation. Emerging markets also recovered, with
currencies strengthening to the dollar, after being under pressure in recent days. Last week, emerging
market investment fund outflows accelerated, and markets priced more aggressive rate hikes.
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Key Global Inflation and Energy Indicators
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Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

In the week ahead, geopolitical developments will continue to dominate the economic outlook, while a
busy macro calendar may provide some insights into its early effects. March manufacturing PMIs across
the euro area, UK, and US, alongside Japan and UK’s CPI for February, which will help shape near-term
inflation and growth narratives. Germany’s IFO will provide a read on euro area business sentiment, while
Australia’s CPI and Sweden’s PPI will add to the global inflation picture. In Norway, and Chile central banks
are expected to hold rates, while a cut is expected in Mexico. On the supply side, US Treasury auctions
remain sizable with 2-year, 5-year, and 7-year issuance, alongside liquidity-supportive Treasury buybacks
in both TIPS and nominals.

Mature Markets back to top

United States

The Fed’s policy path repriced upwards amid intensifying geopolitical uncertainty. Markets have
rapidly repriced the Fed's expected policy path, fully scaling back expected rate cuts and assigning greater
weight to a prolonged hold, or even the possibility of hikes, despite Fed’s projections still pointing to gradual
easing. According to Barclays, the disconnect reflects investor sensitivity to energy-driven inflation risks
and uneven incoming data, even as the Fed’s policymakers emphasize uncertainty and limited conviction
around the projected path. As a result, near-term rate pricing appears more reactive to risk shocks than
anchored to the Fed’s baseline outlook. A hawkish tone emerged last week also from other major central
banks, with the ECB being vocal about its willingness to raise rates, possibly pre-emptively, and the RBA
already hiking.

FIGURE 1. Markets are pricing bigger and more elongated supply FIGURE 2. ...with risks now skewing toward a Fed hike this year
disruptions to oil...
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Cross-border convenience ylelds have Stable cross-border convenience yields since February 27 appear FX basis-driven
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stability looks mostly linked to tighter cross-
currency bases versus the dollar and the
possibility of markets starting to price in 9
more US fiscal stimulus. This servesasa s
reminder that if swap spreads in the US oo ;mﬁa;&7ﬂ“ N 75
reprice more negatively on rising Treasury

supply and demand imbalances, the longer-

run erosion in cross-border convenience
yields is likely to resume. According to
Morgan Stanley analysts, that risk reflects a shift in the policy mix from monetary toward fiscal support, with
Treasuries already underperforming swaps and markets pricing higher supply. On the demand side, Middle
East official accounts hold more than $300 bn in Treasuries, and NY Fed custody data show about $58 bn
in selling since late February, raising the risk that defense and rebuilding needs tied to the Iran conflict
could feed further liquidation. In that environment, Treasuries may continue to struggle to hedge risk assets
if inflation stays firm, limiting scope for a dovish Fed and reinforcing the weaker bond-equity correlation
seen in the recent price action.
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Euro Area

European equities and bond yields experienced a sharp turnaround in morning trade on comments
from President Trump that he will postpone strikes against Iranian energy installations. The Euro
Stoxx 50 index rose over +5% on Trump comments after trading -2% lower in early morning trade.
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Source: Bloomberg Finance L.P.

Despite their recovery this morning, euro area rates and spreads have moved sharply higher in
recent weeks, reflecting both market repricing and rising fiscal concerns. Commerzbank wrote that
10-year Bund yields broke above 3% for the first time since 2011, while also noting a pronounced sell off
in peripherals, with 10-year BTP-bund spreads continuing to widen and reaching 103 bps earlier this
morning, driven by ltaly’s energy exposure and sensitivity to ECB rates, before narrowing sharply following
President Trump’s comments. The bank thinks that fiscal fears seem at play. Correspondingly, CACIB
writes that government responses will shape the next phase, with Spain, Austria, and ltaly already
announcing short-term fiscal measures, including a €5bn Spanish aid package. Goldman Sachs revises its
ECB outlook, now expecting two 25bps hikes. However, it believes that the central bank will not keep its
policy rate restrictive for very long, given the simultaneous weakening of the real economy, and sees a path
below market pricing.
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10y Bund yields reach highest level since 2011 Exhibit 6: We Do Not Expect the ECB to Maintain Restrictive Policy for Very Long
10y Bund yield and 5y5y €ILS, in %

Parcent ECB Pokicy Rate Scenario Analysis Parcent Percent ECB Policy Rate Percent
354 r3is 30+

5
ol
3.0 =5 284
5 25 a4 |
25 o 2 Led
20
20 24
1.5 254 F2s
22
8 15
05 20
204 fao
0.0 1.0 184
05
o os 154 bis 18
144 =

0 0
2502 NO4 MO WG4 WO W04 20202 2025

2011 2013 2015 2017 2019 2021 2023 2025

10y Bund w—SySy ILS (ths)

Source: Bloomberg, Commerzbank Research

European earnings are vulnerable to the oil it oot o oy rrton mian notng the rater chslengs fornow
shock, especially outside the energy sector, Msciruropentmee

according to Morgan Stanley. Historical episodes
show headline EPS can remain resilient due to
energy profits and FX, but ex-energy earnings
typically fall (e.g. -7% in 2022), with estimates
suggesting a ~$140 a barrel Brent scenario would
imply ~-8% yly ex-energy EPS vs +11.8%
consensus. Risks become non-linear above $120
a barrel oil. Valuations are likely to drive markets
near term, with current multiples (next 12-months price earnings ~15x) historically compressing sharply
during similar shocks.

Japan

The stock market tumbled as investors remained on edge g e
over escalating tensions in the Middle East. The Nikkei 225 I
index fell as much as -5% before closing down -3.5%, while the 3800

Topix index dropped -3.4%, taking it more than -10% below its
February 27 record high and into technical correction territory.
JGB yields climbed back toward multi-decade highs as concerns ‘ ‘ ‘ 3000
grew that a widening conflict could fuel inflation. The 10-year =~ “w= & 7 T ¥
bond yield rose +4bps to 2.31% in early morning trade, near its

highest level since 1999, while the 5-year yield jumped +5 bps to 1.72%, close to a record high. Meanwhile,
the 10-year breakeven inflation rate rose +4 bps today (and +18 bps this month-to-date) to 1.94%, a 7-
week high. Nagomi Capital noted the rise in yields was viewed negatively by markets, as even bank shares
fell (-3.7%), which would usually get a tailwind from higher yields. Before recovering post Trump’s
comments this morning, the yen had weakened -0.2% toward the key ¥160/$ level, despite a fresh warning
from top currency official Atsushi Mimura, the vice finance minister for international affairs, that the
government will take all necessary measures to curb excessive FX volatility, while flagging speculative oil
futures trading as a potential driver of recent currency moves.

Source: Bloomberg

Emerging Markets back to top

In Asia, currencies recovered some ground following Trump’s comments on social media this morning.
Prior to the comments, Asian stocks declined sharply (EM Asia: -3.8%) and currencies weakened as risk
aversion intensified amid fears of a widening conflict. In EMEA, equities and currencies recovered in late
morning trade, after opening weaker earlier today. In Latam, equities fell sharply on Friday, led by Brazil (-
2.3%), Chile (-1.9%), and Mexico (-1.6%), while Colombia bucked the trend (+1.4%). Currencies
depreciated broadly, with the Chilean peso (-2.2%) extending its slide to a sixth consecutive week, while
the Brazilian real (-1.8%) and Mexican and Colombian pesos (-0.9% each) also weakened.

IMF | Monetary and Capital Markets—Global Markets Analysis 4



GLOBAL MARKETS MONITOR March 23, 2026

EM Fund Flows

EM fund outflows intensified for the week ending March 20™", as equity funds shed -$5.0 bn (from -$3.1
bn) and bond funds lost -$2.8 bn (from -$1.2 bn). Bond outflows were the largest in 48 weeks, driven by
hard currency funds (-$2.6 bn, from -$975 mn), while local currency outflows eased to -$174 mn (from -
$222 mn). ETF outflows surged to -$3.0 bn (from -$968 mn), while non-ETF funds saw modest inflows of
+$156 mn. Within equities, ETFs led outflows (-$3.1 bn from -$1.8 bn) followed by non-ETFs (-$2.0 bn,
from -$1.3bn). YTD, EM bond and equity flows stand at +$18.6bn and +$78.1bn, respectively.

Figure 1: Weekly cross-asset flows Figure 2: EM bond and equity fund flows
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EM Fixed Income

Markets are pricing more aggressive rate hikes in emerging markets, with forward curves pricing
higher 1-year yields in 17 of 18 benchmark-eligible economies, yet consensus policy forecasts have been
slower to adjust. According to Bloomberg Intelligence, markets are implying rate increases of more than
100 bps over the next near in Mexico, Colombia, Chile, and Poland, among others (left chart). The
disconnect between market pricing and analyst policy forecasts suggest further repricing risk for EM fixed
income (right chart).
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China

The stock market saw the worst selloff (CSI300: -3.3%) since April 2025 as investor sentiment
deteriorated amid escalating tensions between the US and Iran and disappointing corporate earnings. This
reversed the market impression that Chinese markets were relatively resilient compared to their regional
peers this month, supported by lower energy-import dependence and expectations that the “national team”
would step in to create a floor for equity prices. For now, concrete support has been limited, despite state-
backed funds having occasionally stepped in when equities were sliding. Bloomberg estimates that around
13 bn yuan of the eight biggest ETFs—often used by state-backed funds—traded in Monday’s morning
session, well below the roughly 90 bn yuan in full-day turnover seen during more active intervention
episodes. Earlier this morning, the yuan edged lower (-0.1%) after the PBOC weakened the RMB fixing by
the most (-0.2%) since November 2024 to 6.9041/$. Onshore dollar liquidity has reportedly tightened
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this month, with CFETS’ USD funding sentiment index near historic highs. Analysts attributed the
strain to stronger dollar demand rather than supply constraints, citing institutional aggressive purchases of
foreign-currency bonds, banks’ increased FX lending and offshore dollar provision, and continued PBOC
dollar absorption, despite robust export-driven FX inflows.

Investors Watching for State's Hidden Hand to Stem Losses Onshore USD Funding Tightens Sharply in China
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JP Morgan estimates that the central bank (CBRT) has intervened in the FX market with $30bn over
the past three weeks to support the lira in response to foreign portfolio outflows stemming from the
conflict in the Middle East. Going forward, it continues to expect the CBRT to prioritize FX stability and
implement measures to prevent dollarization among Turkish residents, with FX reserves, including gold,
remaining at a comfortable level of about $187 bn. JP Morgan see CBRT likely tightening macroprudential
measure aiming at de-dollarization, with rate hikes serving as a subsequent response. The lira was little
changed (-0.1%) against the dollar today at TRY44.33/$.

Turkey: Currency and CDS
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Emerging Market Financial Indicators

Exchange Rates
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