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LEAD EDITOR: TIMOTHY CHU 

• US IG spreads contained so far; possible credit strains ahead on continued conflict (link) 

• European corporate spread widening still below true pain-point (link) 

• Bank of England introduces lower and fixed discount window pricing (link) 

• Japanese government bond prices continue to fall on stagflation concerns (link) 

• Indian rupee and bonds under pressure from energy shocks and fiscal fears (link) 

• Mexico’s central bank delivers closely divided 25bps cut (link) 
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Global Markets Remain Under Pressure as the Strait of Hormuz Stays Shut   

Global markets began the week optimistically amid hopes for a resolution to the Iran conflict, but 

volatility persisted as ceasefire prospects fluctuated and the Strait of Hormuz remained closed. 

Despite oil prices being down ~1% for the week, Brent crude is past $110/bbl, with analysts warning prices 

could rise further if the Strait stays shut. Elevated energy costs from higher oil prices and increased input 

costs, such as fertilizer, are raising fears of stagflation and the specter of second-round effects, building 

risk premia across assets. Global central banks are challenged with increasing two-sided risks. So far, 

traders have responded with rate hike bets that have pushed policy-sensitive 2-year sovereign yields up by 

roughly 11–20bps across Japan, the US, the Euro area, and the UK. Major central banks, including the 

Fed, are all priced to hike to some degree this year. Appetite for longer duration also remains weak, leading 

to higher longer-end yields, with tepid 5yr and 7yr coupon auctions in the US. Risk assets were volatile 

during the week—major equities are broadly negative, with software still a sensitive sector, and IG/HY credit 

spreads are wider but still contained. The US dollar has continued to appreciate steadily and is up 0.4% for 

the week. Emerging markets are lagging, especially in energy-sensitive economies, though some resilience 

was seen in certain jurisdictions, including Latin America. Amid the volatility, safe havens remain scarce, 

with gold and silver continuing to decline, suggesting liquidation and higher real-rate pressure. 

 

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

U.S. markets were volatile this week on shifting news of diplomatic action. Initial optimism from 

paused U.S. strikes on Iranian power plants and energy infrastructure and renewed ceasefire talks lifted 

stocks and bonds, but uncertainty returned as conflicting signals from Washington and Tehran cast doubt 

on ongoing negotiations. By Thursday, traders were attentive to reports of Iran’s rejection and 

counterproposal to a 15-point U.S. plan but were highly sensitive to escalating rhetoric in the meantime, 

with sharp risk-off moves and the single biggest day drop in the S&P500 (-1.7%) since the start of the war. 

Despite Trump announcing an extended 10-day deadline for a deal after the close, market relief this 

morning was limited (S&P500 mini futures -0.3%; Nasdaq 100 mini -0.5%). For the week so far, U.S. 

equities dipped (S&P 500 −0.3%), Treasury yields rose (10-year +4 bp), the dollar gained (up 0.33%), and 

volatility increased (VIX +5%), highlighting ongoing fragile sentiment. 

Bond traders hedge inflationary fall-out from Middle 

East conflict. U.S. rates markets have shifted into a 

defensive footing as investors hedge against tail risks from 

a potential escalation of the Iran conflict and its inflationary 

fallout. Demand has risen for short‑dated SOFR options 

that would benefit from a near‑term Fed rate hike, marking 

a sharp reversal from expectations only a month ago that 

anticipated multiple cuts this year. Currently, markets 

assign around 60% probability of a hike by year end. While 

these trades do not necessarily represent the baseline 

outlook, they signal growing concern that surging energy prices and war‑related supply disruptions could 

force a faster‑than‑expected policy response, leaving short‑dated Treasuries vulnerable to further repricing.  

IG spreads contained, but credit strains predicted ahead as Middle East conflict continues. U.S. 

investment-grade (IG) spreads have tightened by just 8–10bps from their mid-March peak, even as yields 

remain elevated, indicating that corporate bonds have sold off less than government benchmarks. The 

compression has been driven primarily by rising Treasury yields rather than an outright improvement in 

credit fundamentals, as markets were swift to reprice inflation risks higher and reassess the policy outlook 

more hawkishly. By contrast, credit risk premium has been supported by relatively strong demand from 

yield-oriented investors and the absence of near-term refinancing pressures, particularly in the IG segment. 

Looking ahead, most analysts expect the recent spread tightening to prove fragile, with modest widening 
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likely over the coming months as slower growth, higher funding costs, and lingering geopolitical and energy 

price risks gradually rebuild risk premia. In this environment, Bloomberg analysts suggest that the new 

supply of debt needed to fund the AI boom will likely continue to push AI bond spreads off their lows, with 

implications for the broader market. 

 

Europe 

Higher oil prices from the Iran conflict are weighing on European risk sentiment (Brent +1.5% at 

$109). Across the board, European sovereign yields were up 4–6bps in early morning trade, bringing the 

10-year UK gilt yield back above 5% (5.04%, +7 bps) and the 10-year Bund yield moving further ahead of 

the 3% level (3.11%, +4 bps). The euro was 0.4% weaker vs. the US dollar and the STOXX 600 index was 

down -0.8%.  

The Bank of England announced that it is changing its discount window facility pricing to Bank Rate 

plus 15, 25 and 50 bps for collateral levels A, B and C respectively; from now on pricing will be lower and 

fixed (fixed spread). Previously, the pricing depended on the amount drawn, with minimum spreads of 25, 

50 and 75 bps. The Bank emphasizes that the facility is “open for business.” The adjustment may help 

reduce stigma. 

The upcoming March euro area HICP release is expected to show a sharp rebound, complicating the 

ECB’s policy stance despite still well-anchored expectations. Commerzbank and CACIB expect headline 

inflation to rise to around 2.7–3% y/y, driven primarily by fuel prices. The March flash estimate for Spain 

came in at 3.3% y/y; this was lower than the 3.8% expected, but up from the 2.5% previously. Bloomberg 

writes that the print sent the euro lower, but that it will only have a limited effect on the ECB’s decision 

making. The preliminary euro area print will come in on Tuesday. Market- and survey-based inflation 

expectations remain well-anchored, Commerzbank writes, but the risk of second-round effects later in 2026 

are shifting the policy debate. As Christine Lagarde recently warned, “to leave such an overshoot entirely 

unaddressed could pose a communication risk.” In Commerzbank’s baseline—where inflation reaches ~3% 

by the next ECB meeting amid an ongoing conflict—the bank believes that the ECB is likely to respond, 

even if the shock is largely supply-driven and less inflationary than in 2022. The market currently prices 3.5 

ECB hikes (25 bps each) by year-end. Later today, the ECB will release its survey-based 1- and 3-year 

inflation expectations. 
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European corporate credit spreads exhibit a clear “smile” relationship with oil prices, tightening in 

a mid-range but widening at both extremes. When Brent is around $75–125/bbl, IG and HY spreads 

tend to be at their tightest, reflecting a macro “sweet spot” of decent nominal growth and manageable 

inflation. However, very low oil prices typically coincide with economic stress and rising defaults, while very 

high oil prices (approaching demand destruction) signal inflation pressure and future growth slowdown—

both leading to material spread widening. Importantly, as oil rises beyond this sweet spot, credit spreads 

can widen significantly even if equity multiples do not fall much further, implying that credit can 

underperform equities in late-stage oil shocks despite potentially better total returns if rates rally. European 

corporate CDS spreads have widened by 16bps and 100bps for investment grade and high yield corporate 

bonds, respectively. This is still far from the widening that was seen during the inflation spike and energy 

shock in 2022–2023. 

 

Japan 

The yen remained near the 160/$ level despite Finance Minister Katayama’s warning of “bold 

actions” to counter speculative moves. Today, the yen strengthened by as much as 0.3% in the morning 

but swung back toward the 160 level, closing Asian hours little changed at 159.84/$. JGB yields rose 

sharply, led by the longer end (2-yr +4bps to 1.38%; 10-yr +10bps to 2.37%; 30-yr +19bps to 3.71%) as 

surging oil prices revived stagflation concerns and highlighted Japan’s vulnerability to imported energy. 

Earlier on Thursday, the Bank of Japan released new inflation gauges that strip out policy-driven distortions 

such as energy subsidies, tax changes, and one-off price controls. The revised measures show core 

inflation (excluding fresh food and energy) at 2.2% y/y in February, while a gauge excluding all food remains 

below the 2% target, underscoring ongoing debate over underlying price momentum. A revised output gap 

turning positive added context but was framed as a technical update rather than a policy signal. This new 

report may sustain speculation over a rate hike in April or June. 

 

Emerging Markets          back to top 

EMEA currencies were mostly weaker versus the broadly stronger US dollar, and risk asset showed 

limited declines. The Hungarian forint continued to outperform (+0.3% versus the US dollar and +0.7% 

versus the euro), following yesterday’s polling data. Bloomberg reports that Slovenia is issuing a 3-year 

renminbi denominated bond today, and that Senegal has used swaps to raise debt equivalent to an amount 

of $1.3 billion. 
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In the Asian region, Asian currencies continued to weaken (EM Asia: -0.1%), led by the Indian rupee (-

0.9%), Philippine peso (-0.5%), and Malaysian ringgit (-0.4%). The Philippine national treasurer said late 

Thursday that the central bank’s decision to hold off on raising interest rates may help stabilize the 

government bond market. Malaysia’s government announced it will cut subsidized allocations for its most 

popular fuel from 300 to 200 liters per citizen to curb misuse and relieve fiscal pressure. Asian equities 

mostly extended their declines (EM Asia: -0.7%) for a fourth consecutive weekly loss, led by India 

(SENSEX: -2.1%) and Indonesia (Jakarta Composite: -0.9%). 

Latin American equities fell, led by Colombia (-1.8%), Mexico (-1.7%), and Brazil (-1.5%), while Chile 

slipped modestly. Currencies were mixed with the Chilean (-1.3%) and Mexican pesos (-0.9%) leading 

losses while the Colombian peso firmed and Brazilian real was little changed. Brazil’s mid-month inflation 

rose to 0.4% m/m, exceeding all expectations and well above the 0.29% median forecast, sending the 

Brazilian real 1-year forward rate 95bps higher on the day to 14.19%, some 199bps above its level since 

the start of the Iran conflict. 

China 

Chinese equities found support as strong January–February industrial profit growth reinforced 

hopes of an earnings-led recovery. According to data released by the National Bureau of Statistics, 

industrial profits surged 15.2% y/y, the fastest start since 2018 except for the pandemic-caused spike in 

2021. The earnings improvement was led by manufacturing (+18.9% y/y) and high-tech industries (+58.7% 

y/y), bolstering expectations that domestic demand has bottomed out and mild reflation is taking hold. Both 

onshore (CSI 300: +0.6%) and offshore (Hang Seng: +0.4%) equities advanced today, while most other 

regional indices fell. Gains in energy, materials, and selected financials reflected optimism that higher 

commodity prices and Beijing’s anti-competition campaign could restore pricing power and improve 

earnings visibility. Bond markets were steady, with short-tenor government yields near one-year lows after 

the PBOC injected liquidity for a third consecutive day. Both onshore CNY (+0.1%) and offshore CNH 

(+0.1%) gained, in line with a slightly stronger fixing at 6.9141/$. 

 

India 

Indian assets retreated as war-driven energy shocks, 

fiscal slippage fears, and capital outflows pushed 

yields and the rupee to fresh extremes. Government 

bonds sold off, with the 10-year yield rising 6 bps to 6.93%, 

the highest since July 2024. Some traders warn that the 10-

year yield could test 7.10% as fuel excise cuts revive fiscal 

concerns and inflation risks. The rupee weakened (-0.9%) 

to 94.77/$, lagging regional peers as foreign investors 

accelerated sales of equities and bonds on worries that 

higher energy costs will lift inflation and the import bill. Equities were pressured (SENSEX: -2.1%) by energy 

policy changes, with Reliance Industries falling (-4.5%) on new export levies for diesel and jet fuel, even as 
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taxes on domestic fuels were cut to shield consumers. Societe Generale analysts believe the Reserve Bank 

of India is prioritizing a cap on long-end yields while allowing gradual FX depreciation, with intervention 

tempered by reserve considerations and persistent outflows. 

Mexico 

Banxico cut its overnight rate 25 bps to 6.75% in a closely 

divided decision, resuming its easing cycle despite re-accelerating 

inflation, with two board members dissenting in favor of a hold. 

Around half of the 31 analysts surveyed by Bloomberg had forecasted 

the move. The Mexican peso weakened to 17.92/USD as the cut 

reduced carry appeal. Policymakers revised their near-term inflation 

forecasts, now seeing headline peaking at 4.1% in 1Q from (4.0%) 

while maintaining 3% target convergence by 2Q27. Notably, they 

cited the Iran conflict as a downside risk to growth rather than an 

inflation concern. Most analysts see the cycle ending at 6.50%, with Banxico forecasting just 1.4% GDP 

growth this year, and further cuts unlikely before 2H. 

South Africa 

Analysts expect upcoming hikes after the South African Reserve Bank hold yesterday. The South 

African Reserve Bank kept its policy rate unchanged at 6.75% but adopted a distinctly hawkish tone, 

signaling it may hike as early as May if oil prices remain elevated (Barclays). While the inflation outlook 

remains broadly consistent with expectations—peaking around 4–4.3% in April due to fuel and then easing 

back toward the 3% target by 2027—the MPC emphasized it may act pre-emptively rather than wait for 

clear second-round effects, citing risks from wages and inflation expectations (Barclays). The rand 

weakened slightly after the decisions in line with broader currency movement.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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