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FRIDAY, MAY 22, 2026 

LEAD EDITOR: FABIO CORTES 

• US rate option markets price increasing risks of renewed tightening (link) 

• MBS convexity may be amplifying pressure on long-end US Treasury yields (link) 

• UK gilt yields experience their largest weekly drop since 2024 (link) 

• Japanese inflation softens more than expected, supporting JGBs (link) 

• EM bond issuance rebounds to $22.6 bn last week as Indonesia and Morocco anchor activity (link) 

• China cracks down on illegal cross-border security activities (link) 

• Political developments weigh on local markets in Türkiye (link) 
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Markets Close the Week on a Positive Note 

The S&P 500 index was heading this morning for its longest streak of weekly wins since 2023 as 

hopes that the US and Iran are closer to a peace deal and continued optimism for AI pushed equities 

higher. US equity futures signaled a positive opening this morning, with the S&P 500 index on track for an 

eight straight week of gains as markets appeared to shrug off concerns that more disruptions of energy 

supply could stoke inflation. Brent futures rebounded +1.9% but remained lower for the week. US Treasury 

and euro-area government bond yields ended the week lower, while UK gilt yields experienced their largest 

weekly drop since 2024 on Labour leadership frontrunner Burnham’s pledge to stick to fiscal rules. The rally 

has pushed 10-year UK gilt yields -25 bps lower this week to 4.92%. This upbeat tone, however, is not 

shared by everyone in financial markets. US rate option markets are pricing increasing risks of renewed 

tightening, with SOFR options implying around a 30% probability of 100 bps hikes by end-2027. Elsewhere, 

Korea’s finance ministry and the Bank of Korea said in a joint text message that authorities would “take 

decisive actions if necessary” to stabilize the currency. The Korean won depreciated again this week, 

underperforming most Asian currencies.  

 

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

US rate option markets are pricing increasing risks of renewed tightening. SOFR options are implying 

around a 30% probability of 100 bps hikes by end-2027. Barclays noted that the current hawkish repricing 

is already sizeable relative to history. The spread between implied volatility in 2y1y (2-year option on 1-year 

swap) and 2y10y options is declining sharply. This suggests option markets have already embedded a 

substantial amount of tightening risk, even as most analysts continue to view current pricing as overly 

aggressive rather than a baseline expectation. 

 

MBS convexity may be reinforcing pressure on longer-dated Treasury yields. As the selloff intensified 

in recent days, mortgage spreads widened alongside rates volatility, consistent with convexity-related 

hedging amplifying moves in rates. Barclays argues this channel may be more powerful than in previous 

selloffs because the mortgage market now contains a larger stock of recently originated higher-coupon 

mortgages that exhibit greater duration extension as yields rise. The effect may also be amplified by the 

investor mix, as a larger share of MBS is now held by duration-sensitive asset managers, increasing the 

likelihood of hedging activity once rates move beyond recent ranges. 

Euro area 

European equities continued to advance this morning and were poised to close the week 3% higher. 

The Stoxx 600 index was up +0.6%, led by strong gains (+2.5%) in the technology sector, with all regional 

bourses in the green today. The euro was little changed to the dollar. European government bonds 

(EGBs) regained some ground, with 10-year bund yields 5 bps lower. Analysts at Commerzbank argued 
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that hopes that a deal can be achieved in the Middle East are keeping bunds supported ahead of the 

weekend, warning that setbacks could be along the way, as constructive comments come only from the US 

side. Commerzbank continues to believe that the ECB may act less aggressively on rates, as recent bearish 

bond dynamics are exacerbating the macro headwinds from higher oil prices, which could in turn reduce 

the bearish flattening bias in the yield curve. Today’s IFO survey for May showed slightly better results 

than anticipated in Germany, with the expectations index inching up to 83.8 pts (vs. est. 83.5 pts, from 

83.5pts in April). Intra-EMU spreads continued to ease marginally today, with the BTP-bund spread at 73 

bps (-5 bps on the week) and OAT-Bund at 62 bps (-3 bps on the week). Rating actions will move into focus 

tonight with the review of Belgium (Fitch, A+/stable) and Portugal (Moody's, A3/stable). Analysts noted that 

Portugal might see an upward revision of its rating outlook, after S&P, Fitch and DBRS all raised their 

outlooks to positive in recent months, and given the overall strong fiscal performance of the country (10-

year Portuguese government bonds were trading at a 37 bps spread vs bunds) 

 

United Kingdom 

Gilt yields fell this morning, with the 2-year yield at 4.32% (-4 bps) and the 10-year yield -5 bps lower at 

4.92%. UK gilt yields experienced their largest weekly drop since 2024 on Labour leadership 

frontrunner Burnham’s pledge to stick to fiscal rules. The rally has pushed 10-year UK gilt yields -25 bps 

lower this week. Bank of England MPC member Taylor had a cautious tone when speaking today, as he 

argued that policy rates hikes are only warranted in the worst-case Iran scenario and that an "extended 

hold" may suffice if second-round effects remain contained. Also, he flagged elevated UK recession risks, 

confirmed by yesterday's disappointing PMIs, noting that external models see the probability of a recession 

in the UK at 40%, from between 20–30% before the conflict. Today’s GfK survey showed an improvement 

of the consumer confidence index in May, which remains however in the negative territory at -23 pts (vs. 

est. -28pts) from -25 pts in April. 

 

Japan 

Japanese inflation softened more than expected in April, supporting JGBs. Both the headline and 

core (excl. fresh food) nationwide CPIs slowed to +1.4% y/y (consensus: +1.6% and +1.7%), while the core-

core measure (excl. fresh food and energy) slowed to +1.9% y/y (consensus: +2.2%), attributable to base 

effects and policy-driven cost relief, including school lunch fees and fuel measures. While the softer 
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readings are mildly yen-negative and supportive for JGBs at the margin, underlying inflation momentum is 

seen as intact, particularly given prospective oil-price pass-through, keeping a June rate hike in play 

alongside recent hawkish BOJ signals. Today, the yen continued to hover around 159, closing Asian hours 

(-0.1%) at 159.12/$, with traders remaining alert to intervention risk in thin holiday liquidity next Monday. 

Benchmark yields fell (2-year -1 bp to 1.41%; 10-year -1 bp to 2.74%; 30-year -4 bps to 3.97%), supported 

by comments from FM Katayama who downplayed the fiscal impact of a likely JPY3 tn ($19 bn) 

supplementary budget and signaled efforts to limit new issuance. Equities advanced (Nikkei 225: +2.7%) 

to a new record high as AI-related stocks continued to rally. 

    

Commodities 

Gold and broader precious metals have underperformed despite continued geopolitical uncertainty, 

as rising real yields and renewed dollar strength increasingly outweigh safe-haven demand. The weakness 

has extended beyond gold, with silver, platinum, and palladium also underperforming. Flow dynamics 

suggest investor participation remains subdued, with ETF holdings largely flat throughout the Iran conflict, 

though official sector demand for gold remains intact.  

 

Emerging Markets          back to top 

In Asia, currencies were mixed, with the Indian rupee continuing to strengthen (+0.5%) and Indonesian 

rupiah (-0.3%) underperforming. Asian equities rose, led by Taiwan POC (TAIEX: 2.2%) and China (CSI 

300: +1.3%). In EMEA, equities were mostly trading higher while currencies were mixed. Equities in Poland 

were outperforming (+0.7%) while CEE currencies were mostly weaker to the euro. In South Africa, the 

rand was trading a touch weaker against the dollar at 16.48/$ ahead of Moody’s scheduled ratings review 

of the country. Absa analysts expect Moody’s to leave South Africa’s rating at Ba2 with a stable outlook. 

Elsewhere, according to Bloomberg, Russia announced that it plans to sell 10-year maturity Chinese yuan 
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denominated bonds. In Latam, equities were mixed yesterday, with Colombia (+0.6%) outperforming while 

Mexico fell (-0.7%). In FX, the Colombian peso (+1%) outperformed, while the Mexican peso, Chilean peso, 

and Brazilian real were little changed. Banxico’s minutes flagged domestic demand deterioration and a 

cooling labor market in Mexico with two members dissenting in favor of a hold on inflation concerns. In 

Argentina, economic activity surged 3.5% m/m in March, vs 0.8% consensus. The index is now at a record 

high, posting a 5.5% y/y gain against a 2.1% median forecast. Markets reacted positively: local equities 

rose +3.2%, the peso appreciated, and 5-year sovereign CDS tightened 4 bps to 594 bps. 

EM Weekly Issuance 

EM bond issuance jumped to $22.6 bn in the week ending May 22, above the prior week’s $12.9 bn 

and lifting supply to $407.6 bn year-to-date. Sovereigns led issuance at $9.5 bn. Indonesia raised the most, 

pricing $3.4 bn across four tranches in dollar and euro markets spanning 2031–2038 maturities, with 5-year 

dollar yields at 5.1% and 10-year at 5.7%. Morocco added $2.6 bn in two-euro tranches due 2034 and 

2038. African high-yield sovereigns were also active, with Angola pricing $1.5 bn across 2031 and 2037 

maturities at 8.3–9.5%, while Congo raised $828 mn due 2036 near 10%. Geographically, CEEMEA 

dominated at $14.8 bn while LatAm was quiet at $0.8 bn. 

 

China 

Money-market funding costs edged higher into month-end despite a sizable net injection by the 

People’s Bank of China. Despite a net CNY 152.5 bn via open market operations on Friday, most since 

April 27, repo rates rose (overnight +3 bps to 1.32%; 7-day +3 bps to 1.36%) to levels above short 

government bond yields, reflecting month-end funding pressures. Today’s 3-year sovereign bond auction 

was priced at a yield of 1.26% amid soft investor demand (bid-to-cover 2.1, lowest since May 2024). 

Onshore CNY strengthened (+0.1%) while offshore CNH was little changed, after yuan was fixed at 

6.8349/$, strongest level since Feb-2023. 

 

Equities advanced today (CSI 300: +1.3%), but US-listed Chinese stocks declined in premarket 

trading after an announcement on regulatory crackdown on brokers. Bloomberg reported earlier today 

that the Shanghai and Shenzhen stock exchanges have intensified scrutiny of AI-linked rallies—pressing 

firms and funds on disclosures and valuation discipline. Later on Friday, the China Securities Regulatory 

Commission (CSRC) and seven other government bodies jointly issued a 2-year plan against illicit cross-
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border securities, futures and fund trading, banning overseas institutions’ marketing and account/trade 

facilitation for mainland clients and tightening checks on domestic intermediaries, platforms and banks that 

assist such operations—an escalation aimed at steering investors into regulated channels and limiting 

unauthorized capital outflows. The CSRC also issued a separate statement that it will penalize Futu, Up 

Fintech’s Tiger Brokers and Longbridge Securities for operating on the mainland without a license. The 

move represents China’s most forceful enforcement action against Chinese online brokerage in years.  

Türkiye 

Domestic political developments are 

weighing on local markets with 

analysts expecting further FX 

intervention. Reports yesterday that a 

Turkish appeals court has removed the 

main opposition leader Özgür Özel from 

office weighed on local markets. 

Although local equities rebounded 

+2.7% today, yesterday’s ruling saw 

Turkish equities decline sharply with the 

Borsa Istanbul down 6%, triggering a 

market-wide circuit breaker. Turkish 

government bond yields also rose sharply across the curve, with the 10-year local currency bond yield up 

a further +51 bps to 33.55% this morning. Türkiye’s 5-year CDS also spiked higher by 20 bps to around 

261 bps while the lira was around 0.3% weaker this morning. This morning Bloomberg reported that FM 

Simsek will convene the Financial Stability Committee with the aim of ensuring the “efficient, healthy and 

seamless function” of Turkish markets. On the back of the latest developments, JP Morgan analysts now 

expect the central bank to increase FX interventions to stem capital outflows and to hike rates. The central 

bank is expected to increase its one-week repo rate to 40% from 37% at the June 11 MPC meeting, or 

potentially earlier. According to JP Morgan, the central bank has already intervened heavily in FX markets 

to support the lira since the onset of the conflict in the Middle East with FX reserves declining by around 

$50 bn from their peak. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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