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• US credit spreads have widened in the last month along with yields (link) 
• Bund yield curve flattens (link)  

• Pound little changed after modest UK GDP recovery matches expectations (link)  
• Chinese equities gain after state wealth fund steps in to support the stock market (link)  
• Ruble strengthens after government imposes some capital controls (link)   
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Yields rise as US inflation pressures continue 
This morning, US inflation data came in somewhat higher than expected driving treasury yields 
higher. While the measure of core inflation was in line with expectations (4.1% y/y) and headline was only 
slightly higher (3.7% vs. 3.6% expected), treasury yields shot higher on the release with the 10-year 
treasury yield rising 5 bp. Prior to the release, the past week had seen a sharp drop in longer-dated US 
yields driven by dovish comments from Fed officials, reducing expectations of further hikes in the near term. 
Going into today, the 10-year yield had fallen over 30 bp from its recent high. Despite this morning’s move 
higher in yields, US equity futures did not move much on the data release, and European equities remain 
higher on the day. The move has pushed the dollar stronger, but, despite that, emerging market currencies 
are broadly mixed on the day.  

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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US CPI y/y came slightly above expectations at 3.7% (consensus 3.6%). CPI m/m was also slightly 
above consensus at 0.4% (consensus 0.3%, prior 0.6%). Core CPI was in line with consensus at 4.1% y/y 
and 0.3% m/m. The UST 2-yr spiked to 5.06% (+7bp, 4.99% pre-release) while the 10-yr moved by 5bp to 
5.59% (4.54% pre-release). S&P futures were up slightly to 4,427 from 4,410 by 8:40am and the dollar 
index was mostly unchanged.  

We have moved from a rising yield and tightening spreads phase to a rising yields and widening 
spreads environment. Société Generale analysts highlight that this has been led by spreads on bank debt. 
Looking forward, spread behavior should yields fall will be key. The SocGen analysts believe falling rates 
equate to weaker growth, falling cash flows and rising defaults, all of which are negative for spreads and 
could pose a threat to financial stability even if government rates and overall yields are falling.  

 

GS Financial Conditions Index sees sharp tightening. Goldman Sachs US Financial Conditions Index 
experienced a sharp tightening last week on the back of a significantly higher 10-year US treasury yield 
and a stronger dollar. The increase of the BBB credit spread also contributed to the tightening while 
continued resiliency in the equity markets since the beginning of October partially offset the impact. Inflation 
adjusted FCI also tightened by almost 20bp. The GS Index topped 100.4 this month for the first time since 
November 2022, highlighting a strong tightening in financial conditions as the market re-prices the 
probability of higher for longer monetary policy across the different asset classes.  
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Europe 
European equities were trading higher while the euro was little changed against the dollar and 
sovereign yields were little changed ahead of the US CPI data release. The Stoxx 600 index was 0.6% 
higher, with most sectors trading in the green and the energy sector (+1.5%) seeing the largest gains.  

Contacts see limited downside risks to the euro from the ECB September meeting minutes, due to 
be released later today. While the minutes are expected to reflect a more divided governing council with 
some members expected to have preferred to keep rates unchanged, contacts see limited downside risks 
to the euro as the market has already priced out expectations for further tightening. The euro was trading 
in a tight range against the dollar this morning (at above 1.06). 

Euro area sovereign yield curves flattened yesterday. 10y bund yields ended the day 6bp lower at 
2.72% while 2y yields were 4bp higher at around 3.11%. This morning sovereign yields were marginally 
higher, while Italian spreads continued to narrow and is now trading at round 192bp. The Italian parliament 
yesterday approved the government’s macroeconomic and fiscal forecasts detailed in the Update to the 
Economic and Financial Document 2023. ECB governing council (GC) member Vujcic said that the post-
budget Italian spread increase was predictable, while GC member Makhlouf said that Italian spreads are 
something that the ECB will be very focused on, adding that the ECB has the tools to deal with any situation. 
There were several ECB speakers over the past few days, with most voices seeing no further rate hikes, 
while there were diverse views on the duration of PEPP reinvestments and bank reserve requirements. 

 

United Kingdom 
The pound was little changed after data showed UK GDP rose +0.2%m/m in August (from a 
downwardly revised -0.6%), in line with expectations, as the services sector recovered. A separate data 
release showed the RICS house price balance reaching the lowest level since 2009 (to -69 versus expected 
-63 from -68), but 12 months sales expectations turned positive in September for the first time since May. 
In the meantime, Bloomberg analysts note that the BoE’s credit conditions survey for Q3 suggests that the 
overall credit flow to the economy could decrease further in the coming months. 

BoE policy maker Dingra argued that the economy has already flatlined, even though only roughly a 
quarter of the impact of higher rates have fed through to the economy. Dingra also noted that in a scenario 
where growth falls more than forecasts, a rate cut could happen sooner. Separately, BoE chief economist 
Pill said that he thinks rate decisions have become more finely balanced, stressing that returning 
inflation to the 2% target remains key. Market expectations for another hike this year remain below 
50%. The pound was trading marginally weaker against the dollar this morning (-0.1% at 1.23) while 10y 
gilt yields were little changed.  
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Japan 
Long-end JGB yields fell following the decline in US treasury yields. The 10-year JGB yield dropped 
to 0.753% (-0.9 bp), and the 30-year JGB yield fell to 1.659% (-3.8 bps). Meanwhile, Japanese equities 
gained (NIKKEI: +1.7%) as global sentiment continued improving on the back of reduced expectations for 
additional Fed rate hikes. The yen was little changed at 149.1 yen per dollar. PPI inflation moderated to 
2.2% y/y in September. On a m/m basis, PPI declined 0.3%, weaker than expected (consensus: +0.1%). 
Markets will closely watch the next round of wage talks, which will begin on October 19 when the trade 
union federation Rengo unveils its strategy for spring wage negotiations. The Bank of Japan wants to see 
more evidence of lasting wage growth before starting its monetary policy normalization. 

Emerging Markets          back to top 
Asian markets extended gains on improving global sentiment. Asian equities gained 1.4% on net, led 
by Hong Kong (+1.9%), Korean (+1.2%), Chinese (CSI 300: +0.9%) equities. Asian currencies were mixed, 
with most in tight trading ranges. One exception was the Thai baht, which appreciated notably (+0.7%) on 
the back of foreign bond inflows. Long-end government bond yields declined, with 10-year yields falling in 
Korea (-6 bp) and Thailand (-3 bp). In Korea, Bank of Korea Governor Chang-yong Rhee said that 
authorities have managed to achieve a soft-landing in the property market. EMEA financial markets were 
mixed ahead of the US CPI print later today Equities in Egypt (+1.6%) and Türkiye (+1.5%) were 
outperforming, while those in Russia (-1.3%) and Saudi Arabia (-0.9%) underperformed. Currencies were 
mixed against reference currencies. The Romanian leu was little changed against the euro (trading at 
around 4.96/€) after data showed inflation easing slightly less than expected in September (+8.8%y/y 
versus expected 8.7% from 9.4%), while final Q2 GDP was slightly lower than previous estimates (1.0%y/y 
versus 1.1% to 1.0%), while the quarter on quarter data were revised higher (+1.7%q/q versus +0.9%). 
Industrial output remained negative in August. Latin American equities and currencies mostly gained. 
Argentina’s MERVAL Index (+2.7%) led the equity gains, followed by Brazil (+0.3%) and Mexico (+0.1%), 
while Colombia (-0.5%) closed marginally lower. The Mexican peso (+0.6%) outperformed the region 
following comments from the president supporting Banxico’s decision to reduce its FX hedge program. The 
Peruvian sol (-0.4%) was the worst performing EM currency following their central bank chief’s cautious 
message on fighting inflation. 

China 
Chinese equities gained after the state wealth fund stepped in to support the stock market. After 
market closing yesterday, Central Huijin (state wealth fund) said that it bought $65 mn worth of shares in 
four state-owned banks. Both onshore (CSI 300: +0.9%) and Hong Kong-listed (+2.2%) share prices rose 
today. Market participants saw Central Huijin’s stock purchase, which was modest in size, as a clear signal 
for Chinese authorities’ willingness to support the stock market. Central Huijin holds stakes in 19 financial 
institutions, including banks and brokerages. The last time it bought shares was in July 2015. Data suggests 
that previous stock purchases of Central Huijin may not necessarily lead to a durable market rally.  

Russia 
The ruble strengthened this morning after the government  announced  that some exporter capital 
controls would be reimposed. Bloomberg reports that the government said 43 groups of exporter 
companies would be required to sell foreign sales earnings on the domestic market for rubles. In the 
meantime, data released yesterday showed headline inflation surprising marginally on the upside in 
September, increasing to 6.0%y/y (versus expected 5.9% from 5.2%). Core inflation also increased to 
4.6%y/y from 4%. Goldman Sachs analysts see inflationary pressure largely as the result of loose fiscal 
policy. Moreover, despite the central bank of Russia hiking its policy rate by 550bp since July to take it to 
13%, analysts see inflationary pressures as remaining elevated and argue that the country is running 
significantly above potential. Goldman Sachs analysts expect the central bank to hike the key rate by 100bp 
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to 14% at the upcoming meeting in October. The ruble opened sharply stronger against the dollar this 
morning, with Bloomberg noting that the currency gained 2.6%. Nevertheless, the ruble remains roughly 
24% weaker than at the start of the year.  

 

Mexico 
President expresses his support for Banxico’s decision to reduce its FX hedge program. President 
Andres Manuel Lopez Obrador (AMLO) backed the central bank’s move from August, and emphasized 
Mexico has a stable currency. The original FX hedge plan was created in 2017 to control the peso’s 
volatility. Bloomberg analysts note in late August when making the decision to start winding down, the 
central bank had around $7.5bn of outstanding positions in the instruments. Although the peso has 
depreciated since the reduction plan announcement, it appreciated (+0.6%) against the dollar Wednesday, 
bringing year-to-date gains to +9.4%.  

 

Peru 
The Peruvian sol underperforms EM currencies following wary message from central bank chief. 
Peru’s central bank chief, Julio Velarde, emphasized they will need to proceed with caution when handling 
currently declining inflation. Although Peru has already cut its reference rate by 25 bp at each of the last 
two meetings, Velarde highlighted the importance of confirming the downtrend in inflation, citing uncertainty 
of El Nino and oil prices adding upward pressure. The sol (-0.4%) depreciated Wednesday, while most EM 
currencies experienced gains.  
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Emerging Market Financial Indicators 
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