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e Chinese equities declined for a third consecutive day as trade tensions intensify (link)
e Political jitters drive stronger yen, lower stocks and steeper yield curve (link)

e Gold decoupling could be a sign of AE-wide fiscal concerns (link)

e Options imply a volatile earnings season (link)

e Bunds outperform amid haven demand (link)

e Brazil’s real tumbles as much as 2.7% against the dollar on Friday (link)
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Markets retreat on renewed US-China trade tension fears.

Global equities declined and U.S. futures pointed to as much as a 1% lower open as markets reacted
to renewed U.S.-China trade tensions. Sentiment shifted after reports that Chinese authorities sanctioned
American units of South Korean shipping giant Hanwha Ocean Co. This also followed an FT interview with
U.S. Treasury Secretary Bessent, which some perceived as hawkish and highlighted the persistence of
disputes, including over rare earths. The past several days of trading have seen increasing trade-driven
volatility, with a tariff-triggered selloff on Friday and a partial recovery on Monday after conciliatory U.S.
statements over the weekend. This morning, positioning remains cautious, with safe-haven demand for
advanced economy sovereign bonds and a stronger dollar. Beyond U.S.-China tensions, political headlines
are still in focus; Japanese equities were lower overnight as LDP leader Takaichi faces challenges, while
in France, attention remains on the budget as reappointed Prime Minister Lecornu addresses parliament
today, with French-German bund spreads remaining steady. In the U.S., the lack of data due to the
extended government shutdown means investors are hyper-focused on earnings, with banks kicking off the
season. Traders will also continue to assess the sustainability of the Al-driven rally, with some contacts
noting increasingly stretched valuations, though a still supportive background amid expected rate cuts.
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Mature Markets back to top

In the week ahead, the IMF-World Bank annual meetings will see the release of the World Economic
Outlook and the Global Financial Stability Report publications today. Corporate earnings are starting in
earnest in the US, with GSIB banks expected to report earnings throughout the week; JPMorgan, Goldman
Sachs, Citi, and Wells Fargo kicked off ahead of the US market's Tuesday open (mostly beating
expectations). The week will also see some key CPI prints (Eurozone, France, Italy, Spain) along with an
abundance of G7 central banker speeches. Economic data releases in the US continue to be largely absent
amid the continued government shutdown. So far, there is little indication of a possible reopening, though
murmurs of resolving the shutdown fight continue in the background.

United States

On Monday, US equity markets rallied (S&P500: +1.6%), recovering more than half their losses on
Friday, amid a relatively quiet session with low volumes during the Columbus Day holiday and bond
market closure. Al-driven optimism on new deal headlines, including between OpenAl and Broadcom,
supplemented positive sentiment after softer weekend statements from US officials along with assurances
that the much anticipated APEC meeting between presidents Trump and Xi were still on.

Gold decoupling could be a sign of AE-wide fiscal concerns. JPMorgan analysts highlight that gold
has decoupled from the dollar (weakening), bitcoin and advanced economies (AEs) term premia (5s/30s).
They suggest that gold’s new highs could be a sign of dysfunction in major AEs and not just a US-centric
phenomenon as fiscal/political uncertainty in Japan, France, and the UK have led FX investors to
increasingly question whether being bearish on the US dollar is still the best way to express their concerns.
For example, they highlight how there has been a reversal in the rise of the long end of the US yield curve
vis-a-vis the rest of AEs in recent months. Year to date, the US dollar has lost 8.5% with respect to peers
(DXY index) while Gold has gained 56%.

Figure 2: What is driving gold? It has decoupled from the dollar, yield curves and bitcoin
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Options imply a volatile earnings season. Investors are expecting a rocky third quarter earnings season
as options on S&P 500 index members imply an average 4.7% move following corporate releases according
to Bloomberg. That is close to the levels seen last quarter, which was the highest since 2022. From a sector
perspective, Consumer Discretionary and Information Technology stand out as where traders are expecting
the largest fluctuations. High valuations mean that expectations for forward earnings are extremely high,
and the lack of macro-data in the US could help amplify stock-specific news and lead to sharp re-pricing of
certain companies or even drive quick shifts in market sentiment.
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Traders Pay Up to Hedge Earnings Season Here's Where Traders See the Most Earnings-Day Volatility
/ Average S&P 500 implied move m Average implied earnings-day moves at start of season
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Europe

European equities erased yesterday’s gains returning to edge lower this morning over US-China
trade dispute concerns. The Stoxx 600 index was down by -0.6%, with the industrial (-1.6%), consumer
discretionary goods (-1.1%) and energy (-1%) sectors losing the most, and European bourses broadly in
the red with Germany (DAX -1%) and Italy (FTSE MIB -1%) underperforming. Today’s results of the October
ZEW survey showed the investor expectations index declining in the Eurozone to 22.7pts (26.1pts prior)
and rising by less than expected in Germany to 39.3pts (41.1pts est.). The euro was a tad weaker (-0.1%)
this morning against a globally stronger dollar, trading at $1.1554/€. ING sees uncertainty on political
developments in France continuing to weigh on the euro, with the second mandate for PM Lecornu coming
to a crucial junction when he will announce his budget proposal early this week, determining his chances
of surviving a no-confidence vote expected for Thursday. According to ING, another government collapse
will likely make the euro miss out on any benefits from further escalation in the US-China trade spat and,
should the tariff story de-escalate, the EUR/USD would likely head below 1.15.

Analysts at Deutsche Bank maintain a constructive medium-term view on European equities looking
into 2026, forecasting 14% growth of the STOXX 600 index at year-end 2026 (the Stoxx 600: 10.8%
YTD) led by financials (+33%), industrials and health care (each +13%), with the auto sector rebounding
after a nearly 60% drop in 2025. Deutsche bank notes that valuations remain attractive, especially for small
and mid-caps, which trade at around 14% discount to their 10-year average price-to-book value, and with
MDAX earnings forecasted to rise by 22% in 2026 due to fiscal stimulus in Germany, easing trade
uncertainty, and a recovery in manufacturing.

European government bonds (EGB) gained today, with the Bunds outperforming other EGBs amid
stronger demand for safe havens. Bund yields declined with the curve marginally flattening, as the
2y yield was 3bps lower at 1.91% while the 10y and 30y yields were 4bps lower at 2.59% and 3.17%. Italian
BTPs slightly underperformed OATSs, with the 10y BTP-Bund spread 1bp higher at 84bps. The French OAT-
Bund spread was nearly unchanged at 84bps, after Italy auctioned €8.5bn of 3y, 7y and 15y BTPs. Citi
notes that political uncertainty in France remains a key driver of volatility in OAT-Bund spreads, which have
fluctuated between 75-85bps, and could trigger additional safe-haven Bund flows, compressing yields.
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United Kingdom

The pound sterling fell 0.4% to $1.3276/£, its lowest level since August, after UK jobs data missed
expectations. Unemployment in the three months to August rose to 4.8%, slightly above the expected
4.7%, while private sector wage growth slowed to 4.4% year-on-year from 4.7%, also below forecasts. In
response, money markets marginally increased their expectations for Bank of England (BoE) rate cuts,
pricing in 10bps of easing by year-end and 45bps by September 2026. UK government bonds rallied, with
gilt yields dropping around 6bps across the curve (2y: 3.88%, 10y: 4.59%, 30y: 5.40%) ahead of an
expected syndication of £8—10bn in 15-year gilts. Analysts at Jefferies see the data strengthening the
dovish camp at the BoE, believing markets may underestimate the likelihood and depth of further rate cuts.
ING forecasts a rate cut in February and three more in 2026, while Bloomberg strategists expect the BoE
to remain cautious, easing again only in spring 2026 and reaching a terminal rate of 3.5% by summer.

GB Pound - US Dollar and Swap spread
psp UK Pay Growth Is Slowing Faster Than Expected
Average weekly earnings excluding bonuses, annual growth rates
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Japan

Japanese yen and shorter-dated government bonds advance as escalating political uncertainty
drives risk-off sentiment. The yen strengthened by as much as 0.4% intraday before settling (+0.1%) at
$/152.07 during Asian hours as the best performer among G10 currencies. The strengthening also came
after finance minister Kato said the government would closely examine any excessive or disorderly moves
in the foreign exchange market. Benchmark JGB yields were mixed, with shorter-end yields declining
(2y: -3bp to 0.88%, 10y: -3bp to 1.65%) on lower rate hike odds, but long-end yields rising (30y: +3bp to
3.21%) amid concerns over greater government spending. Following the shock collapse of the ruling
collation last Friday, main opposition parties are meeting Tuesday to consider the possibility of uniting
against LDP leader Sanae Takachi. The possibility of a change of administration is feeding into worries
over the economic outlook. Equities fell the most (Nikkei 225: -2.6%) since April 11, with banks and tech
companies leading the declines.

Emerging Markets back to top

EMEA equities and currencies were mixed, amid overall weaker sentiment. In CEE, equities traded
mostly in the green, but lost -0.7% in Poland, while currencies advanced marginally against the euro. In
Tirkiye, the lira weakened (-0.2%) against the dollar, trading at TRY41.82/$, with equities up by 0.3%. The
South African rand inched down (-0.1%) against the dollar, to return to trade at ZAR17.23/$. South African
equities were also down by 0.3% this morning, where yesterday’s data showed manufacturing production
softer than expected in August at -1.5%yl/y (vs. est. -0.4%). Asian currencies mostly weakened (EM
Asia: -0.2%) on mounting US-China tensions, with Korean won (0.5%) underperforming Asian peers as
China imposed curbs on one of the country’s biggest shipbuilders. Asian equities broadly declined (-1.2%),
led by major composite indices in Indonesia (-2.0%), Hong Kong SAR (-1.7%) and Thailand (-1.4%). Latin
American assets slumped last Friday. Stocks declined in Mexico (-0.4%), Brazil (-0.7%), Chile (-1.6%),
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Colombia (-1.0%), and Peru (-2.4%). Currencies depreciated in Mexico (-1.0%), Brazil (-2.7%),
Chile (-1.0%), and Colombia (-1.0%) against the US dollar.

EM Bond and Equity Flows

Emerging Markets bond funds inflows decreased last week (+$894mn, from +$1.4bn), mainly driven
by decreased non-ETFs inflows (+$13mn, from +$906mn). Meanwhile, bond ETFs inflow increased
(+$881mn, from +$498mn). Hard currency fund inflows fell (+$374mn, from +$826mn), and local currency
fund inflows slightly decreased (+$521mn, from +$578mn). EM equity funds inflows marginally increased
(+$511mn, from +$487mn). Equity ETFs inflows decrease (+$1.0bn, from +$1.7bn). Non-ETFs outflows
decreased (-$506mn, from -$1.2bn). Across regional equity funds, there were inflows in Asia ex-Japan
(+$514mn) and Latam (+$152mn), while outflows in EMEA (-$6mn). The year-to-date flows currently stand
at +$13.8bn and +$8.0bn for bonds and equities, respectively.

Figure 1: Weekly cross-asset flows Figure 2: EM bond and equity fund flows
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yuan being fixed only slightly weaker at 7.1021, one day after being fixed at 7.1007, the strongest level
since last November. Overnight repo rate is little changed at 1.31% while the 7-day rate fell 2bps to 1.43%.

Romania

The leu remained stable near RON 5.09/€, following
Romania’s September inflation at 9.9% yly, just
below expectations. Government bond yields declined
(2y: 6.95%, 10y: 7.21%) as a higher VAT was "
implemented to address a high public deficit (estimated z
at 8.4% of GDP), though this may have fed through to -
inflation. Fitch Ratings recently warned that slow fiscal z
consolidation is pushing Romania’s borrowing costs .
above peers, and the country retains the 10WeSt L. o oeo wes i vms aess v anzs s fgos s ouss
investment-grade rating with a negative outlook from all S eemmemeFeciens

major agencies. The central bank held its policy rate at 6.5%, seeing recent inflation as likely temporary.
Analysts, including at Goldman, expect rates to remain steady until at least mid-2026, with any cuts
dependent on inflation and public deficit trends. ING expects the first 100bps rate cut in May 2026 with
further cuts depending on domestic demand as it anticipates the NBR will prioritize risks to growth over
inflation, while Credit Agricole also sees possible cuts afterwards.

Romania: inflation, policy rate and domestic government bonds yield
Policy rate (%) ===CPI (y/y%) ====Spread vs 10y Bund ===10-yrlocal bond yield (%, RHS) %
85
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Emerging Market Financial Indicators
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