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e Euro area sovereign stress could moderate the pace and extent of ECB tightening (link)

* Treasuries saw large monthly selloff on vol-adjusted basis since taper tantrum (link)

e Japanese stocks surge as Al momentum outweighs BOJ normalization concerns (link)

e Amid Indian rupee pressures and liquidity concerns, tightening expectations deepen (link)
e EM funds outflows persist for the third consecutive week (link)
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Markets Search for Direction Amid Political Headlines

Global markets are searching for direction this morning amid fresh political headlines in Europe
and Latin America. Euro area front-end yields are mostly lower, though curves and spreads remain
volatile. French OATs remain in focus amid fiscal and policy gridlock concerns: the 10-year OAT-Bund
spread widened by roughly 7 bps earlier this morning before compressing by 4 bps. Some contacts view
last week’s widening—the largest since 1990—as overdone and partly driven by VaR-induced unwinds.
The Spanish Prime Minister’s decision to call a snap election for November 29 added to Europe’s political
noise. Amid euro area rates volatility, the EUR/USD is down around 0.4%, though European bourses are
posting a mild recovery, except France’s CAC40. Political developments also dominated news in Brazil;
contacts believe markets are set to rally after first-round presidential election results showed the challenger
at 47.03%, versus 45.16% for the incumbent president. In the US, rates markets are choppy, with Treasury
yields little changed amid a lighter data calendar. S&P 500 futures point to a flat open after US equities,
supported by tech stocks, proved resilient to last week’s steep rise in rates. Brent futures are fluctuating
around $101/bbl amid reports of escalating fighting in Yemen.
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Key Global Inflation and Energy Indicators

Last updated: Level Change from Market Close
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This week, market participants will look to the Fed’s September meeting minutes for additional clues on
the path of monetary policy. The rest of the data calendar will be relatively light, with the final set of services
surveys constituting the main releases in the US. PMI and inflation reports will highlight the European
calendar, while the ECB will publish its account of its September meeting. Central bank speeches on both
sides of the Atlantic will also feature. Meanwhile, rate decisions are scheduled in India (exp: hike), Peru
(exp: hike), Poland (exp: hold), and Romania (exp: hold).

Mature Markets back to top

United States

The September rise in 10-year Treasury yields was the largest on a volatility-adjusted basis since
the 2013 taper tantrum, despite being smaller in absolute terms than the largest monthly increase in
September 2022 during the Fed’s historic tightening cycle. Fundamentals remain the primary driver, while
technical factors have added pressure amid the unwind of consensus trades, particularly in Europe. The
repricing of Fed expectations explains nearly all of the 53 bps rise in 10-year yields, as 1y1y OIS rose 66
bps, while terminal-rate expectations similarly explain the majority of the move in the 5s/30s curve.
Positioning also remains a key headwind to lower yields, with investors still long Treasuries and with less
evidence of de-risking than in Europe. Given the continued resilience of the economy amid another major
supply shock, JPMorgan analysts see room for markets to price a cycle similar to 1999-2000, when the
Fed delivered 100 bps of hikes after reversing its insurance cuts. More material weakness in economic data
or equities could provide a ceiling for yields, as could more interventionist action from the Treasury.

Figure 2: September was the largest volatility-adjusted rise in Treasury  Figure 6: ...while US portfolios still do not appear braced for a sustained
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Financial conditions have tightened by the equivalent of around 90 bps of Fed hikes since the start
of the Iran conflict. According to Morgan Stanley, the tightening was driven primarily by higher Treasury
yields and a stronger dollar, while the aggregate contribution from equities and credit remains supportive.
However, the latter masks growing divergence beneath the headline indices. The equal-weighted S&P 500
has fallen to a post-pandemic low relative to the cap-weighted index as Treasury yields reached new highs,
suggesting greater pressure on the median stock outside the large-cap cohort. Corporate financing
conditions are also showing signs of tightening: high-yield net issuance has stalled at around $65 bn on a
rolling 12-month basis while credit spreads have widened despite limited new supply.

Exhibit 5: - Morgan Stanley Financial Conditions Index, expressed as the equivalent change in the fed funds
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Euro area

Euro area Sovereign SpreadS resumed Euro Weakened vs. US Dollar as Sovereign Spreads Widened

(data from 9/28 to the early morning of 10/5)
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Prime Minister Pedro Sanchez called a snap election for November 29 after parliament rejected his housing
bill, contributing to additional headline noise. Equities fell amid continued sovereign spread widening before
seeing some recovery. The euro weakened 0.55% against the US dollar to around $1.12 overnight, its
lowest level since May 2025.
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recovery on Friday afternoon was somewhat reassuring. At the same time, the 10-year French-German
spread reached 160 bps before the recovery and is trading at 146 bps this morning, above its Friday
afternoon level. Morgan Stanley (MS) writes that it believes the widening in European government bond
spreads has been “well in excess of what the news flow would justify.” The bank also notes that the banking
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sector has been hit by the deterioration in sentiment and that French banks have underperformed. MS
estimates that French banks are trading at a 30% discount to the sector based on one-year forward price-
to-earnings ratios. CACIB argues that these developments mostly affect the pace and magnitude of the
ECB tightening cycle rather than challenge it. Goldman Sachs still expects a hike in December but now
sees less need for further hikes. As a second line of defense, the ECB could switch to partial reinvestments,
which could be used flexibly, or introduce new purchases to build the planned structural bond portfolio.

Japan
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remained resilient despite expectations of further BOJ tightening, supported by strong earnings momentum,
optimism surrounding the global Al investment cycle, and portfolio inflows into Japan amid holiday-thinned
trading elsewhere in Asia. BOJ Deputy Governor Uchida added to the constructive narrative, arguing that
Al represents a positive demand shock that could raise inflation, long-term interest rates, and potentially
the neutral rate, reinforcing the case for further policy normalization over time. The benchmark bond yield
curve steepened (2-yr flat at 1.91%; 10-yr +0.5bp to 3.09%; 30-yr +4bp to 4.23%). Meanwhile, the yen
fluctuated around the 158 level today, ending Asian trading hours little changed at 157.81/$. CFTC data
showed that leveraged funds rebuilt short-yen positions (JPY210 bn; $1.3bn) in the week ended Sep 29,
after the yen weakened for a third consecutive week, pressured by the US-Japan yield gap.

Emerging Markets back to top

EMEA equities edged mostly higher, while currencies remained mixed amid weak sentiment stemming
from Europe’s political and fiscal turmoil. In CEE, equities rose and currencies were little changed against
the euro. Romania outperformed after S&P maintained its investment-grade rating, with equities up 2.6%
and the leu gaining 0.1% to RONS.33/€. In Turkiye, equities recovered 1.3% amid the investment funds
crisis, while the lira was little changed at TRY49.16/$ despite a downside inflation surprise. The rand
weakened 0.2% to ZAR16.67/$, with South African equities flat. Gulf equities were mixed, led by Qatar
(+1%).

Asian currencies were mixed (EM Asia: flat). The Korean won (+0.4%) and Taiwan dollar (+0.3%)
strengthened, while the Thai baht (-0.3%) and Indonesian rupiah (-0.2%) weakened. Asian equities rose
the most in a month (EM Asia: +1.7%) as softer US employment data eased Fed rate hike bets: Taiwan
POC (TAIEX: +2.6%), Philippines (PSE Index: +2.0%) and Indonesia (Jakarta Composite: +1.4%) led the
advances.

LATAM markets traded mostly higher as odds for further US monetary policy tightening eased.
Currencies were mostly higher, led by the Colombian peso (+1.5%), which also benefitted from last week’s
surprise rate hike. Equity markets were also mostly higher, led by Brazil's IBOV index (+2.7%), which ended
the week at its highest level since April, ahead of initial results from the presidential election. Local bond
yields were mostly lower, with Colombia an exception; its 10-year yield rose 31 bps following a debt-swap
operation in which the government exchanged shorter-term debt (mostly maturing in 2027) for longer-dated
securities (extending as far as 2062) to reduce short-term refinancing risk and improve liquidity
management.
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EM Fund Flows

EM fu nds outﬂows persist for the third Figure 1: Weekly cross-asset flows Figure 2: EM bond and equity fund flows
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from both non-ETFs (-$1.2bn, prior week -$1.5bn) and ETFs (-$577mn, prior week -$623mn) moderated
during the week. All regional equity funds also posted outflows, led by Asia ex-Japan funds (-$1.5bn) while
CEEMEA funds (-$124 mn) and LATAM funds (-$99mn) posted modest outflows. Nonetheless, despite the
challenging week, YTD cumulative inflows into EM Funds remain positive, standing at +$33.7bn for EM
bonds and +$68.6bn for EM equities, and remaining higher compared to recent years.

India

Market participants remained focused on the prospect of a more hawkish Reserve Bank of India
ahead of this week’s policy meeting. Equities snapped a four-day losing streak (SENSEX: +0.3%) after
a local holiday but remained roughly 7% below end-July levels amid a prolonged selloff driven by elevated
oil prices, rising global bond yields, and potentially tighter monetary policy. Investors are increasingly
shifting their attention toward the earnings season for signs that corporate profits can stabilize sentiment.
Government bond yields were little changed today (10-yr flat at 7.21%; 30-yr +0.5bp to 7.69%), but investors
expect further curve flattening as the RBI drains surplus liquidity. Investors are also anticipating additional
liquidity-withdrawal measures to push overnight rates closer to the policy rate and restore monetary policy
transmission. The rupee was little changed today at 96.29/$ after weakening 0.5% last week due to higher
oil prices and equity outflows. The RBI’s foreign exchange reserves recorded a record decline (-18.34bn to
$747.56 bn) in the week of Sep 25, reinforcing signs of sizeable intervention and swap operations to support
the currency.

Gap Between Short-, Long-Term Bonds Shrinks on Cash Drain  ppI's Reserves Drop Amid Persi Rupee
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Peru
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its Oct. 7 meeting. Goldman Sachs analysts - i e »
expect Peru’s central bank to raise its policy . s [
rate, as headline inflation has risen steadily - . -
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potential, tighter global financial conditions, and exchange-rate depreciation as factors supporting a less
accommodative monetary stance. A 25-basis-point hike would lift the ex-ante real policy rate to around
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1.4% from 1.2%, while leaving it below the central bank’s estimated neutral rate of 2%. Policymakers are
expected to maintain a data-dependent approach, emphasizing that the move would not necessarily mark
the start of a tightening cycle, while leaving the door open to further hikes if incoming data warrant them.

Romania

Romanian government bonds, equities and the leu rose today after S&P affirmed the country’s
credit rating at BBB- (the lowest investment grade) on Friday. The domestic 10y bond yield fell 22bps to
7.05%, about 40bps below its level a week earlier, while the benchmark stock index gained 2.7% and the
leu strengthened slightly against the euro (0.1%) to around RON5.33/€. The relief follows renewed political
turmoil, with Romania having had a caretaker government since the previous ruling coalition fell over
austerity measures in May. A second attempt to form a government failed last week, pushing the leu above
5.34 per euro. S&P retained a negative outlook on the rating, warning that it could downgrade Romania if
political difficulties obstruct deficit reduction. Raiffeisen notes that the immediate risk has eased, but says
attention now turns to the 2027 budget, with President Dan expected to resume coalition talks soon and
nominate a new prime minister-designate in the coming weeks.

Tiirkiye

Data released today showed that inflation declined slightly more than expected in September, with
CPl inflation at 29.7% yly (vs. est. 30.2%), down from 31.5% in August. As weaker demand is helping to
offset pressure from high oil prices, BBVA sees a stronger case for a rate cut at the central bank’s October
22 meeting. Deutsche Bank also sees weakening demand and continued, albeit gradual, disinflation. It still
projects growth of around 3% in 2026 and up to 4% in 2027 and expects the policy rate to reach 36% by
year-end (from 37% currently). Similarly, MUFG argues that, without a significant decline in energy costs,
the central bank may leave rates unchanged in October, while Bloomberg warns that renewed demand for
foreign currency following the September fund turmoil could pressure reserves and slow the pace of easing.

Turkish Inflation in September Was Lowest Since Nov. 2021

Annual price growth slowed to 29.7% last month
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Global Financial Indicators
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Emerging Market Financial Indicators

Exchange Rates

Local Currency Bond Yields (GBI EM)

10/5/2026 Level Change (in %) Level Change (in basis points)
8:16 AM 1 12m i Last12m Latest 1Day 7Days 30Days 12M

China : 01 B

Korea* e 1344 | 03 1.0 0.2

Indonesia __,M,,/M“" 17907 | -0.2 04 -15

India T g6 00 03 19

Philippines M 63 01 -01 -01

Thailand N s o V' 03 03 24

Malaysia et 409 | 00 01 10

Argentina o™ 1523 | 0.1 0.1 08

Brazil it 5.21 0.1 06 23

Chile e’ 003 | 03 24 [EE

Colombia ~or. 3265 |G 13 32

Mexico s 1815 | 01 0o [JEEH

Peru o Pl p 34 05 05  -21

Uruguay e VT 4 0.2 00 03

Hungary o st 328 02 17 47

Poland ot 391

Romania w" 48

Russia b 850 | 10 0 07 12 23 | 73

South Africa et 166 0.1 13 38 32 | 05 [ s 02 -3

Turkive " 4916 345 e

US (DXY; 5yUST)  [wmqeie™ 102 505 0

Level

Last 12m

Equity Markets Bond Spreads on USD Debt (EMBIG)

Change (in %) Level Change (in basis points)

Last 12m  Latest 7 Days 30Days 12M YTD

basis points
China wren M, 4358 59 |, 0 -1 7
Korea* ™ 7004 662 | A . 24
Indonesia Tt 6,119 14 05 78 246 | 292 [TTYVWhwe 102
India TN, 72,382 20 54 109 | 154 |aehervmen 89
Philippines vf"\,wv‘\ 5,743 91
Thailand T 1576 | 03
Malaysia 1632 0.1
Argentina j“’"m 2767663 03
Brazil N 192 115
Chile e 5 481 0.1
Colombia ™ D515 | 06
Mexico e e, 54532 |11
Peru AT 3529 02
Hungary L 140931 | 06 46
Poland =" 155724 | 09 07 12 16 17
South Africa Mg ey 108600 | 02 05 70 1
Tarkiye o 2427 |13 3 (R 6
EM total DN e 14 05 15 2438 2

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

*Not an EM Under IMF Classification.
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