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LEAD EDITOR: TIMOTHY CHU 

• Schatz exhibits safe-haven status amid widening Southern European spreads (link) 

• Indian bond yields rose and rupee stays under pressure after rate hike (link) 

• US credit stress remains concentrated in the weakest borrowers (link) 

• Japanese real wages extend gains, reinforcing wage-price cycle (link) 

• Market analysts temper optimism on Brazil following outsized rally (link) 
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Yesterday’s Relief Rally Stalls on Higher Oil; Yields Resume Ascent 

Global markets slipped this morning as attacks on shipping through the Strait of Hormuz 

intensified. Brent rose 1.1% as traders weighed increased attacks against recovering shipping volumes. 

Global yields resumed their rise after yesterday’s relief rally: the 10-year French-German spread widened 

13 bps on renewed political-gridlock concerns, UK yields rose 7–11 bps—with the 30-year gilt at its highest 

since 1998—and the US curve bear-steepened 2–7 bps, with the 30-year yield returning to 2002 highs. 

Markets await today’s $39 billion 10-year Treasury auction for signals on duration appetite and the 

September FOMC minutes for policy-rate clues. Separately, the RBI unanimously raised its repo rate 25 

bps amid rising inflation risks; despite the hike, the rupee remained under pressure. The dollar gained 0.4%, 

driven by euro weakness. Asian and European equities fell on higher oil prices and higher yields, with the 

Stoxx 50 notably down -1.7%. US equity futures pointed lower, with the S&P500 and Nasdaq set to open 

down 0.4% and 0.7%, respectively, after reaching record highs on earnings and AI optimism. 

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

Yesterday, the S&P 500 rose to a record high on earnings optimism. Analysts have raised Q3 earnings 

growth estimates to about 25% y/y—slower than in 1H 2026 but nearly double last year’s pace—ahead of 

earnings season next week. Market breadth improved, led by rate-sensitive sectors hit hardest by the rise 

in yields since July. Treasury yields fell about 3 bps across the curve amid some relief in European markets. 

The $58 billion 3-year note auction stopped marginally through the 4.932% when-issued yield, as strong 

direct participation offset weaker indirect demand; the 10- and 30-year auctions over the next two days will 

be more consequential. However, Brent rose back to $100/bbl amid geopolitical tensions following reports 

of a blast near Iran’s Qeshm Island. 

Stress in US credit markets has remained concentrated in the weakest borrowers, with broader HY 

spreads holding relatively stable despite the sharp rise in Treasury yields. CCC spreads widened 

above 1000 bps for the first time since the 2023 regional banking crisis, as higher rates raise refinancing 

pressure on highly leveraged borrowers, while the aggregate HY index spread remains at 320 bps (16th 

percentile since 1999). Barclays estimates the nearly 400 bps widening in CCC spreads YTD accounts for 

27% of overall HY index spreads, near a record high, despite CCCs making up only around 8.5% of the 

index, down from 9.7% last year. Stress within CCCs is concentrated in the shorter-dated bonds from 

issuers in media, telecom and tech sectors. Excluding distressed bonds with spreads above 1000 bps 

reduces 1–3 year CCC spreads to 365 bps.  
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Overall credit fundamentals remain robust for listed firms. Around 80% of S&P 500 debt is long-term 

fixed-rate, leverage (net Debt/EBITDA) is below its long-term historical average and the effective cost of 

debt (interest expense/debt) remains below 4%. BAML analysts believe the bigger near-term risk from 

another leg higher in yields is valuation compression, particularly in rate-sensitive sectors, rather than a 

broad deterioration in corporate fundamentals. 

 

Euro area 

European stocks fell this morning as the global bond selloff resumed, with Brent crude back above 

$101/bbl (+1%). Sentiment deteriorated sharply on rising French sovereign risk, with the 10-year             

OAT-Bund spread widening by as much as 10bps to 138bps amid ongoing budget negotiations. The 

widening also comes amid comments by ECB Governing Council member and Banque de France Governor 

Emmanuel Moulin, who reiterated this morning that France’s bond-market situation is serious but does not 

justify ECB intervention. The Stoxx 600 index lost 0.7%, with tech stocks (-1.9%) and the banking sector   

(-1.8%) leading the decline, while all regional bourses edged lower. The bond selloff weighed on the euro, 

which slid 0.6% against the dollar to trade at $1.1192/€.  

Amid underperformance by Southern European government bonds, the Bund yield curve twist 

steepened. The yield on the safe-haven 2-year German Schatz moved 3 bps lower to 3.07%, while the 

10y added 2bps to 3.49% and the 30y yield rose by about 3bps to 3.88%. This morning’s data showed 

German industrial production returning to growth by more than expected in August (2.3% y/y, vs. est. 0.7%, 

following -1.8% y/y in July). Commerzbank noted, however, that the rebound was mainly due to construction 

(up more than 9%), while manufacturing rose only 0.6%, autos fell more than 5%, and chemicals remained 

weak, concluding that it is difficult to assess the implications for Q3 GDP growth before the September 

data.  

Sweden  

Preliminary data showed September CPI 

rising as expected, more than doubling to 

1.5% y/y from 0.7% in August. The rise 

largely reflected energy base effects, while 

core inflation was unchanged at 0.5%, below 

the 0.7% estimate. Markets trimmed bets on 

a November 4 Riksbank hike to 16 bps, 

implying a 64% probability of a 25 bp 

increase, down from 75% yesterday. 

Swedish bonds remained bid, with 2- and 5-year yields down 2 bps to 2.66% and 2.88%, respectively, and 

the 10-year little changed at 3.15%. The krona weakened 0.3% against the dollar but gained 0.2% against 

the euro to SEK11.23/€. Bloomberg analysts expect higher headline inflation to narrow the divergence 

between ECB and Riksbank rate paths, supporting the krona in coming weeks. 
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Japan 

Real wages rose for an eighth consecutive month 

in August, the longest streak of gains in almost a 

decade. Real cash earnings—adjusted for inflation 

excluding rents—were up 1.5% y/y in August, matching 

consensus. Nominal cash wages were up 3.8% y/y, 

while basic wage growth for full-time workers on a 

“same sample” basis, the Bank of Japan’s preferred 

measure, rose 2.8% y/y. Underlying wage growth 

remained firm despite slower bonus-related gains, 

while strong corporate profits and resilient business 

sentiment continued to support labor-market 

conditions. Against this backdrop, markets maintained a high probability of another BOJ rate hike by year-

end. Today, the yen weakened (-0.1%) to 158.21/$, while the JGB yield curve flattened (2-yr +2bp to 1.94%; 

10-yr flat at 3.09%; 30-yr -2bp to 4.21%), as super-long bonds were supported by overseas buying ahead 

of Thursday’s 30-year auction. Attention also remained focused on reports of a possible supplementary 

budget and the government’s food-tax cut proposal, which have revived debate over future bond supply, 

fiscal discipline, and longer-term inflation risks. Prime Minister Takaishi said today that her administration 

is prepared to review spending and revenue plans if government bond yields move unexpectedly. 

Japan Exchange Group unveiled the largest-ever 

overhaul of the TOPIX, marking the next stage of a 

multiyear effort to make Japan’s benchmark equity index 

more investable and representative of market liquidity. 

683 companies are earmarked for removal under stricter 

trading value and free-float market-capitalization 

requirements, potentially reducing the number of 

constituents from more than 2,000 before the reform 

process began to fewer than 1,000 in two years. The 

changes are expected to pressure companies to improve 

liquidity, shareholder returns, capital allocation, and 

corporate governance to retain index inclusion, while also strengthening the benchmark’s appeal to both 

passive and active investors. According to a September estimate by Daiwa Securities, about JPY166 trn 

($1.1 trn) in passive assets track the TOPIX. Japanese equities retreated today (Nikkei 225: -0.9%; TOPIX: 

-0.7%) as higher oil prices and rising global yields dampened sentiment ahead of corporate earnings. 

Emerging Markets          back to top 

EMEA risk assets mostly declined as renewed tanker attacks in the Strait of Hormuz pushed Brent 

above $101/bbl. Higher US Treasury yields and a stronger dollar added pressure. Regional currencies 

broadly weakened, with the Hungarian forint down as much as 1%, while South African and Turkish equities 

fell about 1.5%. In Türkiye, authorities continued to manage the fallout from September’s investment fund 

run; central bank Governor Karahan said most withdrawals had shifted into bank deposits. Kenya’s central 

bank is expected to hold its policy rate at 8.75% later today. 

Asian currencies generally weakened (EM Asia: -0.1%) against the US dollar. The Indian rupee (-0.4%) 

and Taiwanese dollar (-0.3%) depreciated the most. The Indonesian rupiah outperformed (+0.1%) after 

FTSE Russell reaffirmed the emerging-market status of Indonesian equities. Asian equities retreated (EM 

Asia: -1.1%): Korea (KOSPI: -2.0%), Singapore (Strait Times: -1.6%) and Malaysia (Kuala Lumpur 

Composite: -1.3%) led the declines. 
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Yesterday, LATAM markets mostly rallied alongside lower AE yields, a weaker dollar and steadier 

oil prices. The Mexican peso led gains (+4.4%) while the COP underperformed (-1.3%) amid lower energy 

prices. Local equities extended its rally, led by Peru (+1.2%) while Brazil parred some gains (-0.5%) 

following yesterday’s record close. Local yields also declined broadly, led by Colombia, where its 10-year 

yield fell -16bps. 

Brazil 

Market analysts temper optimism following an 

outsized rally. Markets remain buoyed by 

prospects for greater fiscal discipline and 

potentially lower rates, but analysts caution that 

Brazil remains vulnerable given its large fiscal 

deficit and elevated public debt, while Bolsonaro 

has yet to present a detailed consolidation plan. 

The rally also faces political uncertainty ahead of 

the October 25 runoff. RBC BlueBay expects 

markets to initially give Bolsonaro the benefit of the doubt but notes that a sustained rally will require fiscal 

delivery. VanEck similarly cautions that investors will quickly demand credible fiscal targets and concrete 

reforms. Nonetheless, PIMCO analysts are more constructive, arguing that the election outcome 

“meaningfully reduces the left-tail risk of persistently loose fiscal policy,” regardless of the eventual winner, 

with a more conservative Congress increasing the odds of credible fiscal consolidation. 

India 

The Reserve Bank of India voted unanimously to raise the repo rate by 25 basis points to 5.50%, its 

first increase in nearly four years. The monetary policy committee also voted four to two to shift its policy 

stance from neutral to calibrated tightening. Governor Malhotra clarified that this implies a “milder form” of 

a hiking cycle and a “more data-dependent rather than kind of a pre-determined” path. The move prompted 

a selloff in government bonds, with the 10-year yield rising as much as 7 basis points to 7.27% before 

settling at 7.22%, up 2 basis points, its highest level in almost three years. Policymakers highlighted rising 

inflation risks stemming from higher oil prices, a weak monsoon, and broadening price pressures, while 

analysts now expect another 50 bps of tightening in the current cycle. The rupee remained under pressure, 

weakening 0.3% to 96.75/$ despite the rate hike. Governor Malhotra argued that valuation metrics suggest 

the currency is undervalued, but markets remained cautious. Indian equities edged lower (SENSEX: -0.5%) 

as higher borrowing costs weighed on sentiment. 

 

Poland 

Poland’s central bank is expected to keep its policy rate unchanged at 3.75% later today, with 

attention turning to Governor Glapinski’s Thursday press conference for signals on possible rate hikes. All 

34 economists surveyed by Bloomberg expect a hold, as renewed government fuel-price caps give 

policymakers more time to assess inflation following its acceleration to 4% y/y in September from 3.4% in 
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August. Traders have pared tightening bets since the caps were introduced, Bloomberg writes. By contrast, 

Commerzbank highlights increasingly hawkish MPC comments, with November’s new projections 

potentially providing the basis for one or two 25 bp rate increases if inflation is forecast to remain above 4% 

next year. Morgan Stanley thinks that the lack of second-round effects relieves the MPC of immediate 

pressure to hike, but that a hike may still be discussed by the panel. Meeting minutes will be released on 

Friday. The zloty has weakened by 5% versus the US dollar since the beginning of September (0.9% 

weaker today) and by 1% versus the euro (0.2% weaker today). 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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