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LEAD EDITOR: JEFFREY WILLIAMS 

• Rising Fed hike expectations have yet to trigger a broader repricing of rates (link) 

• Analysts debate the macroeconomic footprint of AI investment (link) 

• European Southern spreads widen on higher energy prices led by Italian BTPs (link) 

• Fully priced rate hike leaves Japanese yen rally vulnerable ahead of policy decisions (link) 

• Strong yuan guidance and weak credit demand reinforce China’s low-yield backdrop (link) 
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I’m Sorry Dave. I’m Afraid Markets Don’t Like That 

Equity markets are lower this morning, led by technology stocks, as investor enthusiasm around 

AI is being tested by warnings from industry leaders about the pace of development. The heads of 

two major AI firms, Anthropic and OpenAI, have argued that development should slow to ensure the 

technology remains controllable, prompting a sharp pullback in AI-exposed shares. In Europe, the Stoxx 

600 is 0.4% lower on the day, with the technology sector around 4% lower, while S&P 500 and Nasdaq 

futures are down 0.7% and 1.7%, respectively. The AI warnings have temporarily shifted attention away 

from a busy week for major central banks, with markets now pricing a high probability of rate hikes from 

both the Federal Reserve and the Bank of Japan, with a relatively small likelihood of a Bank of England 

hike. Fed hike odds have risen to 90% from 60% a week ago, while investors see the Bank of England as 

more likely to wait until November. 

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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Week ahead. Global markets face a pivotal week as major central banks meet against a backdrop of 

lingering inflation concerns in the United States and elevated sovereign bond yields. Attention will focus on 

the September FOMC meeting, updated economic projections, and incoming US retail sales data. The 

Federal Reserve will announce its policy decision on Wednesday, with traders pricing in a high probability 

of a 25 bp hike. The Bank of England is expected to keep rates unchanged at 3.75%, while market 

participants anticipate a 25 bp rate increase from the Bank of Japan on Friday, to 1.25%. 

Mature Markets          back to top 

United States 

Rising Fed hike expectations have yet to trigger a broader repricing of rates, surveys suggest. US 

Treasury yields have climbed closer to the 5 percent threshold following stronger inflation readings and 

growing expectations that the Fed may raise rates as soon as next week. Traders have increasingly priced 

in two rate hikes by year-end, amid August CPI and PPI data, alongside September UMich expectations, 

reinforcing concerns about persistent price pressures. However, Bloomberg's latest Markets Pulse survey 

suggests that investors do not expect a prolonged tightening cycle. More than 80 percent of respondents 

view any forthcoming Fed action as a one- or two-off mid-cycle adjustment rather than the beginning of a 

broader series of rate increases. Investors remain alert to the implications of higher yields for risk assets. 

About one-third of survey respondents indicated that a 10-year Treasury yield between 5 and 5.25% could 

trigger a 10% correction in US equities, although the yield level that would prompt adjustments to 

respondents' own portfolios was generally higher (5–5.75%). Respondents identified accelerating inflation 

and fiscal concerns as the principal threats to Treasuries over the coming months, while many argued that 

the pace of any further rise in yields matters more than the level itself. 

Bloomberg Market Pulse Survey (Sept 8–10, 20–26) 
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Analysts debate the macroeconomic footprint of AI investment. Artificial intelligence investment is 

increasingly featured in discussions about inflation, productivity, and interest rates, though estimates of its 

macroeconomic impact vary widely. According to Macrobond, the information-processing component of the 

US CPI basket recorded the largest increase in its contribution to headline inflation between July and 

August. However, the component currently contributes only 0.03 percentage points to headline inflation. 

Recent market research has also reached markedly different conclusions regarding the effect of AI-related 

financing on Treasury yields. The differing assessments reflect variation in assumptions, measurement 

approaches, and transmission channels. The table below summarizes selected market views. 

Source 

(date) 

Assessment Quantitative results Framework / Interpretation 

Barclays 

(28 Aug) 

Upward pressure on 

the term premia 

20–30bp increase in term premium since 

April; about $50bn/month of additional 

10y-equivalent IG duration supply.  

Duration-adjusted supply and 

term-premium effects from AI-

related issuance. 

Citi  

(1 Sep) 

Limited aggregate 

impact; possible 

effects at the 30-year 

point 

On the four days since early 2025 with 

>$20bn long-term IG issuance, 5s30s 

steepened 1.87bp on average but 

flattened by ~1bp over the next week.  

Market impact of heavy 

corporate issuance and 

absorption capacity; possible 

pension-demand effects at the 

long end. 

PIMCO  

(1 Jun) 

Recent rise mainly 

reflects policy-rate 

expectations 

From Feb. 27 to May 27, the 10-year 

yield rose 51bp, comprising 38bp from 

expected-rate changes and 13bp from 

term premium.  

Expected policy rates versus 

term-premium decomposition. 

SMBC  

(11 Sep) 

Corporate issuance 

effect appears small 

$750bn expected net new corporate 

supply in 2026; coefficients of changes in 

corporate supply on term-premium are 

small and statistically insignificant.  

Net supply and Treasury-

corporate substitutability. 

ING  

(18 Aug) 

AI issuance is part of 

the story, but not the 

main driver 

The US 10y real yield rose from 1.7% to 

2.4%; the nominal yield was assessed at 

about 20bp above ING’s normal 

valuation.  

Real-yield normalization, fiscal 

issuance and investor demand; 

does not allocate the 20bp 

specifically to AI issuance. 

Natixis  

(27 Mar) 

AI may keep real 

yields elevated 

Estimates AI-related funding needs of 

$400–900bn in 2026; provides no basis-

point yield estimate.  

Capital demand and expected 

returns on capital. 

Note: Assessments are not directly comparable. Estimates refer to different objects, including duration-adjusted supply, Treasury-

corporate substitution, expected policy rates, term premia, and capital-demand effects. 

Euro area 

European equities opened the week in the red along with global peers on AI leaders’ calls for slower 

development. The Stoxx 600 index is 0.4% lower with tech stocks down 3.5%, All regional bourses declined 

with Italy underperforming (FTSE MIB -1%). The euro lost ground (-0.5%) against a globally stronger dollar 

on firming Fed rate hike expectations; Bloomberg reports that one-week EUR/USD risk reversals sit at 12bp 

in favor of the dollar, reflecting bearish sentiment on the euro. Money markets increased ECB rate hike bets 

on today’s rise in energy prices (Brent +3.5%) after Saudi supply disruptions. Swaps currently imply 38bp 

of additional ECB tightening by December and about 90bp by end-2027. Following the ECB’s decision last 

week, Barclays now expects a 25bp hike in December, with risks skewed toward additional tightening 

should the energy outlook fail to improve. Deutsche Bank also expects one more hike in December, taking 

the terminal rate to 2.75%, but note that ECB staff projections could justify a rate near 3% in late 2026 or 

early 2027. ING analysts are skeptical on market pricing, viewing that too many hikes are priced-in and no 

later cuts, which implies a delayed inflation shock, tighter labor supply and a higher neutral rate all at once. 

European government bond (EGB) yields continued to rise, led by the front-end, with the 2y Bund adding 

5bp to 3.25% and the 10y yield 2bp to 3.52%. Southern spreads widened on higher energy prices, with 

Italian BTPs underperforming this morning as the 10y BTP-Bund spread added 3bp to 88bp, reaching its 
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widest level in over five months according to Bloomberg, while the 10y OAT-Bund rose by 1bp to 96bp. 

Analysts at Bloomberg expect French government bonds to find some support after opposition leaders 

signaled over the weekend the preference for a full 2027 budget legislation over a special law procedure, 

while Finance Minister Lescure confirmed that the government is targeting €30bn in budget savings from 

spending cuts rather than tax increases. 

 

UK 

The pound continued to edge lower (-0.3%) against the dollar this morning, as gilts extended losses 

with another bear-flattening move (2y yield +6bp and 10y yield +2bp). Analysts at Bloomberg warn that the 

front-end of the gilt curve is at risk of a snapback if the Bank of England (BoE) fails to signal a willingness 

to hike rates when it meets this week. The 2s10s curve has added roughly 20bp of flattening since late-

August, with money markets pricing-in about 100 bp of policy tightening from the BoE by July 2027. 

Deutsche Bank (DB) sees the BoE holding rates on September 17 (and through 2027), with a likely 6–3 

vote split but still a more hawkish tone. However, DB notes that UK growth has been stronger than expected 

and that the labor market is stabilizing, and while it expects CPI to peak near 3.5% y/y in November it no 

longer foresees cuts before Q1 2028. ING also expects the BoE to hold in September as second-round 

inflation effects remain limited with wage growth near 3%, but it also continued to see cuts in April and 

November 2027. TD Securities also expects a hold and argue that markets price too much BoE tightening.  

 

Japan 

Japanese markets traded cautiously ahead of this week's Bank of Japan and Federal Reserve 

meetings. The yen weakened (-0.6%) to 154.51/$ today, with investors increasingly questioning whether 

a nearly fully priced BOJ rate increase can generate further currency gains. According to latest CFTC data, 

hedge funds had sharply reduced short-yen positions ahead of last Wednesday’s remarks by US Treasury 

Secretary Bessent supporting the currency, helping drive a recent rally, but positioning has now largely 

normalized. Market participants noted that rate differentials remain challenging for the yen, with investors 

still pricing slightly more Fed tightening than BOJ tightening through year-end and only a modest (25%) 

probability of a follow-up BOJ hike in October. Morgan Stanley strategists argued that recent yen strength 

has been driven more by positioning adjustments and repatriation speculation than a change in 
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fundamentals, maintaining a target of 163/$ as carry trades gradually rebuild. Meanwhile, speculation that 

Japan's Government Pension Investment Fund could reduce foreign bond holdings by as much as $62 bn 

and increase domestic allocations continued to support expectations of eventual capital repatriation. Today, 

benchmark JGB yields rose, with the 10-year revisiting last week’s 3% peak (10-yr +1.5bp to 2.99%; 30-yr 

+3bp to 4.07%). 

 

Emerging Markets          back to top 

Asian currencies weakened (EM Asia: -0.1%), led by the Thai baht (-0.6%) and Taiwanese dollar (-0.4%). 

Asian equities declined (EM Asia: -1.8%) as AI-related stocks fell following calls from Anthropic and OpenAI 

to slow AI development for safety. Korea (KOSPI: -3.3%) and Thailand (SET Index: -0.8%) fell the most. 

Indonesia’s Jakarta Composite had declined by as much as 2.6% before almost recovering all losses after 

prime minister Prabowo replaced finance minister Purbaya with his deputy Nazara. EMEA equities and 

currencies were mostly under pressure this morning. In CEE, equities traded in the red across the 

region save for Romania (+0.8%), while currencies lost ground against the euro with the Hungarian forint 

underperforming (-0.5%). The rand retreated (-0.6%) against the dollar, while South African equities 

dropped by 1.1% this morning on declining gold price. The lira was weaker (-0.2%) against the dollar, with 

equities down by 1.3% this morning in Türkiye. Latin American currencies were mixed and equities 

declined to end the week. The Peruvian sol (+0.3%) outperformed regional peers, while the Brazilian real 

(-0.4%) lagged. Equities in Argentina (-1.9%) experienced the largest losses, followed by Colombia (-1.4%), 

and Chile (-1.1%).  

EM Fund Flows 

EM fund inflows softened modestly 

last week, with combined bond and 

equity inflows totaling $777mn, down 

from $834mn the previous week. 

Bond funds attracted $437mn, with 

hard currency and local currency 

funds contributing similar amounts 

(+$228mn and +$209mn, 

respectively). Hard currency inflows 

were concentrated in broad EM 

mandates (+$311mn), which more 

than offset outflows from Asia ex-

Japan focused funds. Local currency funds exhibited a comparable pattern, as gains in EM ex-China funds 

(+$243mn) were partially eroded by outflows from China focused funds. Equity fund inflows (+$340mn) 

were driven by ETFs (+$1.4bn) but nearly offset by non-ETF outflows (-$1.1bn). Regionally, Latam 

(+$52mn) saw marginal inflows, while Asia ex-Japan (-$1.2bn) and EMEA (-$28mn) saw outflows. 
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China 

Chinese financial markets were broadly 

steady as policymakers reinforced exchange-

rate stability and accommodative financial 

conditions. Both onshore CNY and offshore 

CNH were little changed near 6.71/$ despite the 

PBOC setting its strongest fixing (6.7698) since 

early 2023, with analysts viewing the move as a 

signal of stability rather than an attempt to 

engineer faster appreciation. Investors generally 

expect yuan performance around the Sep 24 

Trump-Xi summit to remain largely driven by 

broader dollar movements. Authorities also intensified efforts to promote foreign-exchange risk 

management, with regional SAFE offices reportedly urging banks to raise corporate hedging ratios and 

offering incentives to increase the use of derivatives, reflecting concerns that sustained yuan strength and 

higher input costs could pressure exporters. In fixed income, sizable net POC liquidity injections kept 

money-market rates subdued (overnight repo: 1.41%) and reinforced low CGB yields (10-yr flat at 1.69%; 

30-yr +0.5bp to 2.15%), while today’s seven-year CGB auction cleared at 1.49%, the lowest since Dec 

2024. Meanwhile, August credit data disappointed expectations. Aggregate financing increased 

CNY1.66 trn ($247 bn) (consensus: 2.1 trn) and financial institutions extended only CNY60 bn new yuan 

loans (consensus: 404 bn), suggesting household and corporate borrowing demand remained weak.  

Czechia 

The koruna edged lower 

against the euro this morning, 

with Czech stocks down 0.5% 

and government bond yields 

continuing to rise (about 3bp) 

across the curve. ING sees the 

Czech National Bank keeping 

the policy rate unchanged at 

3.75% at the September 17 meeting in a “wait and see” mode. ING warns, however, that producer prices 

have likely gained momentum in August on higher energy prices, which complicates the picture for the 

policy outlook in the coming months, and it sees a rate hike in November as increasingly likely. Deutsche 

Bank has a similar view, as it also expects a hold in September but forecasts a November hike taking the 

policy rate to 4% given the rise in energy prices; it expects Czech headline inflation to peak near 3.5% in 

Q1 2027. Goldman Sachs remains more dovish, as it also sees a September hold, arguing that the current 

level of the policy rate is already restrictive; and believes that the 75–100bp rate hikes priced-in by money 

markets over the next year are too many. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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