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• Fed week begins amid inflation focus (link) 

• CCC-rated US corporate yields hit widest gap since 2022 (link) 

• Canadian annual inflation holds steady at 3% in August (link) 

• Market participants expect the BoE to slow QT further this week (link) 

• Japanese government bonds come under renewed selling pressure (link) 

• China’s August data exposes growing supply-demand divide (link) 
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Markets Whipsawed by Oil, Fiscal Concerns, and AI Risks 

Markets recovered from earlier losses as oil prices retreated from session highs, but the pullback 

has done little to ease broader concerns over inflation, fiscal risks, and pressure on long-end yields. 

Brent crude briefly moved back above $108 per barrel early this morning before easing to around $106, 

after reports that Ukraine and Russia could negotiate a deal to halt attacks on energy assets. The pullback 

helped European equities pare earlier losses, with the Stoxx 600 recovering from a decline of more than 

1% to trade only slightly lower. Still, oil prices remain elevated, keeping inflation risks in focus ahead of 

major central bank decisions this week, while long-end yields remain under pressure from ongoing fiscal 

concerns. The US 10-year yield is above 5%, and many analysts warn that yields could rise further if the 

Fed does not hike as expected tomorrow, reinforcing concerns that inflation could remain higher for longer. 

Meanwhile, technology shares are recovering modestly from yesterday’s AI-led sell-off, even as additional 

researchers warn about the risks posed by continued unchecked AI development. 

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

Markets enter the week ahead of the Fed's September 15-16 meeting amid continued inflation focus. 

Preliminary University of Michigan survey data showed one-year inflation expectations rising to 4.6% in 

September from 4.0% in August, above the 4.2% expected and the highest reading since June. Longer-

term expectations edged up to 3.4% from 3.3%, while consumer sentiment fell to 47.8 from 51.7. The survey 

cited higher fuel prices and trade tensions as factors affecting household expectations. The release followed 

August inflation data showing headline CPI at 3.4 percent and core CPI at 2.4 percent. Ahead of the FOMC 

meeting, futures markets were pricing a 92 percent probability of a 25 bp rate increase. The yield on the 

US 10-year Treasury touched 5% during Monday's session before easing marginally to 4.987%. 

University of Michigan Surveys of Consumers 

Preliminary Results for September 2026 

Target Rate Probabilities for 16 Sept 2026 Fed 

Meeting (CME FedWatch) 

  

CCC-rated US corporate yields hit their widest gap since 2022. Investors are demanding increasingly 

high compensation to hold the riskiest segment of the US corporate bond market, with average yields on 

triple-C-rated debt reaching 13.63% at the end of last week. According to Bloomberg, the move comes 

amid a broader selloff in global bond markets ahead of this week’s Federal Reserve meeting. CCC yields 

are now 601bp above those of the broader non-investment-grade corporate bond market, the widest gap 

since the Federal Reserve was still in the midst of its 2022-23 tightening cycle, analysts report. Market 

commentary indicated that signs of broad credit-market stress remain limited despite higher borrowing 

costs, with refinancing concerns mainly concentrated among the lowest-rated borrowers. 
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CCC-Rated US Corporate Yields 

 

Canada 

Canadian annual inflation holds steady at 3% in August. Headline CPI held at 3.0% yoy, in line with 

expectations, while inflation excluding food and energy increased modestly to 2.1% from 1.9% previously, 

also matching forecasts. According to RBC, underlying price pressures remained comparatively contained, 

with the Bank of Canada's preferred CPI-trim and CPI-median measures remaining close to the 2% target. 

Measures of inflation breadth also moderated, with fewer components of the CPI basket recording price 

increases above 3% and 5%. Markets continue to price in a significant degree of monetary tightening over 

the coming year, with overnight-index swaps implying roughly 4.6 Bank of Canada rate hikes by July 2027. 

Breadth of inflationary pressures in Canada 

CPI basket, by 3-month annualized growth rate 

 

Europe 

European risk assets fell as higher 

oil prices deepened the global bond 

sell-off. The STOXX Europe 600 index 

declined by 0.8%, led by financials, 

while sovereign yields rose across the 

region as Brent gained 2% to $108/bbl. 

Gilts underperformed, with the two-year 

yield rising 4 bp, as markets now price 

two BoE hikes this year, up from 1.2 a 

week ago. The probability of a BoE hike on Thursday stands at around 24%, with tomorrow’s inflation 

release likely to shape expectations. More broadly, Bloomberg highlights a sharp hawkish repricing, with 

markets now pricing four quarter-point ECB hikes and five BoE hikes over the next year, while Bank of 

America’s global fund manager survey identifies a disorderly rise in bond yields as the largest tail risk. UK 

labor-market data were mixed but remained soft: unemployment was unchanged at 4.9%, while payrolls 

fell by 26,000 in August. Germany’s ZEW survey was mixed: expectations edged higher but undershot 

forecasts, while the assessment of current conditions improved markedly and exceeded expectations. 
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United Kingdom 

Markets expect the BoE to hold Bank Rate at 

3.75% but slow QT and retain a hawkish vote 

split. Most bank previews expect a 6–3 decision, 

with Greene, Mann and Pill voting for a 25bp 

hike on Thursday, although Barclays sees a risk 

of additional dissenters. The BoE’s Market 

Participants Survey (MaPS) expects annual QT 

to fall from £70bn to £50bn, largely because 

fewer gilts mature rather than because of a 

substantial reduction in active sales, which 

would remain near £20bn. MaPS respondents expect active sales to be split roughly 43% in short-, 41% in 

medium- and 16% in long-dated gilts, while Deutsche Bank expects the BoE to stop long-dated sales 

entirely given pressure at the long end. While the BoE estimates that QT has raised gilt yields by around 

25bp cumulatively, Morgan Stanley estimates an impact closer to 70bp at the 30-year point. Some analysts 

also expect the BoE to begin discussing a more holistic long-term balance-sheet strategy as reserves 

approach the Preferred Minimum Range of Reserves (PMRR), potentially paving the way for closer 

coordination with the DMO and a smaller BoE footprint in gilt sales. 

Japan 

Japanese government bond yields rose to their 

highest levels since the mid-1990s as investors 

reacted to growing concerns over Japan’s fiscal 

outlook.  Benchmark JGB yields rose (10-yr +4bp to 

3.03%; 30-yr +8bp to 4.15%), especially after 

afternoon reports that the government is considering 

increasing medium-term defense spending to as much 

as 3.5% of GDP, raising concerns over future 

borrowing requirements at a time when ministries are already seeking record budget allocations. The 

cabinet’s approval of a temporary reduction in the consumption tax on food, to 1% from 8%, further 

sharpened scrutiny over Japan’s fiscal trajectory, even as officials pledged not to finance the measure 

through new debt. Bond traders were originally happy with strong demand at the 20-year JGB auction     

(bid-to-cover: 4.01; 12-mth avg 3.73), later overcome by fiscal concerns. The yen weakened (-0.4%), while 

equities outperformed regional peers (Nikkei 225: flat) thanks to a rebound in AI-related shares such as 

SoftBank (+7.5%). 

Emerging Markets          back to top 

Asian currencies weakened (EM Asia: -0.2%) versus the US dollar amid inflation concerns and higher 

US Treasury yields. The Korean won weakened sharply (-1.1%), dragged by outflows from local equities. 

Asian equities continued to decline (EM Asia: -0.7%), led by Singapore (Strait Times: -1.4%), Malaysia 

(Kuala Lumpur Composite: -1.1%), Indonesia (Jakarta Composite: -1.1%) and Philippines (PSE              

Index: -1.1%). EMEA currencies mostly weakened versus the dollar, with the Hungarian forint and 

South African rand extending their recent underperformance. EMEA sovereign yields increased in line 

with the continued global bond sell-off. However, Bloomberg reports that Gabon’s bonds surged after a 

government audit put public debt nearly 20% below the previous estimate at $16.7 billion, or 69% of GDP. 

Regional risk assets were mostly weaker, with Turkish stocks underperforming (-2%). Latin American 

markets were broadly softer on Monday. The Chilean peso (-1.6%) led regional currencies lower, 

underperforming its emerging-market peers as higher oil prices and a firmer dollar added downward 
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pressure. Equities followed suit, with Brazil (-0.9%) and Argentina (-0.5%) both declining, while Mexico 

(+0.4%) was the notable outlier, bucking the broader trend. 

Emerging Europe 

Eastern European sovereign bonds 

have outperformed year-to-date as 

investors favor their attractive 

yields and relatively strong fiscal 

fundamentals, Bloomberg writes. 

Bulgaria, Hungary and Lithuania are 

among the preferred markets, while 

fiscal deterioration is weighing on 

traditional core issuers such as 

France and Belgium, further eroding Europe’s historical core-periphery divide. This morning, however, CEE 

bonds underperformed, with the Polish curve rising by 10 bp across maturities. 

Gulf Region 

Gulf oil producers’ exposure to further 

escalation varies sharply, but Bahrain 

appears most broadly exposed to a 

prolonged Gulf disruption. A heat map 

produced by analysts at Barclays flags Bahrain 

across the fiscal and external vulnerability 

indicators, reflecting its dependence on 

hydrocarbon receipts and weaker capacity to 

absorb a sustained revenue shock. 

Meanwhile, Qatar and Kuwait recorded the 

Gulf’s largest Q1 GDP contractions—7.0% 

and 4.6% y/y, respectively—with Qatar’s H1 

fiscal deficit of QAR31.5bn already exceeding its QAR21.8bn full-year target. The continued obstruction of 

oil, refined-product and LNG exports is therefore weakening output, balance-of-payments receipts and 

public finances across the Gulf, with the greatest pressure falling on economies combining high 

hydrocarbon dependence with thinner financial buffers. Saudi Arabia’s suspension of the East–West 

pipeline has further increased regional exposure by temporarily removing a crucial route around Hormuz. 

China 

Stronger-than-expected industrial 

production contrasted with weak 

consumption, investment and 

housing activity, underscoring the 

uneven nature of China’s growth 

recovery despite continued support 

for the yuan. August Industrial 

production accelerated to 5.2% y/y 

(consensus: +4.8%), benefiting from strong export demand, AI-related manufacturing and robust output in 

sectors such as aluminum. Retail sales growth slowed to just 0.4% (consensus: +0.8%) and fixed-asset 

investment contracted 7.2%, highlighting persistent weakness in household spending and business 

confidence. Property market conditions remained soft, with both new-home prices (-0.17%) and         

existing-home prices (-0.31%) extending their declines. Against this backdrop, the People’s Bank of China 

strengthened the yuan fixing for a fifth consecutive session to 6.7670/$, its longest streak since late 2025. 
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Market participants viewed the stronger fixings as a signal that authorities prefer a stable to gradually 

appreciating yuan ahead of the September 24 Xi-Trump summit while limiting exchange-rate volatility. 

Today, both onshore CNY and offshore CNH weakened slightly, while government bond yields fell             

(10-yr -0.5bp to 1.68%; 30-yr -1bp to 2.14%). Equities were mixed, with the CSI 300 edging lower on growth 

concerns while technology shares found support from stronger industrial data and Beijing’s supportive 

stance toward AI development. 

India 

Government bond yields 

climbed above 7% as 

accelerating inflation 

pressures and the RBI's 

decision to sell bonds to 

absorb excess liquidity 

prompted investors to 

reassess the outlook for 

sovereign debt. Today, 

government bonds sold off (10-yr +7bp; 30-yr +5bp), as the Reserve Bank of India announced INR1 trn 

($10.5bn) of sovereign bond sales to absorb excess banking-system liquidity, adding to debt supply 

pressures and reinforcing concerns about inflation. Announced yesterday, August consumer inflation 

accelerated to 4.82% y/y, the highest since late 2024 and the third consecutive month above the RBI's 4% 

target. Food inflation remained the main driver, with weak monsoon rains, crop damage, higher global 

commodity prices, and expanding biofuel demand lifting prices of staples such as onions and sugar, while 

elevated oil prices added to broader cost pressures. Today, the rupee weakened (-0.4%) amid concerns 

over a rising oil import bill, although RBI intervention and ample foreign exchange reserves stand to help 

limit losses. Equity market performance was more mixed (SENSEX: -0.2%), with technology stocks 

outperforming sharply as investors welcomed calls for restraint on AI development, easing concerns of a 

quick disruption to India's software-services sector. 

Chile 

Chilean peso leads EM currency losses as oil prices increase. 

The peso underperformed emerging market currencies yesterday, 

falling 1.6% as Brent crude closed above $106 per barrel following 

the closure of Saudi Arabia's East-West pipeline. Since the Middle 

East conflict began, the peso's nearly 9% depreciation ranks 

among the worst in emerging markets—and the steepest in Latin 

America, reflecting Chile's outsized sensitivity to oil prices as a 

fuel importer. Bloomberg analysts note yesterday's move was the peso's largest intraday decline since 

June, falling as much as 2.4% at its nadir. The currency now sits at its weakest level since October 2025. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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