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• Treasury sell-off fuels demand for downside protection (link) 

• September BOJ rate hike fully priced in; JGB term premium on the rise (link) 

• ECB sees limited spillovers from rising US tech issuance in euro credit markets (link) 

• China’s bond sales expected to accelerate (link) 

• Emerging market local bonds outpace developed peers amid weaker dollar (link) 
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Markets Cautious as US-Iran Skirmishes Intensify Overnight 

Global bond yields climbed higher overnight, though they retraced this morning, as US-Iran kinetic 

attacks over control of the Strait of Hormuz intensified. Brent oil prices were steady, declining ~1% this 

morning amid no clear catalyst, while front-month contracts remained around $94/bbl. Sovereign yields 

rose overnight in sympathy, but US Treasuries outperformed G4 peers, falling 3 bps this morning versus 

increases of up to 5 bps in German, French, and UK yields, led by the front end, before partially retracing 

at the start of the US session as oil eased. In the euro area, traders priced two full ECB rate hikes by year-

end. European gas prices remain in focus, with Dutch TTF futures briefly reaching €75/MWh. In Japan, 

JGB yields rose by up to 7 bps in the 3yr, while OIS markets have fully priced in a September hike after 

hawkish comments from BOJ policymakers at the G20. This helped ease pressure on the yen, which 

appreciated 0.2% against the dollar after breaching 160 USDJPY this week. Although the broad dollar is 

still 1.7% below its July peak, it has risen 1% since its August nadir as the Middle East conflict has re-

intensified. In risk markets, US futures point to a higher open, while global bourses were broadly set for a 

third consecutive day of losses. On the monetary policy front, the RBNZ raised policy rates by 25 bps, its 

second consecutive hike, while the Bank of Canada’s decision is expected later today. 

 

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

Treasury sell-off fuels demand for downside protection. Treasury yields have surged toward multi-year 

highs, driven by a confluence of factors. These include expectations for tighter monetary policy, concerns 

about the fiscal trajectory, and higher oil prices fueling persistent inflation. Against this weak macro 

backdrop, investment-grade corporate bond issuance in September is expected to maintain the robust pace 

seen throughout the year, adding to concerns about market absorption. As the 10yr Treasury yield reached 

fresh year-to-date highs and the 30yr yield hovered near multi-decade highs, investors have increasingly 

sought protection against further increases in long-term rates. Options activity shows growing demand for 

protection against additional bond selloffs, with investors paying higher premiums for downside hedges and 

targeting further increases in 5-, 10-, and 30-year yields, including a $6.5 million position placed earlier this 

week targeting a rise in the 30yr yield to 5.7% by the end of November. 

      

The AI investment boom is increasingly affecting 

corporate credit markets. While aggregate 

investment-grade spreads remain near historical lows, 

heavy debt issuance by hyperscalers is creating 

localized spread pressures through several channels. 

Greater bond supply, particularly at longer maturities 

and in more concentrated issuance, may require larger 

pricing concessions, while uncertainty surrounding the 

future returns on AI investments may lead investors to 

demand greater compensation. The effects can extend 

beyond the technology sector, as increased demand for 

tech issuance may crowd out other corporate issuers. 

These dynamics have contributed to a growing disconnect between credit ratings and market pricing, with 
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roughly $1 trillion of investment-grade bonds trading at spreads more typical of lower-rated issuers. With 

headline spreads remaining tight, greater dispersion creates opportunities for active investors to identify 

undervalued securities, although its significance remains ambiguous: it may reflect temporary mispricing or 

signal future credit deterioration. 

Europe 

European bonds and equities remained under pressure as renewed US-Iran escalation kept energy 

prices elevated and reinforced expectations of further rate hikes. Two full 25 bps ECB hikes are now 

priced in by year-end. The 10yr Bund yield rose another 5 bps this morning and is around 53 bps higher 

since end-June, with higher inflation breakevens accounting for around 35 bps of the increase. Bloomberg 

notes that European equities have remained relatively resilient, but persistently higher yields are becoming 

a growing headwind; the STOXX Europe 600 fell 0.45% this morning, its third consecutive daily decline. 

European gas prices also remain in focus, with Dutch TTF futures briefly reaching €75/MWh, their highest 

level since the start of the Middle East conflict. Market contacts point to low European gas inventories as a 

vulnerability: while price increases have so far been gradual, some express concern about a potential 

“winter panic” scenario in which prices could rise sharply. The euro and sterling weakened marginally 

against a broadly stronger US dollar in Frankfurt and London sessions. 

European Corporate Credit 

US tech giants are becoming an increasingly important source of euro-area corporate bond supply, 

but the ECB sees little evidence of broader market spillovers so far. Hyperscalers now have around 

€40 billion euro-denominated bonds outstanding and account for almost 10% of gross euro-area non-

financial corporate issuance. Despite relatively price-insensitive funding needs and some widening in long-

end hyperscaler spreads as investors demand greater compensation for prospective supply, demand for 

other euro-area corporate bonds has remained resilient. The ECB concludes that “for the time being” 

spillovers to other corporate issuers remain limited, although continued large-scale issuance could 

eventually raise borrowing costs through greater supply, investor balance-sheet constraints, and 

benchmark rebalancing. 

 

France 

France’s weak growth and worsening fiscal outlook are keeping OATs under pressure, with political 

risks adding to concerns around the 2027 budget. Goldman Sachs expects growth of just 0.4% in 2026 

and has raised its deficit forecasts to 5.3% of GDP in both 2026 and 2027, implying no fiscal consolidation 

over the next two years. GS attributes recent OAT weakness to France’s sensitivity to the global rates 

selloff, heightened scrutiny ahead of difficult budget negotiations, and rising election risks, with its model 

assigning Le Pen a 68% probability of winning the presidency and pointing to the possibility of another hung 

Big tech’s rising weight in the euro area corporate 

bond market 

 

 

Sources: Dealogic, Bloomberg Finance L.P. and ECB 

calculations. 
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parliament. Its rates strategists see risks skewed toward wider spreads as election focus intensifies and 

prospects for fiscal consolidation deteriorate. This morning, the 10yr OAT-Bund spread increased by 1.5 

bps to 88 bps, matching the level reached in 2024 after Michel Barnier’s government was brought down by 

a no-confidence vote. 

 

Israel 

The Bank of Israel (BoI) yesterday cut its policy rate by 25 bps to 3.25%, its third consecutive cut, as 

lower inflation, reduced risk premia, and improved fiscal dynamics provided room for further easing; 

Barclays expects the BoI to remain on hold through the October election. The shekel weakened around 

1.4% against the US dollar yesterday before stabilizing this morning. 

Japan 

BOJ rate hike in September fully priced in. In comments made following the G20 meeting, BOJ Governor 

Ueda noted that the BOJ Policy Board would deliberate with “upside price risks” in mind. His comments 

were seen as suggesting a near certainty of a rate hike when the authorities meet later in September. 

Meanwhile, BOJ Board Member Takata, viewed as one of the more hawkish members of the Board, 

indicated at a press conference in Sapporo, Hokkaido, that “the size and frequency [of policy rate hikes] 

may change as circumstances evolve.” His comments were interpreted as suggesting a potentially faster 

pace of tightening. Overnight index swaps have fully priced in a September hike, particularly as neither 

Governor Ueda nor Board Member Takata pushed back against such expectations. 

Meanwhile, the 10yr JGB term premium has risen amid a 

changing investor composition. Based on the ACM model 

from the New York Fed, Japan’s 10yr term premium now stands 

at around 185 bps, exceeding those of France, the UK, and the 

US (note: the chart below shows normalized estimates). 

Analysts find that this increase in the JGB term premium partly 

reflects the changing ownership structure of JGBs. With the 

BOJ scaling back its holdings, private investors now absorb a 

larger share of supply and have demanded greater 

compensation for holding duration risk. JGB yields extended 

their recent increases on the day. The 20yr bond yield rose 1.5 

bps to 3.895%, the highest since 1996, while the 10yr yield increased by another 1.5 bps from yesterday’s 

level to 3.005%. The yen gained 0.2% on the day to ¥159.83/$. 

New Zealand 

The Reserve Bank of New Zealand (RBNZ) hiked its key rate by 25 bps to 2.75%, its second 

straight hike, as markets had expected. The New Zealand dollar depreciated against the US dollar, 

however, after traders perceived the outcome as slightly more dovish than anticipated. While the 

 

GS: We Are Raising Our Deficit Forecast to 5.3% of GDP 

in 2026 and 2027 

GS: France and, to a lesser extent, Italy have been 

penalised in the current environment 
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RBNZ’s new forecasts indicate the possibility of one further hike by year-end, traders viewed the tone 

of the press conference as less urgent in moving the cash rate toward neutral. Contacts interpreted 

the meeting outcome as a dovish hike, with some now believing the RBNZ’s tightening cycle is over. 

The NZD/USD fell by 0.8% to 0.5843 in overnight trading.  

Emerging Markets          back to top 

EMEA equities and currencies remained under pressure this morning amid the renewed escalation in the 

Middle East, higher oil prices, and the continued global bond sell-off. In CEE, equities edged lower, led by 

Hungary (-0.6%), where the forint weakened further 0.3% to HUF369.57/€. Government bonds 

underperformed, with Poland’s 10y domestic yield up 10bps to 6.16% and more than 30bps higher since 

last week. The rand was little changed around ZAR16.16/$ after slipping 0.4% yesterday, while South 

African equities fell 0.8% as gold prices declined 3.2% WtD. Turkish equities dropped 2%, while the lira 

remained rangebound at TRY48.29/$ as the 37% benchmark rate continued to attract carry inflows. 

Bloomberg estimates foreigners have put $75bn into lira-denominated derivatives and money market funds, 

while policymakers weigh how to limit short-term speculative flows without weakening currency support. 

Gulf stocks also declined, led by Qatar (-1%).  

Asian sovereign bonds extended their selloffs, while equities suffered broad-based losses as rising 

bond yields were expected to weigh on share valuations. The MSCI Asia Pacific Index fell as much as 2.1% 

intraday, ending a six-day rally, with technology leading broad declines. South Korea’s Kospi fell about 4%, 

and Japan’s Nikkei 225 lost nearly 3%. Equity benchmark indices in Taiwan, Hong Kong, and China each 

fell 1% to 1.5%. 

Latin American equities were mixed, with markets in Colombia (+1.9%) and Brazil (+1.3%) rising, while 

Mexico (-1.4%) lagged. The Colombian peso (+1.8%) and Brazilian real (+0.6%) firmed, while the Mexican 

and Chilean pesos were little changed. The Chilean stock market was closed on Tuesday. 

EM Local Currency Bonds 

Emerging market local currency bonds have gained 3.3% YTD, outperforming developed market 

peers (-1.9%), as the dollar has weakened over the past year. Fund managers attribute the divergence 

(left chart) to a revived “dollar debasement trade,” citing concerns over the US’s $40 tn debt load and 

viewing EM central banks’ inflation-targeting discipline as more credible than that of their developed market 

counterparts. The VanEck JPM EM Local FX Bond ETF drew $719.7 mn in 2026Q1, the largest quarterly 

inflow since 2019Q1 (right chart). Risks include US 10yr yields at 4.8%, approaching 5%, which could 

restore the dollar’s relative yield appeal and pull flows back. 
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China 

China’s government bond sales are expected to 

accelerate as authorities seek to boost support for the 

economy. Both the central and local governments are behind 

on their annual bond sales quotas compared with last year 

and are expected to ramp up issuance accordingly. According 

to Bloomberg calculations, the authorities used up about 68% 

of the year’s quota in the first eight months, compared with 

76% over the same period a year earlier. Notably, sovereign 

bond issuance currently stands at 65% of quota, the slowest 

pace since 2022. With new bond issues potentially flooding 

the market later in the year, investors are expected to focus on the PBOC’s response in managing market 

liquidity. Meanwhile, US Treasury and CGB yield spreads are approaching a historic high amid 

divergent outlooks. As the benchmark 10yr Treasury yield has risen, comparable 10yr CGB yields have 

held steady at 1.69%, with the yield spread between the two widening to 312 bps; the historic high was 

about 315 bps, set early last year, according to Bloomberg data. The RMB is little changed on the day, 

trading around RMB 6.72 per dollar both onshore and offshore, lingering near its strongest level since early 

2023. The RMB has gained about 4% so far this year, making it one of the outperformers, second only to 

the Korean won. 

Mexico 

The Mexican peso was Latin America’s best-performing currency in August, appreciating 1.93% 

against the dollar and modestly outpacing the MSCI EM FX Index’s 1.87% gain. The Colombian peso rallied 

nearly 6% intramonth before giving it all back on August 28, the day Fed Chair Warsh’s hawkish Jackson 

Hole remarks sent the 2yr Treasury yield up 11 bps, leaving COP up just 0.27% for the month. The Mexican 

peso also weakened that session, by more than double its recent average daily move, though it still ended 

the month near its strongest level since 2024 (left chart). Leveraged funds have steadily built bullish MXN 

bets since mid-2025, recently pulling back from a two-year high (right chart). 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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