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• Diesel supply concerns add to inflation pressures (link)
• US assets continue to attract investors despite fiscal concerns (link)

• Japanese bonds and yen reprice sharply (link)
• French bond weakness has yet to materially weigh on the euro (link)
• Chinese equities fall as trade-truce extension disappoints investors (link)

• US dollar strength affects Latin American currencies unevenly (link)
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Yields Climb, Stocks Decline
Higher yields remain in focus as rising oil prices revive inflation concerns and weigh on equities.
Yesterday's bond selloff, triggered by stronger-than-expected US and European business activity data and
a rebound in oil prices, pushed the Bloomberg Global Aggregate Treasuries Index yield to its highest level
since 2007. Weak demand at a US 5-year Treasury auction added to selling pressure later in the session,
while US rates volatility, measured by the MOVE Index, rose to its highest level since March. The pressure
continued today, with yields rising sharply in Japan, Australia, and New Zealand, while European yields
remain near multi-year highs. In the US, the 30-year yield reached its highest since 2004 this morning,
while the shorter end has seen some relief. Oil prices have risen further today, keeping inflation concerns
in focus. Equities have come under pressure, with US futures and European stocks lower and Chinese
equities also weaker after investors were disappointed by the shorter-than-expected extension of the US-
China trade truce. On the central-bank front, rates were raised in Norway and left unchanged in Sweden
and Switzerland. Norway indicated that further increases remain possible depending on the inflation
outlook, while Sweden signaled a higher rate path than previously expected. Elsewhere, South Africa raised
rates, while Ghana and Egypt are expected to remain on hold later today.
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United States
Diesel supply concerns add to inflation pressures. Conflicting reports around a potential US diesel
export ban added to inflation concerns, with markets focused on whether any curb on exports would tighten
global fuel supplies. European diesel futures rose, while US diesel futures and crack spreads declined as
traders priced the possibility of more diesel being retained domestically. US diesel exports are running near
1.5 million barrels per day, mainly to Europe and Latin America, leaving import-dependent markets most
exposed to any disruption. While export restrictions could temporarily lower US diesel prices, they would
not increase overall supply and could eventually reduce refinery runs, tightening gasoline supply and
pushing US fuel prices higher. Apollo’s Chief Economist notes that the US Gulf Coast diesel crack spread
exceeded $100/bbl in August, far above its normal range of $15–$30/bbl. He argues that diesel matters for
inflation because it is embedded in the delivered cost of physical goods, from freight and rail to agriculture
and construction. Higher diesel prices could therefore pass through from headline energy into core goods
and services inflation, keeping markets focused on inflation risks and long-end yields.

US assets continue to
attract investors despite
fiscal concerns. In its
latest Global Debt Monitor,
the IIF notes that investor
demand for US securities
remains robust despite
ongoing debates over the
US fiscal outlook, the
dollar's trajectory, and its
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safe-haven status. Higher expected real interest rates continue to support the appeal of US debt securities,
while alternative markets still lack comparable depth and liquidity. The report cautions that market volatility
linked to fiscal concerns could become more frequent and abrupt as debt-service burdens rise, but notes
that US securities have remained well bid during recent periods of stress. The report also highlights that
AI-related borrowing has accelerated sharply, yet there is little evidence so far that increased corporate
issuance has crowded out Treasury financing or broader capital flows. The share of nonfinancial corporates
in bond issuance has remained broadly stable, while strong EM bond issuance suggests AI borrowers have
not yet displaced capital flows to other market participants.

Japan
Government bonds
came under heavy
selling pressure as
Japanese markets
reopened after the
Silver Week holiday.
The 10-year and 30-
year yields jumped 10
bps to 3.08% and
4.16%, respectively, as
Japanese bonds caught up with this week’s global selloff. The move followed last week’s Bank of Japan
rate hike and came amid growing market concern that Japanese policy may still be too accommodative
relative to inflation pressures. The yen weakened (-0.2%) for a fourth consecutive day to 158.66/$ and is
now 1.1% weaker than last Friday’s close. Attention is increasingly turning to a potential retest of 160/$,
with some strategists noting that intervention risks are rising and options markets are showing greater
demand for protection against a sudden yen rebound. Unlike the July-August episode, speculative yen
shorts have largely been unwound, reducing the scope for a powerful short squeeze, while wide US-Japan
rate differentials and renewed carry-trade interest continue to support dollar demand. Equities were mixed
today, with the Nikkei 225 rising 0.8% as it caught up with the global tech rally, while the Topix declined
0.4% as bank stocks fell amid higher yields.

Europe
European stocks traded in the red this morning as energy prices continued to climb. The Stoxx 600
index edged 0.4% lower, led by losses in the tech sector (-1.8%), while energy stocks added 1.5% as Brent
crude rose 2.4% to $105.54/bbl and European gas futures gained another 1.5% to €75.23/MWh. The euro
slowed its retreat against the dollar (-0.1%), trading at $1.1374/€. European government bonds gained
marginally at the front end but extended losses at longer maturities after selling off across the curve
yesterday, with the 2-year Bund yield 2 bps lower at 3.30% and the 10-year yield 2 bps higher at 3.57%.

French bond weakness has yet to weigh materially on the euro. Southern European government bonds
continued to underperform Bunds, with the 10-year French OAT-Bund spread widening another 1 bp after
jumping yesterday to 112 bps, its widest level since 2012 and around 15 bps wider over the past week.
Bloomberg analysts view the pressure on French bonds as largely a domestic market issue for now, noting
that wider spreads have had limited impact on the euro as investors continue to assume some form of
European backstop in the event of disorderly market conditions. They caution, however, that the ECB’s
Transmission Protection Instrument (TPI) is not an automatic spread cap and may not apply if the widening
reflects weak domestic fiscal fundamentals. JPMorgan notes that while France’s fiscal position has
deteriorated, the 2027 adjustment may be smaller than headline estimates suggest, although political
deadlock could still complicate passage of the budget.
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On the central-bank front, Norges Bank raised rates, the Riksbank maintained a hawkish hold, and
the SNB kept rates unchanged at 0%. The Norwegian krone strengthened 0.3% against the euro after
Norges Bank raised its policy rate by 25 bps to 4.50% and signaled that rates could rise further and would
likely need to remain elevated for some time. Sweden's Riksbank kept rates unchanged at 1.75% but
indicated that policy rates are likely to rise more than projected previously, helping push the Swedish 10-
year yield 8 bps higher to 3.26%. In contrast, the Swiss franc weakened 0.2% against the euro after the
SNB left rates unchanged at 0% and delivered a less hawkish message than some investors had
anticipated.

Emerging Markets back to top

EMEA equities and currencies were mostly under pressure this morning. In CEE, equities traded in
the red across the region, while currencies weakened against the euro, with the Hungarian forint
underperforming (-0.3%) at HUF366.73/€. The rand retreated 0.4% against the dollar to around
ZAR16.42/$, while South African equities fell 1.5% as gold prices declined. The lira was little changed (-
0.1%) against the dollar at TRY48.85/$, while Turkish equities fell 2% amid continued fallout from recent
investment-fund turmoil. Later today, the central banks of Ghana and Egypt are expected to keep their
policy rates unchanged at 14% and 19%, respectively.

Asian equities were lower and most regional currencies weakened against the dollar. Asian
currencies weakened versus the US dollar (EM Asia: -0.2%), led by Thai baht (-0.7%) and Indonesian
rupiah (-0.6%). Asian equities retreated (EM Asia: -0.8%), driven by China (CSI 300: -1.7%) and India
(SENSEX: -1.4%).

Latin American assets were broadly weaker yesterday as higher oil prices weighed on risk
sentiment. The Colombian peso (-2.2%) led regional currency losses, falling to its weakest level since July
amid tight local dollar liquidity. The Chilean peso (-1.6%) also weakened, driven by the unfavorable
combination of higher oil prices and softer copper prices. The Brazilian real (-1.4%), Mexican peso (-1.4%),
and Peruvian sol (-0.8%) also weakened as the dollar strengthened. Equities were broadly lower, led by
Peru (-1.4%) and Brazil (-0.9%), while Colombia (+0.9%) and Chile (+0.2%) were notable exceptions.

China
Chinese equities fell as investors reacted to the shorter-
than-expected extension of the US-China trade truce.
Investors expressed disappointment that the two sides agreed
to extend the truce by only two months, rather than the three-
to-six-month continuation some had anticipated. Both onshore
(CSI 300: -1.7%) and offshore (Hang Seng: -0.3%) equities
retreated, as the agreement was seen as reducing near-term
trade-war risks without delivering substantive progress on
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tariffs, technology restrictions, or rare-earth trade. Investors increasingly viewed the extension as a
mechanism for managing bilateral tensions rather than resolving them, shifting attention toward potential
Trump-Xi meetings later this year where a broader deal could emerge. Meanwhile, both onshore CNY and
offshore CNH weakened slightly after the PBOC set a softer daily fixing for a second consecutive session.
Government bond yields edged lower, while repo rates remained broadly stable despite a net liquidity drain.
The PBOC also announced that it would offer up to CNY1 trillion of overnight reverse repos daily from
September 28 to October 8 to meet short-term liquidity needs. The daily cap is the highest since the PBOC
added the overnight tenor to its liquidity-management toolkit in June.

India
The rupee weakened
toward 95.9 per dollar
and remained one of
the region’s weaker
currencies despite
reported RBI
intervention to curb
losses. RBI Deputy
Governor Poonam
Gupta nevertheless
struck an optimistic
tone today, arguing that the rupee has room to appreciate over time as capital-flow measures gain traction
and balance-of-payments dynamics improve. Sovereign bonds extended their selloff, with the 10-year yield
rising 7 bps to 7.10%, as investors grappled with elevated US yields, oil-related inflation risks, and
expectations of further policy tightening through liquidity management. The RBI continued to absorb excess
banking system liquidity through reverse repos and sizeable sell-buy FX swaps, with reports suggesting
more than $10 bn of operations in recent weeks and forward-premium rates rising sharply. Separately,
Bloomberg analysts cautioned that India’s nearly $800 bn of FX reserves may overstate the strength of the
country's external buffer, as a surge in forward liabilities, estimated at $218 bn in August, has offset much
of the apparent improvement in the headline figure.

EMEA Sovereign Issuance
Strong demand supports Slovakia and Türkiye bond sales despite higher global yields. Slovakia
raised €2.5 bn yesterday through a new 10-year euro-denominated bond after attracting €4.5 bn of orders,
allowing pricing to tighten from initial guidance of mid-swaps +85 bps to +77 bps. Bloomberg reported that
the transaction came about a month earlier than expected, possibly reflecting concerns about increased
market volatility ahead of the US midterm elections. Türkiye also raised $1.5 bn through a new 10-year
dollar-denominated benchmark bond, with the yield tightening to 7.65% from initial price talk of 7.875%,
according to Bondradar.

South Africa
South Africa’s central
bank raised its policy
rate by 25 bps to 7.25%,
as expected, but the
unanimous vote and
inflation warning gave
the decision a hawkish
tone. The South African
Reserve Bank raised its
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inflation forecasts for 2026 and 2027, citing higher oil prices and the risk that sustained shocks feed into
broader price pressures. The rand had already weakened by around 1% against the dollar ahead of
yesterday’s meeting and, after briefly reversing following the decision, continued to weaken. The 10-year
government bond yield rose by more than 10 bps to just below 9%, against a backdrop of higher global
yields and broader dollar strength. Bloomberg analysts expect the SARB to keep rates on hold at least until
mid-2027.

Latam FX
US dollar strength affects Latin American currencies
unevenly. Standard Chartered analysts argue that a stronger
dollar is likely to have a differentiated impact across Latin
American currencies, with the Colombian peso, Chilean peso,
and Mexican peso standing out as the most sensitive to broad
USD moves. The analysts note that recent currency
performance suggests that these currencies have historically
reacted more strongly to periods of dollar appreciation. Domestic
factors could further amplify currency weakness, including
concerns about fiscal consolidation in Colombia and potential fiscal pressures in Mexico. The outlook for
the Chilean peso is more mixed, with analysts arguing that investor positioning appears more closely tied
to carry trades than to outright bets against the dollar.

Mexico
Government support continues to
underpin Pemex's credit profile.
Fitch affirmed Pemex's BB+ rating
and stable outlook, highlighting
continued government support,
including recent legislative changes
that allow the company to share a
debt ceiling with Mexico's finance
ministry. The rating agency nevertheless maintained Pemex's standalone credit profile at ‘ccc’, citing tight
liquidity, negative operating cash flow, and operational challenges linked to years of underinvestment. Fitch
noted that recent government measures have helped lower funding costs and improve financial flexibility,
including through debt repurchases. While higher oil prices and continued government support are
expected to strengthen leverage in the near term, elevated debt levels and weak operating performance
continue to weigh on the company's credit profile.
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Global Financial Indicators
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Emerging Market Financial Indicators
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