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• Market volatility pushes HY spreads modestly wider; CCCs underperform (link)
• Higher yields bring Treasury futures delivery switch closer; basis-trade margins in focus (link)

• Korea considers bond buybacks and issuance cuts to curb rising yields (link)
• Gilts show little reaction to UK pension triple-lock reform plans (link)
• Turkish equities on course to enter bear-market territory amid fund-industry turmoil (link)
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Soft US Inflation Lifts Sentiment
Global markets turned somewhat more risk-on after softer-than-expected US PCE inflation. US
equity futures increased, short-dated Treasury yields fell and the dollar weakened, while markets scaled
back expectations of an October Fed hike after a downside surprise in August US inflation data released
this morning. European equities were marginally lower, and on track for their first monthly decline since
March. Euro area sovereign yields mostly eased, however, the 10-year OAT-Bund spread widened past
120 bps ahead of France’s budget proposal. On the data front, flash inflation in major euro area economies
surprised to the upside in September, while ECB rate-hike expectations were little changed. Japanese
equities outperformed, led by bank stocks as investors continued to price in further policy normalization by
the BOJ. Oil remained elevated, with Brent around $103/bbl, although Middle East crude flows have
recovered close to pre-war levels, easing some near-term supply concerns.
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United States
On Tuesday, the S&P 500 fell 0.2%, with declines broad-based across sectors. U.S. Treasury 2-yr yields
fell 5 bps, while 10-yr yields were little changed. The. dollar gained 0.2% against major currencies.

Data released this morning showed a
downside surprise in August core PCE
inflation, reducing the market-implied
probability of a Fed rate hike in
October. In the immediate aftermath of
the release, 2-year Treasury yields fell 3
bps, the dollar weakened 0.2% against
major currencies, and S&P 500 futures
rose 0.4%. Separately, Q2 GDP was
revised to 2.2% annualized (1.5%
previously). ADP private payrolls
increased by 90k in September (70k expected; 36k revised prior).

Recent market volatility
has pushed high-yield (HY)
credit spreads wider,
although the repricing has
remained contained so far.
The recent co-movement of
HY spreads and rate
volatility suggests that
persistent uncertainty
around inflation, monetary policy, and long-term yields is beginning to spill over into credit risk premia.
However, the relatively modest widening in HY spreads despite the sharp rise in the MOVE Index points to
continued credit-market resilience, supported by strong corporate fundamentals and investor demand for
high all-in yields. The sharper widening in CCC spreads contrasts with the relative stability of higher-quality
HY and appears to reflect increasingly concentrated distress at the bottom of the credit spectrum rather
than broad-based deterioration, with the median CCC issuer performing considerably better than the
headline index suggests. The headline move has been amplified by a handful of deeply distressed issuers,
sector-specific pressures, and rating migration. Refinancing pressures are also particularly acute for the
weakest borrowers, many of which still carry debt issued at considerably lower coupons and face coupon
step-ups of more than 200 bps when this debt matures.

Item Period Surveyed Actual Prior Revised

Personal Income Aug 0.5% 0.2 0.4% 0.3

Personal Spending Aug 0.9% 0.9 0.2% 0.1

PCE Price Index MoM Aug 0.3% 0.3 0.2% 0.1

PCE Price Index YoY Aug 3.7% 3.4 3.7% 3.4

Core PCE Price Index MoM Aug 0.3% 0.2 0.2% 0.1

Core PCE Price Index YoY Aug 3.3% 3.0 3.3% 3.0

GDP Annualized QoQ 2Q T 1.5% 2.2 1.5%

Personal Consumption 2Q T 3.4% 3.8 3.4%

GDP Price Index 2Q T 6.4% 6.1 6.4%

Core PCE Price Index QoQ 2Q T 3.6% 3.3 3.6%
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Higher yields have brought long-
end Treasury futures closer to a
cheapest-to-deliver switch,
putting basis-trade positioning
and margin risks in focus. Futures
duration is based on the cheapest-
to-deliver (CTD) security and equals
its duration divided by the
conversion factor. As the CTD
changes with yields, futures
duration rises when higher yields
shift delivery to a longer-duration
security (left chart). BNP Paribas
analysts highlight that a further 15–
20 bps rise in long-end yields could
extend asset managers’ duration by
about 10%, more if the curve bear-steepens (i.e., long-term yields rise faster than short-term yields),
prompting hedging sales that could feed the selloff. From September 1 to 22, asset managers cut $50 bn
of long futures duration (in 10-year equivalents) while basis traders covered $65 bn of short positions, three-
quarters of it in the bond and ultra-bond contracts. A larger risk would be a forced unwind. Although basis
traders gain on their short futures in a selloff, with those gains potentially being available to cover margin
calls on the repo-financed bonds, tighter terms, such as higher repo haircuts, would not be offset.
Furthermore, higher volatility could also prompt CME to raise initial margins, which it left unchanged at its
September reviews. A 10% forced unwind of the current positioning could require bond sales roughly twice
the net rebalancing that a further 50 bps selloff would trigger (right chart).

Korea
Korean government bond yields remained elevated amid
the global sovereign bond selloff, prompting authorities to
signal further market-stabilization measures. The three-
year yield reached its highest level in nearly four years on
Monday, while the 10-year yield rose about 15 basis points in
the same session. A Finance Ministry statement noted that
domestic yields had continued to rise amid higher global
interest rates, tighter monetary policy in major economies, and
rising oil prices. At an expanded meeting of top economic and financial policymakers chaired by Finance
Minister Lee on Wednesday, authorities said they would closely monitor market developments and consider
emergency government bond buybacks and reductions in government bond issuance to stabilize the
market. The ministry added that part of its excess tax revenue could be used to reduce issuance. Bond
markets subsequently firmed: three- and 10-year government bond futures rose after Wednesday’s
announcement, and the government bond yields fell (3-year: -7 bps to 4.0%; 10-year: -7 bps to 4.4%)

Euro Area
European equities edged marginally higher while sovereign yields declined. The STOXX Europe 600
rose 0.1%, and the 10-year Bund yield fell 5 bps to 3.57%. While euro area sovereign yields declined across
the board, French-German spreads continued to widen ahead of tomorrow’s French budget
announcement. At the 10-year maturity, the OAT-Bund spread reached 120 bps today. Yesterday,
France’s debt agency announced plans for €340bn of medium- and long-term bond issuance in 2027, after
deducting buybacks but including bonds issued to refinance maturities, up from €310bn in 2026. The euro
strengthened by 0.2% versus a broadly weaker US dollar this morning.
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German, French and
Italian September flash
inflation surprised to the
upside, while ECB rate-
hike expectations were
little changed. Data
released this morning
showed Germany’s EU
harmonized measure of
inflation increasing to
3.3%y/y, ahead of the expected 3.2% from 2.9%. French CPI inflation rose to 3.0% y/y from 2.4%, above
the 2.8% expected. France’s EU-harmonized measure also exceeded expectations by 0.2 ppts, reaching
3.4% y/y, while Italy’s 4.1% print represented a 0.4 pp upside surprise. Following yesterday’s upside
surprise in Spain’s inflation print, the releases point to upside risks to Friday’s euro area reading (3.7% y/y
expected). Markets’ expectations for ECB rate hikes were little changed, with a December hike remaining
firmly priced in.

United Kingdom
Gilts did not react materially to
Prime Minister Burnham’s
announcement yesterday of
plans to reform the pension
triple lock from April 2030.
Under the current system,
pensions rise by the highest of
inflation, earnings growth or 2.5%
each year. This creates a
“ratchet” effect: pensions can rise with high inflation one year
and then with wages catching up the next, leaving them permanently higher relative to earnings. Burnham’s
proposal would retain the inflation and 2.5% floors but require earnings-related increases only when
pensions fall behind cumulative earnings growth. The Institute for Fiscal Studies (IFS) estimates that annual
pension spending would be £9bn lower in 2026–27 had this formula applied since 2011. However, savings
would initially be small and would fund a new National Care Service, limiting the immediate benefit to
borrowing. Burnham also outlined plans for closer EU ties, electoral reform and greater public control over
water, energy and housing. Bloomberg’s analysis suggests gilts have attracted no additional term premium
since Burnham took office on July 20: the rise in 30-year yields has been entirely driven by higher expected
Bank of England policy rates, while the estimated term premium has edged lower. Separately, the final Q2
GDP print came in slightly stronger (at 0.5% q/q) than previously anticipated (0.4%). Gilt yields fell across
the curve this morning, but this was in line with broader moves in global rates. The pound sterling
outperformed amongst G10 currencies, strengthening by 0.4% versus the US dollar.

Emerging Markets back to top

EMEA equities traded mostly lower this morning, while currencies were mixed, as higher US yields
continue to weigh on risk appetite across emerging markets. In CEE, equities rebounded in Poland
(0.9%) but were flat in Czechia and slid in Hungary (-0.7%), where the forint advanced by 0.2% against the
euro to trade at HIF366.07/€. Other currencies in the region were little changed. Stocks traded in the red in
the Gulf region, led by Qatar (-0.6%). Zambia's central bank delivered a significant 250bps cut to its
benchmark rate, lowering it to 10.75%, as the CPI printed at 6.1% in September and inflation is projected
to remain within the 6%–8% target band.



GLOBAL MARKETS MONITOR September 30, 2026

IMF | Monetary and Capital Markets—Global Markets Analysis 5

EM Asian equities and currencies were little changed. EM Asian equities rose 0.2%, Malaysia gaining
(KLCI: +0.8%) while equities declined in Thailand (SET: -1.6%) and the Philippines (PSEi: -1.0%). EM Asian
currencies were broadly unchanged against the US dollar (EM Asia: +0.1%).

Latin American equities and currencies were mixed yesterday. Equities declined in Colombia (-0.8%),
and Chile (-0.7%) while those in Brazil and Mexico edged higher. The Colombian peso appreciated 0.7%
ahead of Wednesday’s central bank decision, while the Brazilian real strengthened and the Mexican and
Chilean pesos weakened as US yields rose.

China
China unveiled a package of
targeted fiscal, housing, and
monetary measures to
support domestic demand and
help keep growth near the
official target. The Ministry of
Finance introduced mortgage
interest subsidies for eligible
first-home purchases, while the
PBOC raised the quota for its relending program supporting technological innovation and equipment
upgrades by RMB 200 bn ($29.8 bn) to RMB 1.4 tn ($208.8 bn) and increased the facility’s funding share
for eligible loans to 100% from 60%. The central bank also added RMB 500 bn ($74.6 bn) to relending
quotas for agriculture and small businesses, including RMB 300 bn ($44.7 bn) for private firms; broadened
the pledged supplementary lending (PSL) facility to cover ‘Six Networks’ infrastructure; and cut the one-
year PSL rate by 25 bps to 1.5% (left chart). The measures are intended to lower financing costs and
channel credit toward eligible home purchases, infrastructure, technology, and smaller firms. Markets
reacted cautiously, with the CSI 300 marginally higher (+0.3%) and the 10-year government bond yield little
changed at around 1.68%. Separately, official PMIs improved modestly in September. The
manufacturing PMI rose to 50.1 from 49.8, returning to expansion and matching expectations, while the
non-manufacturing index increased to 50.2 from 49.0, above consensus. Official data showed that the
construction index rose to 50.3 from 46.9, returning to expansion, while the services index increased to
50.2 from 49.3 (right chart).

Türkiye
Turkish equities continued to
plunge, with the Borsa
Istanbul 100 Index down 1.5%
today and around 20% from
its early-May peak, or about
25% in dollar terms. The crisis
originated in the investment
fund industry, where liquidity
problems and failed redemption
requests triggered forced liquidations that spread across the broader equity market. Bloomberg reports that
131 funds have since been liquidated. The Turkish lira, however, showed relative resilience, weakening
1.5% against the dollar to TRY49.01/$ this month, as fund outflows were reportedly channeled largely into
lira deposits rather than foreign currency. Fitch said it does not expect a significant sovereign credit impact,
citing the central bank’s timely liquidity support measures. Separately, Norway’s sovereign wealth fund held
almost NKr2 bn ($208mn) in 10 Turkish companies caught up in the widening market-manipulation
investigation as of June 30.
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Poland
Headline inflation increased to 4% y/y in September,
a 15-month high. The increase, from 3.4% y/y in August,
mainly reflected higher fuel prices linked to renewed
Middle East tensions and the reinstatement of the
standard VAT rate on fuel. Inflation is now above the
NBP’s 2.5% target and ±1 ppt tolerance band. NBP
Governor Glapinski said after the MPC meeting on
September 9 that the policy rate, currently at 3.75%, could
stay unchanged through end-2026 and possibly until mid-2027. ING analysts expect 50 bps of rate hikes
in early 2027 and sees the November inflation projection as an important point for reassessing the policy
outlook. The zloty was steady against the euro at PLN4.36/€, with money markets pricing in 12 bps of
tightening over the next three months and 132 bps over 12 months. Goldman Sachs analysts see risks to
rates as tilted to the upside, but think markets are pricing too much tightening over the next year.

Mexico
Mexican pension funds hold a record
4.3 trillion Mexican pesos ($241bn) of
local-currency government debt,
providing a growing cushion against
potential rating-driven outflows. The
funds, known as Afores, have raised
holdings by 6% this year and by 32%
since the start of 2025, and government
debt accounts for 51% of their portfolios.
Moody’s downgraded the country to the lowest investment-grade tier in May, and a further downgrade into
junk territory could trigger $5bn to $7bn of index-driven outflows, according to analysts at Citi. Afores could
offset much of that decline, providing a stabilizing investor base that tends to hold through periods of
volatility. Afore assets are projected to reach 12 trillion Mexican pesos ($670bn) by 2030.
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Global Financial Indicators
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Emerging Market Financial Indicators
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