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Chart 2: The impact of recent increases in 10 yr US yields is seen in 

mortgage rates, which are now approaching the 2022 highs, near 7.5%. 

This is extending the housing freeze and could slow the economy?

Macro & policy backdrop – ECB tightens again, anxious to avoid a 2022 re-run

The energy shock is pressuring the ECB into policy tightening, as memories of the 2021-22 

inflation shock loom large. BoE patience may be tested again by September inflation data.

Spotlight on current G7 govt bond yield levels – how “high“ are they versus history?

Current 10 yr yields are well above secular stagnation levels, and mostly above 40-yr means, 

suggesting attractive valuations, provided we have not entered higher inflation regimes.

FX – Yen weakened to 1986 levels versus USD driven by broad-based dollar strength

Yen remains near under-valuation extremes, but is G7 intervention possible game changer ?

Eurozone govt bonds & credit – Nominal & corporate IG yields follow real yields higher 

ECB policy tightening takes its toll on yields, as markets re-price policy rate outlook. Hyper-

scaler spreads widen, due to large new issuance and Oracle downgrade.

UK gilts and credit – Gilt yields grind higher but are now above 40-yr means

10 year gilt yields are now above 40 yr means, even if inflation is also, suggesting value may 

be emerging. UK credit rally stalls, but high financials weight supports market as beta falls.

Performance – G7 yields rise after monetary tightening, hyper-scaler spreads widen

JGB returns helped by modest yen rally in Q3, but govt bond yields rise across the board, 

causing IG credit rally to stall. Long end underperforms on duration, despite curve flattening.

 

A highly capital-intensive AI boom – the biggest capital raising exercise since the TMT boom 

– is beginning to weigh on IG credit spreads, as investors demand higher risk premia, though 

higher govt yields dampened spread widening in Q3. Meanwhile, the lingering energy shock 

and impact on inflation drove another ECB tightening in Q3, as the BoE signalled a move may 

not be far away. Nominal govt yields stand above 40-yr means, led by JGBs & Treasuries, 

and including gilts, signalling cheaper valuations, despite some risk of an overshoot.
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Chart 1: Nominal yields played catch-up in Q3, and increases over the 

quarter exceeded the increases in real yields, as markets aggressively 

re-priced policy rate risk, most notably in the US, after the Sep FOMC.
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The 2-way pull on Eurozone growth from the energy shock 

(contractionary) and AI capex (expansionary) continues, so IMF 

2027 GDP growth forecasts have not changed significantly in 

2026. But the growth divergence between southern and northern 

Eurozone members continues, with Germany now facing real 

economic competitiveness issues, compounded by the 

burgeoning bilateral trade deficit with China.

The inflation impact from the energy shock drove another ECB 

tightening move in Q3, with the central bank not expecting 

inflation to return to the 2% target until 2028. The September 

print of 3.8% y/y increases the probability of a Q4 tightening, 

given the Eurozone’s high energy import shares, and relatively 

low stocks. Although breakevens remain stable, after getting 

behind the inflation curve in 2022, the ECB appears anxious to 

act earlier in the 2026-27 cycle, even if the cause of the inflation 

is an energy shock beyond its control (Charts 1-4). The other 

challenge is sluggish real growth in the major economies, with 

Spain the only exception. Germany is at least out of recession, 

but France continues to slow, not helped by sluggish demand, 

higher bond yields and fiscal deficit issues (Chart 5). 
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Eurozone macro & policy conditions – Energy shock lingers and pressure on competitiveness

Chart 5: French GDP growth has slowed, as higher bond yields and 

sluggish consumer demand impact growth. German growth is at last 

positive but implementing a fiscal stimulus is proving difficult. 

Source: FTSE Russell and LSEG, IMF, US Federal Reserve. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the 

purposes of MIFID II. Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: Chinese exports to Europe have more than doubled since 2019, 

driving a surging EU bilateral trade deficit with China. China’s excess 

supply capacity in autos, solar panels is particularly difficult for Germany.

Chart 2: Eurozone inflation is being driven higher mainly by energy 

prices (up 19% y/y in September) with a 10% CPI weight. September 

Eurozone CPI inflation reached 3.8% y/y, with 5% inflation in Spain.

Chart 1: IMF forecasts may be revised higher in October, and to date show 

little impact of 2026’s energy shock, offset by the AI boost to Capex globally. 

Stronger southern Europe growth offsets weaker German & French growth.

Chart 3: The ECB’s hawkish tone at the September meeting left the option 

open for a Q4 rate increase, after the jump to 3.8% y/y in headline inflation. 

With a repo rate at 2.5%, real policy rates clearly remain negative. 
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UK macroeconomic and policy conditions – Tightening risks increase

Source: FTSE Russell and LSEG, IMF, US Federal Reserve. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the 

purposes of MIFID II. Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 2: The Bank of England’s balance sheet continues to contract, 

mainly through gilt run-offs. A £70bn balance sheet contraction is planned 

for 2026-27 with gilt sales of £20bn in 2026-27, and no long gilt sales.

Chart 1: FTSE Russell financial conditions indicators show tightening & 

the impact of higher govt yields in Q3, but UK FCs are close to the 

historical mean. Japanese conditions have tightened most in 2026.

UK financial conditions tightened modestly in response to the 

back-up in gilt yields in Q3, but remain very near the longer term 

mean (only Japanese FCs tightened meaningfully YTD, despite 

the Q1 energy shock). But the BoE’s decision to halt long gilt 

sales in September and slow the reduction in its gilt holdings 

suggests some concern over the scale of the increases in long gilt 

yields in 2026 (also see page 8). There was some discussion of 

accelerating gilt sales in 2026-27 but this was abandoned since it 

“risked de-stabilising markets” (Charts 1 & 2).

Higher long yields may also have been a factor in the decision to 

hold rates at the September MPC, but the split vote of 6-3 

suggests a move in Q4 grows more likely, particularly as UK GDP 

growth recovered in H1, 2026. The long tail in UK inflation, after 

an energy shock, was evident in 2022-23 (Chart 3), given energy 

subsidies and the high energy weight in the UK CPI. The next key 

policy event will be the budget on October 28th, which will give the 

BoE more clarity on energy subsidies for consumers. At least 

supply chain pressures have not continued to build after the initial 

increase on the Q1 energy shock, and the moves are modest 

when compared to the 2020-21 supply-chain shock (Chart 5).

Chart 4: After a very weak H2 2025, UK real GDP growth recovered 

with quarterly growth of 0.5% - 0.6% in Q1 & Q2 2026. There are some 

signs of capex accelerating due to AI, and services led the expansion.
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Chart 5: Global supply chain pressures have increased since the Q1 

energy shock and are now about 1 standard deviation > historical mean 

(since 1998). But this compares with a 4 st.dev event during Covid.
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Chart 3: UK inflation proved to have a long tail in 2023, after lagged 

adjustment in energy contracts. Inflation breakevens remain reasonably 

stable in 2026, but energy prices will likely lift headline CPI y/y in Q4.

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

Q1 2025 Q2 2025 Q3 2025 Q4 2025 Q1 2026 Q2 2026

UK real GDP, quarterly growth rates %

0

1.5

3

4.5

6

7.5

9

10.5

UK Cpi All items, and UK Cpi exc.energy y/y %

UK Cpi UK Cpi exc.energy

-1

-0.8

-0.6

-0.4

-0.2

0

0.2

0.4

0.6

0.8

1

2020 2021 2022 2023 2024 2025 2026

Financial Conditions Indicator (with Equity)

US GB EU JP CA

Looser



FTSE Russell |

Framing expectations vs secular stagnation (2008-21), G7 yields 

look very high, but not benchmarked vs pre-GFC era. Research 

by Nobel laureate Kahnemann* suggests expectations are often 

framed, based on recent experience. US and G7 yield regimes 

have varied considerably since 1986, with yields from < 1% in 

Covid to 8-12% in longer maturities in the late-1980s. Current 

yield levels are at about the same levels as in the early 2000s, 

Goldilocks era, when inflation was similar. Mean reversion of 

yields is evident and a key driver of returns, since low yields tend 

to rise & high yields fall over time. But the key question is over 

how long a period yield means should be calculated. To avoid 

small-sample bias with secular stagnation, we calculated 40-year 

means, on which basis, govt bonds are notably cheap in Japan, 

and to a lesser extent the US. (Charts 1, 2 & 3).

Current inflation rates are also above 40 yr means (though < 1 

st.dev) which helps justify higher 10 yr yields than the 40-year 

mean. Inflation volatility also spiked since 2021, after Covid & the 

energy shocks, which helps to explain higher term premia in 10 yr 

yields. In the US, UK and Germany, the st.dev of inflation is well 

above 40-year mean levels, since 2021. More stable Canadian 

inflation may be a factor in yield de-coupling from the US.

* See “ Thinking Fast and Slow”, Kahnemann & Turnovsky, 

2011.
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Spotlight on G7 govt bond yields – current G7 yields & inflation in historical context

Source: FTSE Russell and LSEG, US Federal Reserve. All data as of Sep 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the 

purposes of MIFID II. Please see the end of report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: A long term G7 cpi inflation chart shows the scale of the shock in 

2022, and inflation’s mean reversion, but with high volatility. Inflation was 

lower & more stable in the secular stagnation era (see table opposite).

Chart 2: A longer-term perspective shows how low govt bond yields 

became in the secular stagnation era and that yields are now near the 

levels in the Goldilocks regime, before the GFC, at similar inflation rates.

Chart 5: Both average (CPI) inflation and the volatility of inflation have 

spiked higher in the 2021-26 regime, helping to explain recent increases 

in term premia. Current inflation is within 1 st.dev of the 40-yr means.

Chart 3: Judgements about whether yields are “high“ need to be set in the 

context of historical means. Current G7 yields are close to, or above the 

mean since 1986 but JGBs are notably cheaper than other markets.

Chart 1: Benchmarked against the mean yield levels since 2000, current 2, 

10 & 30yr yields show Z-scores (st.dev) of 1.41, 1.33, & 1.26, above the 

mean so bonds are notably cheap, but not exceptionally.
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The dollar increased slightly by 0.3% in Q3. USD fell in July and 

August on the back of weaker-than-expected labor market data 

and lower inflation. However, recent hawkish Fed, due to rising 

inflation expectation, drove USD strength in September (Chart 1).

JPY rose 3.4% against USD in Q3. The US-Japan joint currency 

intervention, in order to stabilise the yen weakness, brough 

USD/JPY from its 163-164 40-year highs to around 156. Rising 

expectations for further BoJ hikes drove USD/JPY further to around 

153. However, JPY retraced due to uncertainty around the 

expansionary fiscal policy and monetary policy path, and still 

attractive carry trade (Chart 2).

Korean Won appreciated 14.5% vs USD, being one of the best 

performing currencies in Q3, despite foreign equity outflows driven 

by the July Tech-led sell-off. Korea’s trade balance has been 

strong (Chart 3), while SK Hynix’s US ADR IPO in July also helped 

drive capital inflows. In addition, the Bank of Korea hiked 25bp 

respectively at both the July and August meetings, bringing the policy 

rate to 3%. In contrast, the Mexican peso turned weaker in Q3. The 

peso lagged major currencies due to narrower US-Mexico rates 

differentials. The uncertainty around the 2026 USMCA review has 

also posed downward pressure to MXN. 
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FX – Volatile dollar and yen moves in Q3 after fx intervention

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 5: MXN lagged most major currencies due to narrower US-

Mexico rates differentials. The uncertainty around the USMCA review 

has also contributed to the weakness. 

Chart 3: The strong Korea trade balance driven by semiconductor 

exports has contributed to KRW strength in Q3. 

Chart 4: KRW and JPY were among the top performers in Q3. The BoJ 

hiked its interest rates to 1.25%, while the Bank of Korea delivered 

back-to-back hikes at the July and August meetings.

Chart 2: USD/JPY FX carry trades offer close to 3% yields, making it still 

attractive to global investors to buy USD and sell JPY. 

Chart 1: The DXY index fell in July and August, but recent hawkish Fed 

has driven a rebound in dollar. JPY jumped post the US-Japan FX 

intervention, but retraced given 
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Eurozone govt bond analysis – France the main casualty as spreads re-structure

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: Wider French spreads do not appear driven by inflation 

expectations. 7-10 yr breakevens are below Germany, Spain & Italy, 

confirming term premia can rise, without higher inflation expectations.

Chart 2: Investors require a higher risk premium to hold long-dated 

French sovereign debt, both nominal and real, as uncertainty about the 

capacity of the government to deliver a lower fiscal deficit grows.

Chart 3: But note yields have increased steadily in Germany as well, and 

stand above the 2022-23 highs, after abandonment of fiscal orthodoxy. 

Yields never fell significantly during the ECB easing cycle in 2024-25.

Chart 5: The same bear flattening of the yield curve – where short yields 

rise more than long yields – appears underway as in the tightening cycle 

of 2022-23, though longs can still underperform due to the duration effect.

Chart 1: Markets are becoming increasingly focused on underlying 

fiscal deficit issues, and the ability of sovereigns to deal with them. This 

is seen in the Eurozone in the underperformance of France particularly.
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The dominant theme in Eurozone govt bond markets remains the 

reversal in yield spread patterns, with France the main casualty, 

versus Spain and Italy. It is true that the broader spread 

convergence of Spain and Italy versus Germany stalled out in Q3, 

but the moves were modest. Both Spain and Italy trade through 

France in the 7-10 yr area now, and longer dated French yields 

spiked in Q3 (Charts 1 & 2). This is another example of the 

developing fiscal dominance theme in the G7 and other 

developed markets, as investors focus on the debt capacity 

metrics of sovereigns, and their ability to implement fiscal deficit 

reduction, or sustain higher debt/GDP ratios*. 

Yields increased across the Eurozone in Q3, of course, pressured 

by higher energy prices and inflation rates, but the moves were 

more pronounced in France, particularly in longs. Nor was this 

driven by inflation expectations spiking, since French inflation and 

breakevens are lower than Germany, Spain and Italy (Chart 4). 

But this confirms term premia can rise even without a marked 

deterioration in inflation breakevens, due to other factors, like the 

ability to tighten fiscal policy and reduce debt issuance.
* See Safe harbour in a debt storm? The FTSE Debt Capacity World 

Govt Bond Index after 10 yrs | LSEG
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The strong correlation of IG credit returns to govt bond returns, 

and higher govt bond yields caused credit spreads to remain at, 

or near, 10-year lows in Q3. The widening in hyperscaler 

spreads had more impact on US credit, given the growing 

market share, but increasingly issuers are turning to other 

currencies, to raise capital, given the capital intensity of the AI 

infrastructure build-out. The Euro was the 2nd largest issuance 

currency for hyperscalers in Q3, even though USD issuance 

continued to dominate. Since these debt issues are designed to 

match cash flows of longer term projects, they tend to be longer 

duration and have longer weighted average life than existing IG 

indexes, which may extend the duration profile of IG indexes 

over time, led by US indexes (Charts 1, 2 & 3). 

The broader credit rally since 2024 stalled in Q3, as central 

banks turned more hawkish and raised rates (ECB, Fed and 

BoJ) or hinted at tighter policy (BoE). With spreads at 10-year 

lows, further gains in IG credit may be tougher to achieve 

without lower govt yields. But the resilient Eurozone economy, 

strong carry and stable institutional investment demand remain 

key supports, given low default rates (Charts 4 & 5). 
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Eurozone IG and HY credit – Higher govt bond yields pressure IG returns in Q3

Source: FTSE Russell and LSEG. All data as of September 30, 2026, unless shown. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes 

of MIFID II. Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: Spread compression and higher carry remain the main drivers 

of credit returns, though IG returns were squeezed by the negative 

performance of, and correlation to, govt bond yields in Q3. 

Chart 2: US dollar issuance dominates hyperscaler issuance, although 

issuers have turned to other currencies in 2026, including Euros, which 

is the 2nd largest issuance currency.

Chart 3: Hyperscaler issuance is longer duration, and average life than 

IG indexes, designed to match longer term cash flows, and trades on 

wider spreads. This may increase the duration of IG indexes over time.

Chart 5: Banks and insurers have led returns since 2022-23, helped by 

improved net interest margins, as rates have increased. Energy returns 

have been more volatile and covered bonds predictably more stable.

Chart 1: Spread convergence is largely intact, particularly in both Euro IG 

and HY credit vs Bunds, though flattered by higher govt bond yields in Q3. 

We note spreads are at 10-yr lows, which carries obvious valuation risks.
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Both UK nominal and real yields are now at multi-year highs, and 

above 2022 crisis levels, even if inflation breakevens remain 

stable, but at higher levels than other markets. As we point out on 

page 4, 10 yr gilt yields are now above the 4-year mean, so a 

case can be made that current yield levels are nearing attractive 

levels historically, even if inflation is also above the 40-yr mean, 

so the case is not yet compelling. A higher longer-term premium 

for UK inflation is evident in breakevens remaining above 3% right 

down the curve (Charts 1 & 2), despite inflation linked accruals 

switching to UK CPI from 2030 onwards and a 2% inflation target. 

This still seems odd, given the 2% inflation target. 

Gilt holdings data shows overseas holdings remain largest, 

though UK insurance company & pension fund holdings have 

stabilised, which could be explained by gilt yield levels reaching 

historically attractive levels. The extent of the decline in long gilt 

sales in 2026-27 is marked, with only £4bn of £145bn of gilt sales 

to date. The BoE decision to suspend long gilt sales should be 

seen in this context (Charts 3 & 4). So, overall market duration 

shortens but remains at 12.7, more than double US Treasury 

index duration (see page 13). Finally, pronounced bear flattening 

of the curve is a repeat of the 2022 curve moves (Chart 5).
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UK govt bond analysis – Gilts begin to brace for a tightening move ?

Source: FTSE Russell and LSEG, UK DMO. All data as of Sept. 30, 2026, apart from DMO data to Oct 7. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the 

purposes of MIFID II. Please see end of report for important legal disclosures. Bond market data derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: The profile of gilt sales in 2026-27 is heavily skewed to shorts & 

mediums, with very low long sales in H1 of fiscal 2026-27. The BoE 

suspension of long gilt sales is also designed to support the long end.

Chart 2: The breakeven curve made a parallel move higher in Q3, led by 

shorts, on higher oil prices. It is strongly inverted to 2030, in line with the 

2030 switch to CPI accruals, but long breakevens remain above 3%, oddly.

Chart 1: Long yields again increased in Q3, though nominal yields and 

breakevens increased, as markets reacted to higher oil prices. Both 

nominal and real yields are now above the LDI crisis levels of 2022.

UK: 20yr+ nominal & real yields, & breakevens
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Chart 5: Recent bear flattening signals market belief that a tightening 

move from the BoE is imminent. Such a bear flattening preceded the 

tightening moves in 2022-23, even if this is a smaller inflation shock.

Chart 3: Overseas investors remain the biggest holders of gilts. UK ins. 

companies & pension funds reduced holdings sharply since the 2022 

LDI crisis, but this has stabilised, as yields reach post-GFC highs.
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Sterling credit markets generally held up well in Q3, helped by the 

high IG weight in financials, and a rebound in economic growth, 

which reduced recession risks. Stronger capitalization and the 

reduced leverage of financials since the GFC may have reduced 

their traditional high betas to macro shocks somewhat in this 

cycle. The duration of IG credit indexes continues to decline, 

driven by higher yields, and a decline in the market value weight 

of longer maturities, even if the surge in US IG hyperscaler 

issuance in longer maturities is an offsetting factor in the US 

market particularly. Canadian credit duration has not fallen as far, 

reflecting lower govt bond yields. In fact, the duration of the UK IG 

market has declined the most of all markets since 2021, from 8.6 

yrs to under 5.5 yrs. The shortening of bonds issued during Covid 

and just before is an additional factor (Charts 1, 2 & 3). 

 

Despite the higher sterling HY yields moving higher in Q3, and the 

illiquidity premium in yields since the 2022 LDI sterling debt crisis,  

the very strong carry in the market and high running yields offered 

support to returns. This is another example of high starting yields 

for investors generally delivering stronger returns* (Charts 4 & 5).

*See What a carry-on: starting yields as a valuation tool for 

sovereign bonds | LSEG
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UK IG and HY credit analysis – IG credit stalls but financials hold up well

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Chart 4: The illiquidity premium in sterling high yield continues, with 

yields close to the 2022-23 highs, reflecting gilt yields above those 

levels, but also less spread compression than in other HY markets.

Chart 2: Banks, insurers and other financials dominate UK IG credit 

indexes, with a weight of near 50% in total. Tech weightings and 

issuance are modest, though hyperscalers did issue in sterling in Q3.

Chart 1: UK IG credit returns turned negative in Q3, as higher gilt yields 

pressured higher quality IG yields. Banks and insurers held up well, as UK 

recession risks fell and growth recovered in H1, protecting overall indices.

Chart 5: Despite wider HY sterling spreads, returns remain robust since 

the 2022 sell-off (when the LDI crisis caused an illiquidity crisis in sterling 

debt). The market held up well in Q3, helped by lower correlation to gilts.   

Chart 3: Higher yields on credit in Q3 caused IG index duration to shorten, 

with this effect compounded by the market value of longer bonds falling. 

However, longer hyperscaler issuance offset this somewhat in the US.
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Conventional Government Bond Returns − 3M & YTD % (EUR, GBP, TR)

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

Longer-end conventionals fell in Q3 in EUR and GBP terms. Short-dated JGBs outperformed with gains of 3.6% and 2.8%, 

respectively in EUR and GBP terms, helped by yen gains. Elsewhere, returns were relatively flat in the front end, while 

longs remained under pressure. Bunds and US Treasuries particularly underperformed in longs. 

Fed rate hike expectations initially eased in Q3 on weaker labor market data and inflation; however, the rebound in oil prices turned 

rate hike expectations more hawkish, and the Fed duly raised rates in September, driving Treasury yields higher. Similarly, higher oil 

prices and the ECB rate hike led to higher Bund yields. Bunds fell 8.3% and 4.3%, respectively in 7-10 yrs and 20+ yrs. 

JGBs saw positive returns in both EUR and GBP terms, due to a stronger yen in Q3, after US support for the yen in FX intervention. 

The JGB curve flattened as the BoJ hiked rates to 1.25% in September, but the greater sensitivity of longer JGBs to higher yields 

meant 1-3 yr JGBs outperformed. 
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Global Inflation-Linked and Credit Returns − 3M & YTD % (EUR, GBP, TR)

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 
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Inflation-linked bond returns were also squeezed by higher rate expectations in Q3, proving again their exposure to 

interest rate risk, even with higher inflation accruals. Japanese inflation-linked gained from the yen’s rally in both EUR 

and GBP terms, after US FX intervention, returning 4-5%. A weaker Euro and stronger GBP meant short linkers showed 

positive returns, led by UK linkers & Tips, though long linker returns were negative, with losses of up to 9% in long Tips.

Long US Tips led Q3 losses, falling 10-11% in EUR and GBP terms. It was a similar story YTD, with losses of 7-9%, as the US AI 

capex boom drove real yields higher and the Fed tightened policy. Long UK linkers lost 5-7%, hit by their very long duration. 

IG credits were dragged lower by their stronger correlation to govt bond returns in Q3, and higher govt bond yields, losing 2-4%. 

US IG returns were impacted by wider hyperscaler spreads, after the surge in issuance and Oracle downgrades. HY credits were 

less affected, given their stronger correlation to equities, with losses of 1-2%. YTD returns remain positive in credit led by EM.
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Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 
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Appendix − Duration and Market Value (USD, Bn) as of September 30, 2026

Source: FTSE Russell and LSEG. All data as of September 30, 2026. Past performance is no guarantee of future results. This report should not be considered ‘research’ for the purposes of MIFID  II. 

Please see the end of the report for important legal disclosures. Bond market data is derived from FTSE Fixed Income Indices. See Appendix for list of indices used for each market. 

3-5YR 7-10YR 20+YR Overall 3-5YR 7-10YR 20+YR Total 5-10YR 20+YR Overall 5-10YR 20+YR Total

US 3.6 6.8 14.9 5.4 3,120.6 1,287.0 1,519.2 14,046.2 6.8 20.0 6.2 478.7 106.1 1417.3

UK 3.7 7.0 16.1 7.5 226.9 311.2 300.4 1,812.9 7.0 25.1 12.7 149.7 189.7 729.6

Japan 3.8 7.8 20.2 9.4 457.4 576.0 461.9 2,970.3 7.4 5.5 17.2 26.4

China 3.7 7.8 17.7 5.5 950.4 747.0 410.2 4,257.1

EM 3.6 7.1 15.1 5.4 1548.88 1261.98 660.14 6,927.1 5.8 13.1 7.5 200.6 191.6 745.5

Germany 3.7 7.5 19.4 6.6 381.93 296.75 179.29 1,752.1 6.3 0.0 7.9 14.2 0.0 63.4

Italy 3.6 7.0 15.4 5.9 447.98 304.48 155.22 1,949.5 7.1 21.7 7.2 89.5 9.8 234.0

Spain 3.7 7.0 16.6 6.4 217.99 200.13 112.73 1,272.0 6.7 0.0 5.3 30.4 0.0 110.4

France 3.6 7.1 16.7 6.3 426.80 402.79 205.95 2,174.6 6.9 21.7 7.1 90.9 19.8 281.4

Sweden 3.7 7.1 0.0 5.5 16.39 14.31 0.00 59.4 5.6 3.7 3.3 16.1

Australia 3.7 7.0 14.9 5.9 75.88 116.84 21.21 425.5 7.1 19.6 6.7 12.7 2.5 35.3

NZ 3.8 7.0 14.6 5.8 21.33 24.13 5.30 94.6 7.9 16.3 8.5 5.3 1.2 13.4

Canada 0.0 0.0 0.0 0.0 0.00 0.00 0.00 0.0 0.0 0.0 0.0 0.0 0.0 0.0

DV DW DX DY BY CJ CK CL CM CN BZ CO

Duration MktVal

AAA AA A BBB Overall AAA AA A BBB Overall

US 9.9 7.8 6.3 6.1 6.4 61.6 644.4 3,105.8 3,625.8 7,437.7 3.6 1,348.4

Euro 6.2 5.0 4.3 4.1 4.3 20.3 275.8 1,428.1 1,688.5 3,412.7 3.2 400.4

EM 0.0 5.4 5.5 4.9 5.2 0.00 73.50 150.55 247.0 471.0 3.6 201.7

Data as of 2026-09-30
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Appendix − Glossary

Bond markets are based on the following indices:

FTSE World Government Bond Index (WGBI) for all global government bond markets

FTSE World Inflation-Linked Securities Index (WorldILSI) for all global inflation linked bond markets

FTSE US Broad Investment Grade Bond Index (USBIG®) for the US corporate bond market

FTSE US High-Yield Market Index for the US high yield bond market

FTSE Euro Broad Investment Grade Bond Index (EuroBIG ®) for the Euro denominated corporate bond market

FTSE European High Yield Market Index for the European high yield market

FTSE Chinese Government and Policy Bank Bond Index (CNGPBI) for the Chinese government bond market

FTSE Emerging Markets Inflation-Linked Securities Index (EMILSI) for the emerging markets inflation linked bond 

market

FTSE Emerging Markets Government Bond Index (EMGBI) for the emerging markets government bond market. Please 

note that over 50% of this index is invested in China

FTSE Emerging Markets Broad Bond Index (EMUSDBBI) for the emerging markets corporate bond market

FTSE ESG World Government Bond Index for the global government bond markets with an ESG tilt

FTSE Climate Risk Adjusted World Government Bond Index (Climate WGBI) and FTSE Advanced Climate Risk 

Adjusted World Government Bond Index (Advanced Climate WGBI) for each country’s relative exposure to climate risk, 

with respect to resilience and preparedness to the risks of climate change

List of Abbreviations used in charts:

IL = Inflation-linked bonds

IG = Investment-grade bonds

HY = High-yield bonds

BPS = Basis points

EM = Emerging market

LC = Local currency
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ABOUT FTSE RUSSELL 

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As 

a trusted investment partner we help investors make better-informed investment decisions, manage risk, and seize opportunities. 

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, 

asset managers, ETF providers and investment banks choose FTSE Russell solutions to benchmark their investment performance and 

create investment funds, ETFs, structured products, and index-based derivatives. Our clients use our solutions for asset allocation, 

investment strategy analysis and risk management, and value us for our robust governance process and operational integrity. 

For over 40 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of 

benchmarks and investment solutions that open up new opportunities for the global investment community. 

CONTACT US 

To learn more, visit lseg.com/en/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office: 

EMEA +44 (0) 20 7866 1810 Asia-Pacific 

North America +1 866 551 0617 Hong Kong +852 2164 3333 

  Tokyo +81 3 6441 1430 

  

© 2026 London Stock Exchange Group plc and its applicable group undertakings (“LSEG”). LSEG includes (1) FTSE International Limited (“FTSE”), (2) Frank 

Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. “FTSE Canada”, (4) FTSE Fixed Income LLC (“FTSE FI”), (5) FTSE (Beijing) 

Consulting Limited (“WOFE”), (6) FTSE EU SAS ("FTSE EU"). All rights reserved. 

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, WOFE, FTSE EU and other LSEG entities providing LSEG Benchmark and Index 

services. “FTSE®”, “Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®”, “Refinitiv” , “WMR ” “FR ” and all other trademarks and service marks used herein 

(whether registered or unregistered) are trademarks and/or service marks owned or licensed by the applicable member of LSEG or their respective licensors. 

FTSE International Limited is authorised as a Benchmark Administrator and regulated in the United Kingdom (UK) by the Financial Conduct Authority ("FCA") 

according to the UK Benchmark Regulation, FCA Reference Number 796803. FTSE EU SAS is authorised as Benchmark Administrator and regulated in the 

European Union (EU) by the Autorité des Marches Financiers (“AMF”) according to the EU Benchmark Regulation. 

All information is provided for information purposes only. All information and data contained in this publication is obtained by LSEG, from sources believed by it 

to be accurate and reliable. Because of the possibility of human and mechanical inaccuracy as well as other factors, however, such information and data is 

provided "as is" without warranty of any kind. No member of LSEG nor their respective directors, officers, employees, partners or licensors make any claim, 

prediction, warranty or representation whatsoever, expressly or impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information 

or LSEG Products, or of results to be obtained from the use of LSEG products, including but not limited to indices, rates, data and analytics, or the fitness or 

suitability of the LSEG products for any particular purpose to which they might be put. The user of the information assumes the entire risk of any use it may 

make or permit to be made of the information. 

No responsibility or liability can be accepted by any member of LSEG nor their respective directors, officers, employees, partners or licensors for (a) any loss or 

damage in whole or in part caused by, resulting from, or relating to any inaccuracy (negligent or otherwise) or other circumstance involved in procuring, 

collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, communicating or delivering any such information or data or from use of this 

document or links to this document or (b) any direct, indirect, special, consequential or incidental damages whatsoever, even if any member of LSEG is advised 

in advance of the possibility of such damages, resulting from the use of, or inability to use, such information. 

No member of LSEG nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be 

taken as constituting financial or investment advice. No member of LSEG nor their respective directors, officers, employees, partners or licensors make any 

representation regarding the advisability of investing in any asset or whether such investment creates any legal or compliance risks for the investor. A decision 

to invest in any such asset should not be made in reliance on any information herein. Indices and rates cannot be invested in directly. Inclusion of an asset in an 

index or rate is not a recommendation to buy, sell or hold that asset nor confirmation that any particular investor may lawfully buy, sell or hold the asset or an 

index or rate containing the asset. The general information contained in this publication should not be acted upon without obtaining specific legal, tax, and 

investment advice from a licensed professional. 

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index and/or rate returns shown may not 

represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented prior to 

the index or rate inception date is back-tested performance. Back-tested performance is not actual performance, but is hypothetical. The back-test calculations 

are based on the same methodology that was in effect when the index or rate was officially launched. However, back-tested data may reflect the application of 

the index or rate methodology with the benefit of hindsight, and the historic calculations of an index or rate may change from month to month based on revisions 

to the underlying economic data used in the calculation of the index or rate. 

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may 

prove to be inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual 

results to differ materially. No member of LSEG nor their licensors assume any duty to and do not undertake to update forward-looking assessments. 

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, 

recording or otherwise, without prior written permission of the applicable member of LSEG. Use and distribution of LSEG data requires a licence from LSEG 

and/or its licensors.

The information contained in this report should not be considered “research” as defined in recital 28 of the Commission Delegated Directive (EU) 2017/593 of 7 

April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council (“MiFID II”) and is provided for no fee.
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