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In September, the Federal Reserve (Fed) raised the federal
funds target range 25bps to 3.75%-4.00%, marking its first rate
hike since 2023; policymakers cited persistent inflation,
alongside solid economic activity and resilient domestic
spending, while signaling another increase remains possible
before year-end

« The market's focus broadened beyond Fed policy as
investors increasingly grappled with rising Treasury
yields, growing fiscal deficits, and geopolitical uncertainty
amid tighter financial conditions

Economic data generally surprised to the upside; August
payrolls increased 162k versus expectations of 55k,
September's PMI Composite Index rose to 58.4, and the
unemployment rate remained at 4.1%

Inflation remained elevated as August CPl increased 0.4%,
above consensus, and Core CPI rose 0.3%; headline and core
inflation ended at 3.4% and 2.4% year-over-year, respectively

Treasury yields moved sharply higher during September as
investors reassessed the outlook for inflation, monetary policy,
and Treasury financing needs; the 5-year Treasury yield rose
59bps to 5.09%, one of the largest moves across the curve,
while the 30-year Treasury yield reached 5.63%, its highest
level in more than two decades,

* A weak $70 billion 5-year Treasury auction reinforced
concerns surrounding demand for government debt;
investors increasingly questioned what yield level is
required to absorb growing Treasury issuance as
persistent fiscal deficits drive financing needs higher

Credit market performance diverged as lower-quality issuers
proved more sensitive to rising market volatility; investment-
grade (IG) spreads widened from 78bps to 80bps, and high-
yield (HY) spreads increased from 261bps to 311bps, while all-
in yields rose from 5.49% to 6.04% and 7.27% to 8.35%,
respectively

+ HY posted its worst monthly loss since September 2022,
and yields rose to a 17-month high

|G corporate supply totaled $195 billion, below expectations of
$215 billion; year-to-date supply is up 31% to $1.7 trillion.

» HY issuance measured roughly $51 billion, the highest
monthly total in 2026, despite higher funding costs

Agency mortgage-backed securities underperformed most
spread sectors; MBS spreads widened to approximately 36bps
as elevated rate volatility was a headwind

Municipal bonds generally lagged Treasuries during the month;
the 2-year muni/Treasury ratio rose from approximately 60%
to 66%, while the 30-year ratio increased to roughly 92%
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