ROWN AGENTS
NVESTMENT
ANAGEMENT \

‘ﬂ

Capital Markets Monthly

FIXEDAINCOME

September 2026

CHARLES THOMSON
Head of Portfolio Management

charles.thomson@caiml.com

More Hawkish Federal Reserve Keeps Upward Pressure on Bond Yields

US Treasuries delivered weak returns in August as a sharp late-
month sell-off overwhelmed earlier gains. Yields initially declined on
the back of softer economic data, including weaker-than-expected
employment indicators and a modest easing in CPl inflation,
reinforcing expectations that policy rates had likely peaked.
However, sentiment reversed abruptly in the final days of the
month, with yields rising across the curve as investors reassessed
the outlook for monetary policy following a hawkish Jackson

Hole speech from Federal Reserve Chair Kevin Warsh. In his first
appearance at the symposium as Chair, Warsh argued that while the
labour market remains consistent with full employment, inflation

is still running above the Fed’s 2% target and there is insufficient
evidence that underlying price pressures are easing at the required
pace. He reaffirmed the Fed’s commitment to restoring price
stability, warned that further policy tightening could be necessary if
progress on inflation stalls, and notably declined to provide forward
guidance on future rate decisions. While Warsh also highlighted

the transformative potential of artificial intelligence to boost
productivity and long-term growth, markets focused on his higher-
for-longer policy stance, driving yields higher despite the softer
macroeconomic backdrop.

UK Gilts delivered modestly positive returns in August, although
performance remained below the level of coupon income as higher
yields weighed on capital returns. Markets were increasingly focused
on the UK’s inflation outlook, with headline CPI accelerating from
2.6% to 2.9% and core inflation remaining stubbornly elevated at
2.6%, highlighting the persistence of underlying price pressures. A
key risk for the months ahead is the sharp rise in global LNG prices,
to which the UK remains particularly exposed given its reliance

on imported gas. Sustained increases in energy costs could feed
through to both household bills and broader inflation, potentially
reversing recent progress on disinflation. Against this, the domestic
growth outlook remains subdued, which is likely to limit the Bank

of England’s willingness to tighten policy in the near term. As a
result, we expect no change in the Bank Rate at the September MPC
meeting. However, should inflation continue to rise, particularly as
aresult of higher energy prices, the Bank may face renewed pressure
to resume tightening during the fourth quarter despite the weak
economic backdrop.
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European sovereign bond markets have increasingly differentiated
between Italy and France as their fiscal positions have moved in
opposite directions. Italy’s debt-to-GDP ratio has declined from
154% in 2020 to 139%, supported by a primary budget surplus and
a substantial reduction in the fiscal deficit under Prime Minister
Giorgia Meloni’s government. This improvement in fiscal metrics
has been accompanied by greater market confidence in Italy’s
policy framework and debt sustainability. By contrast, France’s

debt burden has continued to rise, while its budget deficit remains
above 5% of GDP, drawing greater attention to the country’s fiscal
outlook. Political fragmentation, repeated budget stand-offs and the
approaching presidential election may complicate efforts to deliver
meaningful fiscal consolidation, particularly given resistance to
spending restraint and welfare reforms. We expect the ECB to hike
the target rate from 2.25% to 2.5% at the upcoming meeting on 10th
September.

Japanese Government Bonds continue to present an attractive
opportunity (for longer-dated issues) despite the prospect of
further policy normalisation by the Bank of Japan. The Japanese
yen remains materially undervalued on most long-term measures,
providing a potential source of additional return for unhedged
international investors should the currency strengthen from current
levels. At the same time, the JGB yield curve remains exceptionally
steep by historical standards, offering meaningful compensation for
extending duration. Long-dated Japanese government bonds now
provide some of the highest nominal yields available in Japan for
more than a decade, creating an attractive entry point for investors
seeking high-quality sovereign exposure. While inflation has
become more entrenched and wage growth has improved, much of
the expected policy tightening appears already reflected in market
pricing. We expect the Bank of Japan to deliver a further rate hike
at its meeting on 18 September, continuing its gradual transition
away from ultra-accommodative monetary policy. However, the
combination of an undervalued currency, elevated long-end yields
and a steep yield curve provides a compelling foundation for long-
term returns. In our view, these factors more than compensate

for the risk of modest additional policy tightening and support a
constructive outlook for long-dated JGBs.



fixed income cont...

Chinese government bonds delivered a largely stable performance
during July, with yields remaining broadly unchanged as subdued
inflation pressures were offset by a still-challenging economic
backdrop. While economic growth indicators continued to provide
a mixed picture, bond markets appeared to take comfort from
expectations that policymakers would maintain targeted fiscal

and monetary support measures while refraining from large-scale
stimulus. Inflation remained muted, reinforcing the view that
monetary policy is likely to remain accommodative for an extended
period. In currency markets, the renminbi strengthened modestly
against the US dollar, with USD/CNY declining from 6.75to0 6.71
during the month. The move was driven primarily by broad-based
US dollar weakness and a modest improvement in sentiment
towards Chinese financial assets, reflecting expectations that policy
support and gradual economic stabilisation will help underpin
market confidence.

Emerging market debt delivered a relatively strong performance
during August, with the JPMorgan EMBI Global Index returning
+0.9%. Credit spreads also continued to tighten, with the JPMorgan
EMBI Global spread narrowing from 227 basis points to 217 basis
points, reflecting resilient investor demand for emerging market
credit and a stable fundamental backdrop. The combination

of spread compression and carry more than offset the impact

of modest moves in underlying US Treasury yields, resulting in
positive total returns across the asset class. While valuations remain
relatively full by historical standards, the tightening in spreads
suggests that markets remain comfortable with the macroeconomic
and credit outlook for emerging market sovereign issuers. Carry
continues to provide an important source of return, particularly in an
environment where many emerging market economies have already
made substantial progress in bringing inflation under control and
maintaining fiscal discipline.
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The following chart shows the yield on 5-year UK Gilts and UK
Natural Gas Futures:

5-Year UK Gilts and UK Natural Gas Futures
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Source: Bloomberg Finance L.P., 31 August 2026.



IMPORTANT NOTES

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any
Crown Agents Investment Management Limited (‘CAIM’) funds and has not been prepared in connection with any such offer.

This communication may only be used by a person in a jurisdiction where it is legally permitted to do so. The original
recipient is responsible to ensure that no breach of local laws occurs in sharing its contents. This document should not be
reproduced or distributed except via original recipients such as authorised financial advisers that are permitted to do so by
local regulation and should not be made available to retail investors. This communication is not for distribution in the United
States of America.

Any opinions expressed herein are those at the date of issue and cannot be depended on to predict future events. They do
not necessarily reflect the views of CAIM. All data is sourced to CAIM unless otherwise stated. We believe that the information
contained is from reliable sources, but do not guarantee the relevance, accuracy, validity or completeness thereof. Subject
to UK law, CAIM does not accept liability for irrelevant, inaccurate, invalid or incomplete information contained, or for the
correctness of any opinions expressed.

Past performance is not indicative of future performance. Investors whose reference currency differs from that in which the
underlying assets are invested may be subject to exchange rate movements that alter the value of the investments. The
value of investments and any income from them may fluctuate and investors may incur losses. All investments involve risks
including the risk of possible loss of principal. Liquidity risk may delay or prevent account withdrawals or redemptions. High
volatility of fund prices can result from unstable market conditions.

The investment opportunities described herein do not take into account the specific investment objectives, specific needs,
knowledge, experience or financial circumstances of any particular person and are not guaranteed.

This document is produced and issued by Crown Agents Investment Management Limited, with Company Registration No.
02169973, and its registered office at 3 More London Riverside, London, SE1 2AQ, which is authorised and regulated by
the Financial Conduct Authority in the UK (No 119207). For complaints relating to CAIM’s financial services, please contact
CAIMLEnquiries@caiml.com
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