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Investors’ attempts to treat current market levels as an irresistible buying
opportunity are clashing with reality as the 10Y UST vield reached a 24Y high
of 5.3675% before retreating to 5.25%. With equities and bonds falling
simultaneously, market turmoil risks intensifying as selling pressure feeds on
itself. If this self-fulfilling sell-off takes hold, the USD may remain quite firm,
supported by high US vields and its safe-haven role until markets calm down.

CHART: MARKET REACTION FOLLOWING FED CHAIR KEVIN WARSH’S SPEECH IN JACKSON HOLE AND RATE HIKE
10Y UST YIELD, DOW JONES INDEX AND THE US DOLLAR INDEX (DXY)
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Note: all three series are indexed to 100 on 3 August 2026

THE NOISE ...

The price action seen this week has been quite instructive regarding the prevailing mood among
investors. Early attempts to view current yield levels as an irresistible opportunity to buy back
bonds clashed against reality, as the minutes of the September FOMC meeting showed that some
participants were concerned about a possible demand-led increase in price pressures, rather than
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one driven solely by higher energy costs. Consequently, under this scenario, the nearly 80bp
worth of tightening priced into the US forward curve over the next 12 months could be even
justified. And in this case, bond yields could still rise further before bonds are definitively viewed
as a buying opportunity. Unsurprisingly, the 10Y UST vyield hit a 24Y high of 5.3675% on
Wednesday before retreating to around 5.25% ahead of the Columbus Day holiday in the US on
Monday, confirming that fluctuations also in bond yields remain large at present.

... AND THE SIGNAL

But the ongoing market turmoil could intensify. Price action shows that equity markets worldwide are falling
alongside bonds. There is a risk that a bearish self-fulfilling prophecy could emerge, whereby, in the absence of the
intervention of an external agent (namely, central banks), investors adopt the logic that “we sell because markets
are falling and markets are falling because we sell”.

The chart on the previous page shows movements in the 10Y UST yield, the Dow Jones Index and the US Dollar Index
(DXY) since Audust, highlighting the escalation in market tensions, especially on the yield front, following Fed Chair
Kevin Warsh’s speech in Jackson Hole on 28 August and the 25bp rate hike delivered at the 16 September FOMC
meeting, at which Warsh indicated that the US central bank still has work to do.

Unfortunately, central banks have remained largely silent until now, especially in the US. Remarks by Banque de
France Governor Emmanuel Moulin that the situation in the country is serious but does not require ECB action, and
comments by other ECB officials that repricing of yields could impact future stance and higher yields could materially
impact the economy, are probably too tepid to halt the ongoing market situation, let alone definitively reverse it. The
current crisis originated in the US, probably because of an overly aggressive Fed stance on monetary tightening, as
we discuss in more detail in our Short View — The USD between soaring UST vyields and buying opportunities, 7
October. Hence, any solution needs to come through the US and the Fed.

In the meantime, the implications for the FX market are straightforward: the USD is set to remain quite firm,
benefiting from soaring US vyields. Its safe-haven status could provide additional support if the bearish self-fulfilling
prophecy materialises or geopolitical tensions in the Middle East escalate significantly again. However, US President
Donald Trump has ultimately denied talks that he will attack Iran before the US midterm elections on 3 November.
Given the current situation and widening yield spreads across the eurozone due to creeping political risk, EUR-USD’s
ability to hold the line at around 1.12 appears to be a sign of resilience rather than weakness. The CHF and the JPY
may also benefit, probably more against the euro than against the greenback.

Of course, a bullish self-fulfilling prophecy may also emerde if sentiment turns, markets recover on their own and
stocks and bonds rally together. A drop in the 10Y UST yield back to 5.00% or even 4.80%, the level prevailing early
in September before market turmoil began and more in line with our scenario, may suddest that the crisis is over.
The USD would then lose some of its strength as UST yields decline. However, even in this case, a recovery in EUR-
USD to 1.16, its level one month ago, would remain very difficult if political tensions across the eurozone persist.
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future
results.

2. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate
strongly according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downdrading of creditworthiness. In
the event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation
of the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.
8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only.
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