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Volatility challenges risk-taking 

The risk-on mood that prevailed for much of the review period1 in global financial 
markets faced mounting challenges from spells of market volatility. These coincided 
with broader policy uncertainty amid growing concerns about an economic 
slowdown and unease around stretched equity valuations. Yet despite some 
retrenchment, valuations of risk assets remained at historically elevated levels, 
prompting questions about the consequences of any swing in investor sentiment. 

The artificial intelligence (AI)-related boom in equity prices continued to shape 
financial market developments. Large cap technology stocks continued to 
outperform for much of the review period, buoyed by strong earnings. However, they 
showed signs of retrenchment towards the end of the period due to greater investor 
wariness about stretched valuations. Japanese stocks rallied following political 
changes, which raised expectations of an expansionary fiscal stance. European stocks 
similarly benefited from positive sentiment. Equity prices in emerging market 
economies (EMEs) rallied and in many cases posted larger gains than in advanced 
economies. Nevertheless, the positive tone was punctuated by episodes of volatility.  

Credit markets were mostly unswayed by equity market volatility. Credit spreads 
remained compressed, even if some cracks started appearing in the weakest 
segments of credit markets. Following highly publicised defaults in October, 
leveraged loan spreads edged up, with some spillovers to investment vehicles 
providing credit via private markets. Yet these tremors proved short-lived and did not 
lead to any impairment of primary corporate credit markets.  

Expectations of future monetary policy easing helped to keep long-term rates in 
check and provided a cushion to risk asset valuations. While the Federal Reserve cut 
rates twice, a lack of hard data due to the US government shutdown injected some 
uncertainty over the policy path ahead. Nevertheless, weakening labour markets and 
a restrained outlook for inflation led market participants to anticipate further cuts in 
the medium run. Amid upward pressure on repo rates and volatility in money markets, 
the Federal Open Market Committee (FOMC) announced that it planned to halt its 
balance sheet reduction in December. After having cut their policy rates at an earlier 
stage, other major central banks stayed on hold, but signalled readiness to provide 
support should economic conditions deteriorate. These developments were reflected 
in largely stable longer-term bond yields across many jurisdictions, despite growing 
strains on fiscal balances. 

In the early part of the review period, gold prices surged in parallel with other 
risk assets. This is at odds with the historical pattern of lacklustre gold performance 
during risk-on phases. Appetite for precious metals may underscore market 
participants seeking at least some safe asset exposure in the event that things turn 
sour. But part of the surge can also be traced to investors trying to take advantage of 
the momentum in search of price appreciation, consistent with elevated risk-taking. 

The US dollar halted the downward path it had entered in April and recovered 
some ground. It appreciated vis-à-vis major advanced economy currencies – and 
especially so against the Japanese yen and other Asian currencies, while depreciating 
against Latin American ones. 

 
1  The review period covers 5 September to 28 November. 
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Key takeaways 

• Strong risk sentiment and expectations of policy easing supported risk assets, but growing wariness and 
higher volatility increasingly challenged the risk-on mood.   

• Despite some tensions in US money markets and lingering fiscal concerns in some countries, bond yields 
moved sideways amid expected monetary easing. 

• Emerging market economy assets weathered the trade tensions and benefited from benign investor risk 
sentiment. 

Risk assets held ground despite growing concerns  

Over the review period, investors’ risk appetite was challenged by bouts of volatility 
ignited by renewed trade conflicts, mounting concerns about stretched valuations in 
parts of the equity market and fiscal woes in certain jurisdictions. That said, the risk-
on mood proved resilient, hence risk asset valuations remained elevated, and tech 
stocks even posted additional gains. 

The buoyancy in equity markets that characterised the last review period broadly 
carried over, even as concerns about a potential overvaluation of US tech stocks grew 
and resulted in higher volatility. Strong risk appetite, aided by solid earnings, 
propelled US equity markets to new all-time highs (Graph 1.A, red line). European 
equities also rallied, in lockstep with their US counterparts, despite weaker earnings 

The rally in equity markets continued1 Graph 1 

A. Equity markets gained ground 
 

B. Magnificent 7 stocks 
outperformed the rest of the index 

 
C. Solid earnings underpinned the 
Magnificent 7 stock price growth 
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EPS = earnings per share. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
a  First Brands bankruptcy (29 September 2025).    b  US-China tariff escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Bloomberg; LSEG Datastream; LSEG Workspace; BIS. 
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growth (blue line). Japanese equities saw a particularly strong rise (purple line), 
boosted by political developments and their overall attractiveness to international 
investors. Towards the end of the review period, global equity prices underwent a 
correction amid spells of volatility, but nevertheless posted gains compared with the 
beginning of the review period. Most major EME equity indices also gained ground 
during the review period. Asian equity markets weathered the US-China trade 
tensions well and gained momentum as they waned. Korean equity markets, in 
particular, posted double-digit returns on the back of the strong performance of 
semiconductor stocks. In Latin America, the Argentine and Brazilian stock markets 
had a sustained rally. 

The “Magnificent 7” (M7) stocks continued to outperform the rest of the index 
(Graph 1.B). The recent rally in M7 stock prices was fuelled by both optimistic 
expectations about the future profitability of AI and data centre investment and solid 
earnings growth (Graph 1.C). This is dissimilar to the dotcom bubble of the late 1990s, 
which was largely fuelled by over-optimistic expectations that were not underpinned 
by realised earnings growth. Nevertheless, the rally of M7 stocks has raised concerns 
about stretched valuations and the risks a price correction would entail for the 
broader stock markets and the economy.  

As a consequence of their price surge, the weight of M7 stocks in the broad 
S&P 500 index has become sizeable. Since the first breakthroughs in mainstream use 
of AI, the M7 share in the total index market capitalisation has grown to nearly 35%, 
from about 20% in November 2022 (Graph 2.A, red area). M7 stocks became a 
linchpin for other tech stocks, whose share in market capitalisation also grew by 
5 percentage points, from 10% to about 15% (blue area).  

Rising concentration and valuation concerns started weighing on markets1 Graph 2 

A. The technology sector market 
share surged during the AI boom… 

 
B. …dragging valuations of the rest 
of the market higher 

 
C. Bouts of volatility became more 
frequent 
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M7 = Magnificent 7; P/E = price/earnings. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
a  OpenAI released an early demo of ChatGPT (30 November 2022).    b  First Brands bankruptcy (29 September 2025).    c  US-China tariff 
escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Bloomberg; LSEG Datastream; LSEG Workspace; BIS. 
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The tech industry’s increasing share in the overall market capitalisation magnifies 
risks of spillovers to risk assets more generally, should investors reassess their 
expectations about their profitability. While so far isolated disappointing news on the 
earnings of certain firms did not spill over to the broader M7 or tech sector, some of 
the recent bouts of volatility can be traced to mounting concerns over the profitability 
of massive investments in data centres and AI-related technologies. 

The attractiveness of the returns on tech stocks, as well as on US equities more 
generally, fuelled portfolio inflows. Flows into US equities rebounded strongly in mid-
September 2025, particularly within the exchange-traded fund (ETF) segment, and 
outpaced those into European markets. Yet these recent inflows into equities were 
characterised by some divergence across investor types: retail investors continued to 
pour money into US equity funds, even as institutional investors gradually withdrew. 

Driven by the rally, valuations of tech firms have become hefty by historical 
standards. While still well below the levels reached at the peak of the dotcom bubble, 
price/earnings multiples have been approaching the top 10% of the historical 
distribution for the M7 (Graph 2.B, yellow dots), significantly above the levels before 
the tariff turbulence (blue dots). What is more, the valuations of other tech firms, with 
a less established earnings track record than the M7, have been dragged even higher, 
approaching the levels reached at the peak of the dotcom bubble (red dash). 
Although the rest of the S&P 500 index posted smaller gains, aggregate valuations 
also appear elevated by historical norms, arguably because of more lacklustre growth 
in the earnings of non-tech sectors in the index. The M7’s performance also stands 
out from a cross-country perspective, as these firms have exhibited notably different 
performance over time compared with, for instance, their Chinese peers (Box A). 

As is commonplace in a late-cycle risk-taking environment, volatility ticked up 
amid more frequent flare-ups. The VIX experienced several notable spikes, and 
touched a seven-month high, driven by renewed US-China trade tensions, as well as 
concerns about frothy equity valuations (Graph 2.C, red line). The bankruptcies of First 
Brands and Tricolor affected financial institutions with direct exposure to these 
businesses but did not lead to broader contagion. The disclosure of borrower fraud 
at two US regional banks, sparked a wider sell-off, fuelled by concerns over the health 
of regional lenders. However, neither of these episodes led to major spillovers beyond 
the sector, even though they might herald the possibility of further credit market 
strains. While all these bouts of volatility were short-lived, volatility overall settled at 
a somewhat higher level. Forward-looking measures of VIX volatility (pink line) 
witnessed similar upsurges, reflecting shifting market expectations of such spikes 
being more frequent in the future. 

Corporate credit markets in advanced economies appeared rather insulated from 
equity market volatility and generally retained a risk-on mood, while in EMEs risk-
appetite was more fragile. Investment grade credit spreads hovered well below the 
historical norms in both the United States and the euro area (Graph 3.A). Consistently 
with this, common gauges of expected default probabilities actually fell in both the 
United States and Europe, reflecting the overall risk-on sentiment (Graph 3.B). In 
EMEs, corporate credit spreads edged higher on renewed trade tensions between the 
United States and China and remained elevated, particularly in Latin America, 
underpinning the fragility of the risk-on mood (Graph 3.C). 
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Box A 

Tech stock performance around the globe: what explains the differences? 
Livia Pancotto and Yui Ching Li 

Tech stock performance has diverged markedly around the globe in recent years. Large technology firms in the 
United States and China have followed different trajectories, driven by earnings prospects, business models, 
regulatory conditions and risk premia. While advances in artificial intelligence (AI) – and the investor interest 
surrounding them – have boosted valuations of a subset of firms, they do not fully explain the differences across 
global technology markets. This box examines the market performance and global footprint of US and Chinese 
big tech firms and compares their valuation patterns with those of major technology firms in other economies.  

The stocks of US technology firms have risen much faster than the overall market and Chinese counterparts 
(Graph A1.A). The US “Magnificent 7” (M7) have consistently outperformed the S&P 500, especially since the 
public release of ChatGPT in late 2022. Such strong gains were underpinned by solid earnings (as discussed in 
the main text), improved operating efficiency and sustained AI-related investment and demand. These dynamics 
have strengthened the M7’s global footprint, with their share in global equity benchmarks recently approaching 
one quarter of total market capitalisation (Graph A1.B).  

Global tech stocks differ in performance, market share and valuations Graph A1 

A. M7 and T10 stock performance 
diverged substantially1 

 
B. M7 gained increasing global 
presence1  

 
C. Valuation ranges differed across 
tech groups, with M7 at the upper 
end3 
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M7 = Magnificent 7; P/E = price/earnings; T10 = Terrific 10. 
a  OpenAI released an early demo of ChatGPT (30 November 2022).    b  DeepSeek-R1 released (20 January 2025). 
1  Magnificent 7 = Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and Tesla; Terrific 10 = Alibaba, Baidu, BYD, Geely, JD.Com, Meituan, 
NetEase, SMIC, Tencent and Xiaomi. The composition of the S&P 500 and Hang Seng Index (HSI) is fixed on 28 November 2025.    2  MSCI All 
Country World Index (ACWI), covering approximately 85% of the global investable equity universe.    3  Median for each group. For Global 
(excluding the United States and China), the sample includes the 10 largest tech companies by market capitalisation as of 24 November 2025, 
including Accenture, Arm, ASML, Hon Hai, Samsung, SAP, Shopify, SK Hynix, Tata Consultancy Services and TSMC. 

Sources: Bloomberg; LSEG Datastream; S&P Global Market Intelligence; authors’ calculations. 

By contrast, China’s “Terrific 10” (T10) experienced a sharp rally through 2020 and early 2021, fuelled by 
strong earnings momentum and the pandemic-driven surge in digital adoption. The upswing, however, gave 
way to a prolonged correction due to regulatory tightening, weak domestic demand and a shift in global 
investor appetite away from Chinese assets. More recently, prices have begun to recover amid renewed interest  
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in domestic AI developments following the DeepSeek release in January 2025 and signs of a more supportive 
policy stance for the tech sector, which have helped lift investor sentiment. Nonetheless, their global presence 
remains well below previous peaks and modest compared with M7.   

Valuation patterns mirror these divergences. The M7 have elevated valuations within a relatively narrow 
range, consistent with investor beliefs of strong earnings growth prospects, established business models and 
investor optimism about potential AI-driven productivity gains. T10 valuations are generally more subdued and 
more varied, reflecting higher risk premia, regulatory uncertainty and pronounced swings in investor sentiment. 
Global tech peers outside the United States and China show intermediate valuation levels with moderate 
dispersion, possibly due to broader business model diversification and lower sensitivity to region-specific shocks 
(Graph A1.C).  

  The views expressed here are those of the authors and not necessarily those of the BIS or its member central banks. 

 

The isolated corporate bankruptcies had a stronger effect on riskier segments of 
credit markets. High-yield corporate credit spreads edged higher amid concerns 
about US regional banks, although they later retraced and remained close to historical 
lows (Graph 3.A). Leveraged loan spreads ticked up by 10 basis points in the weeks 
following the First Brands bankruptcy filing, while spreads on covenant-lite loans, the 
riskier subsegment, increased by nearly 15 basis points and settled at this higher level 
(Graph 4.A). ETFs tracking business development companies – investment vehicles 
providing credit in private markets – also showed signs of investors’ unease regarding 
a possible deterioration in asset quality, while the asset price reactions in junk bonds 
and bank loan ETFs were more subdued. All these pressures in credit markets, while 
indicating increased wariness, were mostly short-lived (Graph 4.B), as risk-taking 
reasserted itself.  

Credit markets remained unruffled despite corporate bankruptcies1 Graph 3 

A. Credit spreads remained 
compressed 

 
B. Expected default probabilities 
subsided 

 
C. EME corporate spreads ticked up 
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EDF = expected default frequency; EMEA = Europe, the Middle East and Africa. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
a  US-China tariff escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Bloomberg; ICE Data Indices; JPMorgan Chase; Moody’s; BIS. 

US EU US EU
0

200

400

600

800

 
/ 28 Nov 2025

1 Jul 2005–28 Nov 2025:
/ Median, interquartile range,

interdecile range

Investment
grade

High-yield

2024 2025
0.2

0.4

0.6

0.8

1.0

One-year EDF:
United States
Europe

2024 2025
125

150

175

200

225

250

275

200

225

250

275

300

325

350

Lhs: EMEA Latin America
Rhs: Asia

CEMBI Broad:

a



 
 

 
 

BIS Quarterly Review, December 2025 7 
 

Against the backdrop of a somewhat higher pricing of risk, activity in primary 
markets for riskier credit instruments slowed. Mounting concerns about credit market 
quality were reflected in a slowdown in high-yield bond and leveraged loan issuance 
(Graph 4.C, purple and red lines). Private credit deal-making also cooled (yellow lines) 
amid concerns over a potential erosion in the lending standards in these transactions 
and growing awareness that the two recent bankruptcies may not have been isolated 
episodes. Moreover, recent issuances of corporate bonds by large tech firms to fund 
investment in data centres were not received favourably by markets, with spreads to 
government bonds ticking higher. While a swing in the risk-on mood might have far-
fetched consequences for credit markets and broader financial conditions, the 
relatively subdued pace of credit growth compared with the run-up to the Great 
Financial Crisis could allay some concerns. 

Sovereign yields moderate with monetary easing 

US money markets also saw a pickup in volatility since September, with repo rates 
spiking. The SOFR spread – the difference between secured overnight financing rate 
and the effective federal funds rate – rose to levels not seen since March 2020 (Graph 
5.A, red line). Such money market pressures reflected the interplay of demand and 
supply factors.  

Corporate bankruptcies remained isolated, but dealmaking activity slowed Graph 4 

A. Leveraged loan spreads rose, 
especially in the riskier segment 

 
B. Riskier credit ETFs showed strain 
amid bankruptcies1 

 
C. Riskier dealmaking activity 
slowed1 
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BDC = business development company; ETF = exchange-traded fund. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
a  First Brands bankruptcy (29 September 2025).    b  US-China tariff escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Dealogic; LSEG Datastream; PitchBook Data Inc | LCD; BIS. 
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Tremors in dollar money markets occurred amid heightened demand for 
leverage via repo by the hedge fund sector. One highly leveraged strategy reliant on 
repo is the cash-futures basis trade. It involves purchasing a government bond while 
simultaneously selling the corresponding futures contract to pocket the small 
difference between the two prices.2  To fund the purchase of the security and lever 
up the trade, the hedge fund typically turns to borrowing via the repo market.3 This 
strategy has grown particularly rapidly during the quantitative tightening of the past 
two years (Graph 5.B). Pressures on Treasuries at longer maturities and bond markets 
more generally could occur should these trades be suddenly unwound due to a spike 
in derivatives margins or difficulties in rolling over repo borrowing.  

Against this backdrop of buoyant demand, shortfalls in funding supply appear 
to have further contributed to the repo pressures. Reserve balances held by the 
banking system were shrinking amid the Fed’s quantitative tightening (Graph 5.A, 
blue line), with settlements of large issuances of shorter-term government paper 
being a further drain. Technical factors, such as the increases in the Treasury General 
Account due to the shutdown, as well as the end of the fiscal year for Canadian banks, 
further contributed to a relative shortage in liquidity versus collateral. In this context, 
the Fed decided to halt its balance sheet reduction operations as early as December.  

So far, such money market pressures have not spilled over to other parts of the 
yield curve. Indeed, volatility in fixed income markets has remained subdued, 

 
2  T Ehlers and K Todorov, “Goodbye Libor, hello basis traders: unpacking the surge in global interest 

rate derivatives turnover”, BIS Quarterly Review, in this issue. 
3  F Hermes, M Schmeling and A Schrimpf, “Unpacking repo haircuts and its implications for leverage”, 

BIS Bulletin, No 117. 

Money market jitters in the United States did not spill over Graph 5 

A. US money markets experienced 
bouts of volatility 

 
B. The open interest in hedge funds’ 
short future positions grew steadily1 

 
C. Volatility in money markets did 
not transmit to the yield curve 
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SOFR = secured overnight financing rate; UST = US Treasury securities. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
1  See endnotes for details. 

Sources: Board of Governors of the Federal Reserve System; Commodity Futures Trading Commission; JPMorgan Chase; LSEG Datastream; 
national data; BIS. 
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underscoring investors’ confidence in a benign outlook. Only the volatility at the very 
short end of the US Treasury yield curve appears to have increased visibly as money 
market volatility surged (Graph 5.C, red line), while that at longer maturities remained 
subdued by historical standards (blue and yellow lines).  

US and euro area government bond yields moved sideways in the review period 
(Graph 6.A, red and blue solid lines) as market participants weighed the monetary 
policy outlook in the short run. In the United States, the uncertainty was compounded 
by the lack of hard data releases due to the government shutdown. Expectations of 
further policy rate cuts waxed and waned amid a perceived hawkish tone in the 
October FOMC press conference and signs of a weakening labour market from 
alternative indicators. As a consequence, market expectations for policy rates in the 
year ahead rose and then partially subsided, but still lay well below the median of 
FOMC participants’ forecasts made in September (Graph 6.B). Markets’ optimism 
about the prospects for further policy easing was also underpinned by their implicit 
inflation outlook. The term structure of market-based inflation expectations for the 
United States substantially shifted downwards since September, especially in the 
short to medium run (Graph 6.C). Other major central banks kept policy on hold after 
many had eased their stance in the previous review period, but stood ready to deliver 
further easing should economic conditions deteriorate. One exception was Japan, 
where the central bank has adopted a cautious approach to policy tightening, and 
fiscal developments contributed to the rise in long-term yields (Graph 6.A, solid 
yellow line).  

 

  

Markets still expect further easing Graph 6 

A. Long-term yields were shaped by 
policy expectations1 

 
B. Markets expect further monetary 
easing in the United States… 

 
C. …amid subsiding inflation 
expectations 
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The shaded area indicates 5 September–28 November 2025 (period under review). 
a  First Brands bankruptcy (29 September 2025).    b  US-China tariff escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Board of Governors of the Federal Reserve System; Bloomberg; national data; BIS. 
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A relatively loose fiscal stance in several advanced economies was reflected in 
hefty issuance of public debt, particularly at short tenors. This, coupled with major 
central banks’ unwinding of their balance sheets, led to a large supply of government 
bonds for markets to absorb. Reflecting such pressure, swap spreads remained 
persistently negative (Graph 7.A), indicating a negative convenience yield of holding 
government bonds (Box B). The resulting spread encourages hedge funds to engage 
in relative value trades using government bonds and interest rate swaps; the recent 
contraction in the US dollar swap spread hints indeed at greater hedge fund activity.4 

Nevertheless, markets largely tuned out lingering concerns over the longer-term 
fiscal outlook. Ten-year average yields in 10 years, a gauge of longer-dated risk 
compensation, had been trending upwards for at least the last four years, reflecting 
growing investor concerns about fiscal sustainability (Graph 7.B). However, with the 
exception of Japan and Germany, this upward trend paused in the review period, 
possibly due more to limited issuance of long-term bonds than a waning of the 
underlying fiscal strains. Sovereign spreads in the euro area continued to narrow, 
partly because of the rise in German market-expected long-term rates (Graph 7.C). 
This includes France’s sovereign spread against German bunds, which marginally 
declined over the review period, partly eroding the previous increases. 

 
4  See V Sushko and K Todorov, “Sizing up hedge funds’ relative value trades in US Treasuries and 

interest rate swaps”, BIS Quarterly Review, in this issue. 

Risk appetite offset concerns about fiscal sustainability Graph 7 

A. Negative swap spreads reflect an 
abundant supply of government 
bonds1 

 
B. Longer-dated forward rates 
remained elevated 

 
C. Euro area sovereign spreads 
narrowed further 
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The shaded area indicates 5 September–28 November 2025 (period under review). 
1  See endnotes for details. 

Sources: Bloomberg; BIS. 
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Box B 
Compressed credit spreads and the quest for a risk-free rate  
Giulio Cornelli and Marco Lombardi 

Corporate spreads compressed considerably over the past months, hovering well below historical norms. In this 
environment, the share of corporate issuers with a security trading at yields below their sovereign counterparts 
picked up, with the French case being especially noteworthy. This raises the broader question of whether the 
compression in corporate spreads reflects a genuine reduction in the pricing of corporate credit risk or an 
increase in sovereign yields that serve as a benchmark.  

Conceptually, corporate credit risk can be thought of as the premium demanded by investors to hold 
corporate bonds over an equivalent “safe” bond. One common way in which corporate credit risk is measured 
is through spreads calculated relative to sovereign yields, which serve as benchmarks for a “safe” equivalent 
rate. However, this practice rests on an embedded assumption that movements in sovereign yields only reflect 
factors that also affect corporate bonds: pure interest rate risk, or a default risk component that is also shared 
with corporate bonds (eg fiscal or country risk). Moreover, sovereign bonds also embed a convenience yield – 
reflecting their high liquidity and their pledgeability as collateral – that may also fluctuate with the scarcity or 
abundance of sovereign bonds on the market. An alternative way to compute corporate spreads relies on using 
overnight index swaps (OIS) as benchmarks, which should in principle be exempt from these features. 

Corporate spread measures diverged, driven by the convenience yield1 Graph B1 

A. The growing erosion of the 
convenience yield…2 

 
B. …led to divergences in corporate 
spreads2 

 
C. The convenience yield became 
more correlated with issuance as 
supply became more abundant 

% % pts   bp    

 

 

 

 

 

OIS = overnight indexed swap; UST = US Treasury securities. 
1  USD OIS rate is based on the SOFR starting on 11 December 2018.    2  US corp index is the ICE BofAML US Corporate Index. 

Sources: US Treasury Fiscal Data; Bloomberg; ICE Data Indices; authors’ calculations. 

The choice of the benchmark is crucial when interpreting the dynamics of corporate spreads. To show this, 
let us decompose corporate yields according to the following simple equation: 

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑡𝑡 = 𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡 + (𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑡𝑡 − 𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡) + (𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑡𝑡 − 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑡𝑡) 

where the OIS captures pure interest rate risk, the spread between sovereign yield and OIS reflects country-
specific credit risk and the spread between corporate and sovereign yield accounts for corporate credit risk. The  
opposite of the second element in the equation above – the difference between OIS rates and sovereign yields –  
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is typically known as the swap spread and constitutes a measure of the convenience yield. Amid ongoing fiscal 
expansion and the unwinding of central banks’ balance sheets, a growing amount of government bonds need 
to be digested by private investors, which explains the downward trend in swap spreads.  

Since early 2020, the downward trend in convenience yields opened a wedge between sovereign yield and 
OIS in the decomposition above (Graph B1.A, yellow area). This, in turn, explains the substantial difference in 
the level of corporate spreads measured relative to sovereign and OIS rates for both the United States 
(Graph B1.B) and the euro area.  

The period during which corporate spreads based on sovereign yields diverged from those using OIS rates 
coincided with a growing issuance of Treasury securities and the unwinding of the Fed’s balance sheet. As the 
amount of Treasury securities available on the market became more abundant, the correlation between new 
issuances and the convenience yield doubled (Graph B1.C). This underscores how fiscal factors played a role in 
keeping measured corporate spreads compressed. 

  The views expressed in this publication are those of the authors and do not necessarily reflect the views of the BIS or its member 
central banks.      From about 2.5% in June to nearly 5% in September. 

Precious metals and the US dollar appreciated 

Precious metals saw an impressive rally in the early part of the review period, followed 
by a correction amid high volatility. Gold resumed its upward trajectory (Graph 8.A, 
red line), while other precious metals, such as silver, palladium and platinum, were 
also buoyant (yellow line).  

Such strong performance sits oddly with precious metals’ traditional role as safe 
haven assets. This should make them unattractive in a risk-on environment, in which 

Gold and the dollar appreciated1 Graph 8 

A. Gold and precious metals rallied 
while cryptocurrencies slumped 

 
B. The dollar generally appreciated 
against major currencies 

 
C. Asian EME currencies depreciated 
vs the dollar 

 4 Sep 2025 = 100  Index 4 Sep 2025 = 100   4 Sep 2025 = 100 

 

 

 

 

 
EMEA = Europe, the Middle East and Africa. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
a  First Brands bankruptcy (29 September 2025).    b  US-China tariff escalation (10 October 2025). 
1  See endnotes for details. 

Sources: Bloomberg; CoinDesk Data; LSEG Datastream; national data; BIS. 
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other assets promise much higher returns. The appetite for precious metals may well 
reflect market participants seeking some safe asset exposure amid persistent fiscal 
strains and long-run inflation concerns. Another (non-mutually exclusive) explanation 
is that trend-chasing investors – notably retail – might have sought to capitalise on 
gold’s momentum by engaging in speculative behaviour. Indeed, portfolio flow data 
show that inflows into retail ETFs and mutual funds tracking gold strongly rebounded 
in June and further accelerated in September, with some evidence for price pressure 
effects (Box C). Cryptocurrencies slumped towards the end of the review period: 
bitcoin, for example, shed about 20% (Graph 8.A, blue line). This might also be a sign 
of the growing fragility of the risk-on environment, and increased investor wariness 
over speculative assets. 

The US dollar halted the depreciation path it had entered in April and posted 
gains against other major currencies (Graph 8.B, red line). It appreciated markedly 
against the Japanese yen (purple line) due to Japan’s fiscal woes weighing on the 
currency and the Bank of Japan proceeding cautiously with rate hikes. Other Asian 
currencies also lost some ground against the dollar (Graph 8.C, red line), while EMEA 
and Latin American currencies continued to appreciate (blue and yellow lines, 
respectively). Overall, the dollar appreciation follows the trend observed in the 
previous review period. At first glance, this seems somewhat at odds with the typical 
pattern observed in a heightened risk-taking environment. Yet it could also reflect 
the relative outperformance of the US economy and the greater optimism on the 
profit prospects of its tech sector. In the jargon of currency traders, this would signify 
that we are on the right side of the US dollar “smile”, as opposed to its bottom, where 
risk appetite prompts investors to seek heftier yields abroad, leading to a dollar 
depreciation. 
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Box C 

Bubble conditions in US equities and gold? 
Giulio Cornelli, Marco Lombardi and Andreas Schrimpf 

Throughout the recent market rally, US equities and gold surged in lockstep. The sharp price increases of both 
assets and their growing presence on the radar screens of non-specialised media have attracted substantial 
investment flows from retail investors and sparked a debate over the possibility of asset price bubbles.  

Bubbles are characterised by rapid and accelerating price surges – reminiscent of an explosive behaviour – 
followed by sharp corrections. However, the identification of a bubble remains an open question in the academic 
discourse: there is no reliable evidence that price declines following strong increases are predictable, making it 
difficult to disentangle irrational price movements from rational market responses to the underlying (and 
potentially unobserved) fundamentals. Statistical approaches, instead, abstract from fundamentals and focus 
squarely on the time series properties of the price process. More specifically, they leverage on the notion that 
bubbles typically feature “explosive behaviour” – the property that the underlying data-generating process 
exhibits non-stationarity and drifts upwards, hence giving rise to accelerating, or explosive, price surges. To 
establish this, researchers can rely on so-called unit root tests while postulating that if a bubble exists the process 
exhibits roots above unity, which implies explosiveness.  

S&P 500 and gold at risk of being in a bubble Graph C1 

A. Gold and S&P 500 exhibited explosive behaviour 
jointly for the first time in the last 50 years 

 
B. Explosive prices are associated with low future returns1 

 Test statistic    

 

 

 

BSADF = Backward Supremum Augmented Dickey-Fuller. 
1  Based on observations exceeding the 95% critical value over the sample period of panel A. The vertical dashed line represents the maximum 
of the latest values of the BSADF test statistic for gold and the S&P 500. 

Sources: Bloomberg; LSEG Datastream; authors’ calculations. 

A widely used statistical test to detect the explosiveness of a price process suggests that both the 
S&P 500 and the price of gold have entered explosive territory in recent months. Historically, the prices of US 
equities and gold have breached the explosive behaviour threshold at different times (Graph C1.A). This was 
often followed by a significant correction, such as in 1980 for gold (after having surged during the Great 
Inflation) and the burst of the dotcom bubble for US equities. Note, however, that these corrections took place 
over a variable and potentially long time frame: while the test has reliably detected past bubbles, it provides no 
information on when bubbles may burst. Hence, during the development phase of the bubble, investors jumping 
on the trend could still benefit from further price increases. Also note that the past few quarters represent the 
only time in at least the last 50 years in which gold and equities have entered this territory simultaneously. 
Following its explosive phase, a bubble typically bursts with a sharp and swift correction. Graph C1.B suggests 
that high values of the test statistics – hinting at an ongoing bubble – are typically followed by periods of 
negative or subdued returns.  
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Beyond statistical properties, it is also instructive to monitor other common characteristics of bubbles. A 
typical symptom of a developing bubble is the growing influence of retail investors trying to chase price trends. 
At times of media hype and surging prices, retail investors can be lured to riskier assets that they would normally 
shun, compounded by herd-like behaviour, social interactions and fear of missing out. Indeed, measures of 
retail investors’ interest in markets, such as internet searches, tend to surge at times of frothiness (Graph C2.A).  

This time around, there is also evidence that retail investor exuberance and appetite for seemingly easy 
capital gains have spilled over to a traditional safe haven such as gold. Since the beginning of 2025, gold 
exchange-traded fund (ETF) prices have been consistently trading at a premium relative to their net asset value 
(NAV) amid growing retail investor interest (Graph C2.B, blue line). ETF prices exceeding their NAV signal strong 
buying pressure coupled with impediments to arbitrage.  

Retail investors are attracted to financial markets at times of frothiness Graph C2 

A. Internet searches soared amid 
growing media hype 

 
B. Gold ETF prices traded at a 
premium2 

 
C. Retail and institutional investor 
flows diverged 

 Index   % of NAV   USD bn 

 

 

 

 

 
ETF = exchange-traded fund. 
The shaded area indicates 5 September–28 November 2025 (period under review). 
1  Data (accessed on 1 December 2025) resulting from worldwide Google search queries for selected terms in the period 2021–28 November 
2025, indexed to 100 by peak search interest.    2  Data winsorised at the 0.5th and 99.5th percentiles. For benchmark equity ETFs, simple 
average of iShares Core S&P 500 ETF, SPDR S&P 500 ETF Trust and Vanguard 500 Index Fund ETF. For Gold ETFs, simple average of 194 ETFs. 

Sources: LSEG Lipper; trends.google.com; authors’ calculations. 

Fund flow data reveal it was mostly retail investors who recently poured money into US equities and gold 
funds. Furthermore, retail investors have increasingly taken trading positions that run counter to those of their 
institutional counterparts: the latter were taking money out of US equities or maintaining flat positions in gold, 
while retail investors recorded inflows (Graph C2.C). Although the influx of retail investors has mitigated the 
impact of institutional investor outflows, their growing prominence could threaten market stability down the 
road, given their propensity to engage in herd-like behaviour, amplifying price gyrations should fire sales occur. 

  The views expressed in this publication are those of the authors and do not necessarily reflect the views of the BIS or its member 
central banks.      E Fama, ”Two pillars of asset pricing“, American Economic Review, vol 104, no 6, 2014, pp 1467–85.      Most 
statistical tests for asset price bubbles rely on unit root tests; see R Gürkaynak, “Econometric tests of asset price bubbles: taking 
stock”, Journal of Economic Surveys, vol 22, no 1, 2008, pp 166–86.      The BSADF test for explosive behaviour performs a sequence 
of right-tailed unit root tests, keeping the endpoint of the sample fixed while recursively expanding the starting point; values of the 
test statistic above the critical ones indicate explosive behaviour; see P Phillips and S Shi, “Real time monitoring of asset markets: 
bubbles and crises“, in H Vinod and C Rao (eds), Handbook of Statistics: Financial, Macro and Micro Econometrics Using R, vol 42, 
2020, pp 61–80.      B Barber and T Odean, “All that glitters: The effect of attention and news on the buying behavior of individual 
and institutional investors”, The Review of Financial Studies, vol 21, no 2, 2008, pp 785–818. 
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Endnotes 
Graph 1.A: EA = STOXX Europe 600; EMEs = MSCI EM; GB = FTSE 100; JP = Nikkei 
225; US = S&P 500.  

Graph 1.B: Magnificent 7 =Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and 
Tesla. For the Magnificent 7 and the rest of the S&P 500, market capitalisation-
weighted average. The composition of the S&P 500 is fixed on 28 November 2025. 

Graph 1.C: For November 2025, data as of 28 November. EA = EURO STOXX 50; EA 
banks = EURO STOXX Banks; GB = FTSE 100; Magnificent 7 =Alphabet, Amazon, 
Apple, Meta, Microsoft, Nvidia and Tesla; US = S&P 500. For the Magnificent 7 and 
the rest of the S&P 500, simple average. The composition of the S&P 500 is fixed on 
28 November 2025. 

Graphs 2.A and 2.B: Magnificent 7= Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia 
and Tesla. Other tech firms include companies classified as belonging to the 
“information technology” sector. The composition of the S&P 500 is fixed on 28 
November 2025. 

Graph 2.B: Market capitalisation-weighted average. For November 2025, data as of 
28 November. 

Graph 2.C: VIX = Cboe Volatility Index; VVIX = Cboe VIX Volatility Index. 

Graph 3.A: Spreads of ICE BofAML index yields to OIS rates with matched maturities. 
Ten-year OIS for US investment grade, five-year for the rest. The USD OIS rate is based 
on SOFR starting on 11 December 2018. The EUR OIS rate is based on ESTR starting 
on 11 October 2019. For US investment grade, the box plot shows data between 31 
July 2008 and 28 November 2025, due to data availability of USD 10-year OIS. 

Graph 3.B: For non-financial firms. Weighted average by assets. Europe = AT, BE, CH, 
DE, DK, ES, FI, FR, GB, GR, IE, IS, IT, LU, MC, NL, NO, PT and SE. 

Graph 3.C: Simple average of sub-indices. Asia = CN, HK, ID, IN, KR, MY, SG and TH; 
EMEA = CZ, HU, IL and ZA; Latin America = BR, CL, CO, MX and PE.  

Graph 4.B: Market capitalisation-weighted average of four BDC ETFs, the top 10 junk 
bond ETFs by asset under management and seven bank loan ETFs as of 28 November 
2025. 

Graph 4.C: Twelve-month moving sum. 

Graph 5.B: Share of free-floating UST is the share of marketable US Treasury debt not 
held by the Fed. Data on marketable US Treasury debt available until 30 September 
2025, and until 13 October 2025 for short positions of leveraged funds due to US 
government shutdown. 

Graph 6.A: EA 10-year government bond yield refers to the German 10-year 
government bond yield. 

Graph 7.A: Five-day moving average. 
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Graph 8.A: Precious metals index = simple average across the spot prices of 
palladium, platinum and silver. 

Graph 8.B: For CHF, EUR and JPY, five-day moving average. 

Graph 8.C: Simple average. Asia = CN, HK, ID, IN, KR, MY, SG and TH; EMEA = CZ, HU, 
IL, PL and ZA; Latin America = BR, CL, CO, MX and PE. Five-day moving average. 
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