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Themes and implications from the Global Fixed Income, 
Currency & Commodities Investment Quarterly

In brief

• Against a backdrop of loose fiscal policy, strong private sector balance 
sheets, capex strengthening beyond artificial intelligence (AI) only partially 
offset by oil above USD 100 per barrel, and accelerating central bank action, 
we raise the probability of expansion to 85%. We lift Above-Trend Growth 
to 45% and lower Recession probability to 5%.

• Recent central bank rate hikes should help stabilize the long end of 
government bond markets. We expect a couple of rate hikes from here 
and then for the Federal Reserve to follow the economic data. Ten-year U.S. 
Treasury yields could retrace to 4.5%–4.75%, aided by easing geopolitical 
tensions and with much of the hiking cycle already priced in.

• The primary risks: reaccelerating growth that tightens labor markets and 
stokes broader inflation, and the populist pushback against AI.

• Our best ideas include securitized credit, AAA-rated collateralized loan 
obligations, emerging market debt and currencies and long government 
and municipal bonds. With diligent credit research, high single-digit returns
over the next 12 months are probable.
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Our September Investment Quarterly (IQ) was held in London during a busy week  
that included a series of central bank meetings. We met just a couple of months 
before the U.S. midterm elections, and with escalating tensions in the Middle East 
resulting in oil prices back over USD 100 per barrel, long-dated government bond 
yields had risen to highs not seen in the last 20 to 30 years. 

Nonetheless, our conversations maintained a healthy optimism about the prospects 
for both the global economy and bond markets. The group believed that two much 
needed things were happening: One, central banks had stopped talking about 
inflation vigilance and started doing something about it; two, the U.S. administration 
was focused on finding a resolution to the Middle East conflict before the midterm 
elections—even if it was a partial or temporary one.

The challenge was making sense of the many disconnects and inconsistencies 
across markets. Although government bond yields had risen dramatically, equity 
markets remained within a couple of percent of their all-time highs. While central 
banks were focused on inflation, given oil prices’ more than 50% increase since the 
lows of June, the rise in bond yields was mostly driven by expanding real yields 
rather than heightened inflation expectations. Despite the tremendous amount of 
debt coming from the hyperscalers, corporate bond spreads in the aggregate had 
remained relatively stable. And even as the U.S. administration struggles with war and 
dimming prospects after the midterms, the U.S. dollar has remained range bound.
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While economic data and corporate profitability looked solid, 
policies from the official sector were clouding things. Central 
banks were less willing to be transparent and give forward rate 
guidance, creating some confusion about what their reaction 
functions were. Treasury officials were intervening not only 
in their own bond market but also in foreign currencies. And 
plans for fiscal spend kept expanding. Further, the geopolitics 
of ending the war in the Middle East appeared intractable. We 
concluded that the expansion in real yields and the anomalies 
across markets could be at least partially attributed to this 
policy volatility.

Macro backdrop

Perhaps investor concerns about a lack of central bank 
credibility in developed markets were most responsible for 
higher real yields. Central bankers’ constant delay in mounting 
any meaningful response to higher energy prices was a market 
frustration that stoked fears of a repeat of the 2022–23 hiking 
cycle. That changed when the European Central Bank hiked 
rates on September 10 and the Federal Reserve (Fed) followed 
suit on September 16. The Reserve Bank of Australia had already 
started its rate hiking cycle and the Bank of Japan was expected 
to move from semiannual to quarterly rate hikes on September 18.

With these actions, the long end of government bond markets 
has begun to stabilize. The independence and inflation fighting 
credibility of the central banking community was now plainly 
evident.

The next thing the bond market would need to see to help lower 
government borrowing yields would be a geopolitical resolution 
in the Middle East that would ease energy costs. This is 
challenging; most military strategists see the conflict continuing 
for some time. But with the U.S. midterm elections less than two 
months away, the administration will likely focus on finding an 
exit ramp, even if it’s a temporary one. Were that to happen and 
were oil prices to fall to USD 70–USD 80 per barrel, global bond 
yields could retrace one-third to one-half of their recent sell-off.

The broader macro picture was again a mosaic of offsets and 
contradictions. Somewhat surprisingly, growth had held up well 
in the face of higher energy costs. Some enduring support had 
come from loose fiscal policy, strong private sector balance 
sheets and the artificial intelligence (AI) build-out. Capex 
also appeared to be broader than AI- and technology-related 
projects. Investment in energy security, defense, onshoring 
manufacturing and healthcare was occurring globally. All these 
combined to provide a nice tailwind to the economy.

But there are also headwinds to navigate. Oil was over USD 100 
per barrel, central banks have just begun to hike interest rates, 
higher real yields affect all borrowers and the AI build-out is 
facing some political challenges. However, in the end, the group 
believed the tailwinds were likely to be more powerful.

We expect central banks to hike rates a couple more times 
and then to go where the economic data leads them. A Fed 
hiking cycle of 50–75 basis points would be minor by historical 
standards but perhaps is all that is needed. The hikes could 
easily be viewed as a reversal of the three “insurance” rate cuts 
that occurred at the end of 2025. Since the market has already 
priced this in, plus even more, the 10-year U.S. Treasury looks 
vulnerable to a retracement to 4.5%–4.75%. 

Scenario expectations
The group again raised the probability of expansion by another 
5%, to 85%. Above-Trend Growth rose to 45%, and Sub-Trend 
Growth remained unchanged at 40%. The broadening of 
fiscal stimulus beyond the U.S., the robust capex spending by 
corporations that extends beyond AI and a resilient consumer 
all look poised to power the global economy through year-end 
and into 2027. There was some reticence to reduce Sub-Trend 
Growth and increase Above-Trend Growth because of the 
uncertainty surrounding energy prices, and the recognition 
that higher real yields and central bank tightening are 
formidable braking mechanisms.

Recession was reduced by 5 percentage points, to 5%, and 
Crisis was left unchanged at 10%. Their combined likelihood, 
of 15%, is consistent with the long-term average probability of 
economic contraction. It also reflects our view that the balance 
of risks is such that a contraction would more likely appear as 
a disorderly unwind rather than a traditional, garden-variety 
recession. The complicated cocktail of policies on the fiscal, 
political, geopolitical and monetary fronts will be tough for the 
global economy to stomach. If it all goes wrong, unintended 
consequences could be significant.

Risks

The primary risk is a reacceleration in growth that tightens 
labor markets and stokes core inflation pressures, which 
would cause the central banks to pursue a far more 
aggressive tightening cycle than markets have currently 
priced in. A tremendous amount of money remains sloshing 
around in the system and the cost of capital is hardly a barrier 
to businesses, households or governments. A simultaneous 
pickup in corporate capex and global fiscal spending could 
stretch resources, leading to a broader inflation spike. For now, 
we believe this is only a tail risk.

The populist pushback on AI is also a rising risk. Municipalities 
no longer want data centers in their backyards competing 
with local residents for resources. The additional fears of 
job displacement and loss of control (advanced AI models 
beginning to act against human interests) are causing 
politicians to consider restrictive legislation. A slowdown  
in AI capex would be a significant hit to the global economy.
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Strategy Implications
The group’s best ideas were well-rounded, across credit, 
foreign exchange and duration, including securitized credit; 
AAA-rated collateralized loan obligations (CLOs); emerging 
market debt, including their currencies; the long end of 
government bond markets, including the U.S. and Australia, 
as well as municipal bonds. The significant rise in yields over 
the last six months and the resiliency of the global economy 
guided us to lean into all three elements of a bond portfolio: 
duration, yield and carry.

Closing thoughts
The pessimism on bonds had simply gone too far and created 
quite a few investment opportunities. The group does not want 
to miss the chance to invest at yield levels last seen 20–30 
years ago. Of course, at this point in the cycle, reliance on 
our credit research teams is more important than ever. High 
single-digit returns over the next 12 months are probable.
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Expansion Contraction

Above-Trend 
Global GDP growth >3.5% 

Inflation >2%

Sub-Trend 
Global GDP growth  

2%–3.5% 
Inflation ~2%

Recession 
Global GDP growth <2%

Crisis

A disorderly movement 
in markets causes 

systemic impact
Probability 45% 40% 5% 10%
Change from  
last quarter +5% Unchanged -5% Unchanged

Drivers Economic activity remains resilient, 
including corporate fundamentals 
and earnings. Capex supports 
productivity gains and raises 
capacity utilization

Accelerating labor demand results 
in faster hiring, which could increase 
wage pressure

Consumption continues to surprise 
to the upside, supported by strong 
wealth effects 

Above-trend growth keeps inflation 
sticky and above target 

Growth remains positive, but is 
capped by higher energy prices and 
elevated real yields

The U.S. labor market is in a low-hire, 
low-fire equilibrium, keeping wages 
and cyclical price pressures benign

Consumer spending moderates as 
tax refunds fade and energy costs 
remain elevated

Core inflation maintains a benign 
trend, despite higher energy prices

Higher real yields, elevated 
energy prices and tighter central 
bank policy cause businesses 
and governments to scale back 
their capex plans and investors 
reevaluate near-term prospects 
for returns 

A substantial drawdown in equity 
markets could disrupt the wealth 
effect, posing downside risks to 
consumption and upside risks to 
the unemployment rate

A financial shock, 
which could emanate 
from geopolitics or AI 
displacement, results 
in an abrupt slowdown 
in bank lending and a 
period of deleveraging

Monetary 
and fiscal 
environment

Central banks maintain a more 
prolonged hawkish posture as the 
economy runs hotter, causing central 
banks to reassess neutral rates

Fiscal policy across the globe 
promotes growth through initiatives 
to build out defense, energy security 
and AI competitiveness

Central banks are tightening policy 
in response to higher energy 
prices, but the magnitude of the 
hiking cycle should be limited as 
long as second round impacts 
are manageable, the labor market 
remains in balance and inflation 
expectations stay well-anchored

Fiscal stimulus is neutral, in 
aggregate, as the fading benefit of 
tax refunds in the U.S. is offset by 
global stimulus

Central banks are forced to 
respond with rate cuts to offset 
weaker growth and labor market 
conditions

Automatic stabilizers from 
counter-cyclical programs help 
manage growth

Neither central bank 
easing nor fiscal policy 
is sufficient to forestall 
systemic impact

Market and 
positioning

Risk assets, especially public and 
private high yield credit, CLOs, and 
emerging market debt, including 
their currencies, outperform

Securitized and investment grade 
credit outperform

Term premium stabilization 
confirms value in the long-end of 
government bond markets

Core government bonds and 
agency mortgage-backed 
securities outperform

Intermediate duration serves as 
an effective positive carry hedge

Cash and alternative 
reserve currencies 
outperform as right-way 
correlations break down

GFICC scenario probabilities and investment expectations: 4Q 2026
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Important disclaimer

For the purposes of MiFID II, the JPM Market Insights and Portfolio Insights 
programs are marketing communications and are not in scope for any 
MiFID II/MiFIR requirements specifically related to investment research. 
Furthermore, the J.P. Morgan Asset Management Market Insights and 
Portfolio Insights programs, as non-independent research, have not been 
prepared in accordance with legal requirements designed to promote 
the independence of investment research, nor are they subject to any 
prohibition on dealing ahead of the dissemination of investment research.

This document is a general communication being provided for 
informational purposes only. It is educational in nature and not designed 
to be taken as advice or a recommendation for any specific investment 
product, strategy, plan feature or other purpose in any jurisdiction, nor 
is it a commitment from J.P. Morgan Asset Management or any of its 
subsidiaries to participate in any of the transactions mentioned herein. 
Any examples used are generic, hypothetical and for illustration purposes 
only. This material does not contain sufficient information to support an 
investment decision and it should not be relied upon by you in evaluating 
the merits of investing in any securities or products. In addition, users 
should make an independent assessment of the legal, regulatory, tax, 
credit, and accounting implications and determine, together with their own 
financial professional, if any investment mentioned herein is believed to 
be appropriate to their personal goals. Investors should ensure that they 
obtain all available relevant information before making any investment. Any 
forecasts, figures, opinions or investment techniques and strategies set 
out are for information purposes only, based on certain assumptions and 
current market conditions and are subject to change without prior notice. 
All information presented herein is considered to be accurate at the time of 
production, but no warranty of accuracy is given and no liability in respect of 
any error or omission is accepted. It should be noted that investment involves 
risks, the value of investments and the income from them may fluctuate in 
accordance with market conditions and taxation agreements and investors 
may not get back the full amount invested. Both past performance and yields 
are not reliable indicators of current and future results.

J.P. Morgan Asset Management is the brand for the asset management 
business of JPMorgan Chase & Co. and its affiliates worldwide.

To the extent permitted by applicable law, we may record telephone calls 
and monitor electronic communications to comply with our legal and 
regulatory obligations and internal policies. Personal data will be collected, 
stored and processed by J.P. Morgan Asset Management in accordance 
with our privacy policies at https://am.jpmorgan.com/global/privacy.

This communication is issued by the following entities:

In the United States, by J.P. Morgan Investment Management Inc. or 
J.P. Morgan Alternative Asset Management, Inc., both regulated by the 
Securities and Exchange Commission; in Latin America, for intended 
recipients’ use only, by local J.P. Morgan entities, as the case may 
be. In Canada, for institutional clients’ use only, by JPMorgan Asset 
Management (Canada) Inc., is a registered Portfolio Manager and 
Exempt Market Dealer in all Canadian provinces and territories except 
the Yukon, and an Investment Fund Manager in British Columbia, Ontario, 
Quebec, Newfoundland and Labrador. It is also a Derivatives Adviser in 
Manitoba, a Commodity Trading Manager in Ontario, and a Derivatives 
Portfolio Manager in Quebec. In the United Kingdom, by JPMorgan Asset 
Management (UK) Limited, which is authorized and regulated by the 
Financial Conduct Authority. In European jurisdictions, by JPMorgan Asset 
Management (Europe) S.à r.l. In Asia Pacific (“APAC”), by the following 
issuing entities and in the respective jurisdictions in which they are 
primarily regulated: JPMorgan Asset Management (Asia Pacific) Limited, 
or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management 
Real Assets (Asia) Limited, each of which is regulated by the Securities 
and Futures Commission of Hong Kong; JPMorgan Asset Management 
(Singapore) Limited (Co. Reg. No. 197601586K), this advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore; 
JPMorgan Asset Management (Taiwan) Limited; JPMorgan Asset 
Management (Japan) Limited, which is a member of the Investment Trusts 
Association, Japan, the Japan Investment Advisers Association, Type II 
Financial Instruments Firms Association and the Japan Securities Dealers 
Association and is regulated by the Financial Services Agency (registration 
number “Kanto Local Finance Bureau (Financial Instruments Firm) No. 
330”); in Australia, to wholesale clients only as defined in section 761A and 
761G of the Corporations Act 2001 (Commonwealth), by JPMorgan Asset 
Management (Australia) Limited (ABN 55143832080) (AFSL 376919). For all 
other markets in APAC, to intended recipients only. JPMorgan Distribution 
Services, Inc., member FINRA.

For United States only: If you are a person with a disability and need 
additional support in viewing the material, please call us at 1-800-343-1113 
for assistance.
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Build stronger fixed income portfolios with J.P. Morgan

We have built and evolved our fixed income capabilities 
with just one aim: to build stronger portfolios that solve our 
clients’ needs. Today we are one of the top fixed income 
managers in the world.

Diverse perspectives, integrated solutions:

•	 Access the power of a globally integrated team of 
investment professionals and our proprietary  
research, encompassing fundamental, quantitative  
and technical analysis.

•	 Benefit from actionable insights designed to help you 
invest with conviction, from our regular macro and market 
views to our fixed income portfolio construction tools.

•	 Choose from a wide variety of outcome-oriented solutions 
designed to address all your fixed income needs.

•	 Tap into the proven success of one of the world’s largest 
fixed income managers, with broad experience gained 
across regions and market cycles. 

Next steps

For more information, contact your 
J.P. Morgan representative.


