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In brief

•	 Against the backdrop of a geopolitical and energy market shock, we 
significantly reduce the probability of economic expansion and increase the 
likelihood of contraction. The probability of Above Trend Growth falls from 40% 
to 10% and Sub Trend Growth rises by 5% to 50%, leaving expansion at a total of 
60%, and still marginally our base case. 

•	 How long will the Strait of Hormuz remain effectively closed? That is a key 
question for investors. We see only marginal capacity for the economy to 
absorb a prolonged period of higher energy prices before consumer demand 
is destroyed and recession ensues. We raise the probability of Recession to 
25% from 10% and Crisis to 15% from 5%. Oil shocks resulting in stagflation are 
the most difficult scenarios for central banks to deal with.

•	 We expect the 10-year U.S. Treasury to hover around 3.75%–4.25%, as long as 
the Federal Reserve (Fed) is on hold, with better risk-reward at the front end of 
the curve. We see opportunity to go up in credit quality as spreads generally 
remain narrow compared with history. Securitized credit remains a top focus. 

•	 In an era of economic and market volatility, our bias is to remain active and 
capitalize on recent market movements.
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Our March Investment Quarterly (IQ) was held amid the backdrop of a three-week-old 
conflict in the Middle East, concerns over private credit, fears of job displacement 
by artificial intelligence (AI), and uncertainty about tariff policy. This administration 
certainly makes it hard to experience a calm quarter or two. While parts of the bond 
markets had already gone through a moderate repricing, much was dependent on 
the outcome of the conflict and the price trajectory of oil. The uncomfortable truth is 
that the market is in limbo between what could be vastly different outcomes. 

Where markets settle over the next few weeks and months seems unlikely to be where 
markets are priced today. Either the U.S. administration finds a palatable off-ramp 
from the conflict, with oil settling down toward $70, leading markets to rally, or events 
escalate with oil running up toward $150, causing more meaningful derisking across 
markets. 

Reflecting the uncertainty that results from an orthogonal geopolitical shock, the 
group was challenged to reach a consensus on the ultimate economic and market 
implications of such a shock. The tendency was either to ignore it as a temporal 
disruption or to worry about a series of dominoes toppling toward systemic risk. As 
always, examining current data and historical precedents helped guide us to a set of 
reasonable expectations and a path forward for our investments.
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Macro backdrop
With Brent crude at current levels of ~$100–110, oil and the entire energy 
complex serve as a tax on businesses and households. Unlike the 
inflation shock of 2021–2022 (which was more a function of demand-led 
inflation despite the compounding energy disruption from the Russia-
Ukraine conflict), the current shock was driven purely by geopolitics at a 
time when the global economy was on a steady path.  Businesses were 
digesting tariffs and reimagining their workforce with the advent  
of agentic AI. 

The group felt there was only marginal capacity for the economy to 
absorb a prolonged period of higher prices before consumer demand 
would be destroyed, corporate earnings inflected negatively, and 
recession ensued. If over the next few weeks the relevant parties agree 
to a resolution that ameliorates the energy supply crunch, the group felt 
stability would return to markets with limited economic damage. 

However, if the Strait of Hormuz remains closed for several months, the 
largest energy supply disruption in history would imply oil around $150, 
consistent with demand destruction.  We would then expect the market 
to price recession as its base case.

The response of the major central banks has been more nuanced. 
The Fed has indicated that it will keep monetary policy on hold until it 
has more information about the impact of the conflict on price stability 
and full employment. At the most recent post Federal Open Market 
Committee (FOMC) press conference, Fed Chair Jay Powell noted that 
the vast majority of the FOMC do not see a rate hike as the base case for 
the next move in policy rates. 

In contrast, both the Bank of England (BoE) and European Central 
Bank (ECB) are focused on their single mandate of price stability; they 
have indicated that their next move could be to hike policy rates, as 
soon as next month. While the Fed is concerned about the impact of 
higher prices on aggregate final demand, the ECB and BoE worry about 
inadvertently accelerating higher prices through affordable funding. 

At least for now, the lessons from 2008 and 2011, when central bank rate 
hikes only worsened the crisis, seem subordinate to the fear of a repeat 
of 2022, when a slow response to higher inflation led to a dovish policy 
mistake. Our thinking is more aligned with the 2008 experience–a 
supply-led oil shock will ultimately cripple final demand and lead to 
recession, necessitating cuts in policy rates. 

With the Fed funds rate stuck at 3.625%, we expect the 10-year U.S. 
Treasury to remain in and around the 3.75%-4.25% range. Greater 
opportunities exist in the front end of government bond markets that 
have repriced 60 bps-100 bps higher on concerns over tighter central 
bank policy. The front end of yield curves also serves as a good hedge 
to a broader derisking move.

Despite concerns about geopolitical risks, AI-driven job displacement, 
evolving tariff policy and central bank independence, the group 
was mindful not to become too bearish. Balance sheets for both 
businesses and households remain strong and the tailwinds from the 
One Big Beautiful Bill Act (OBBBA), as well as tech and defense-related 
capex, are real. It’s a complicated macroeconomic environment, but 
a palatable one assuming a reasonable resolution to the Middle East 
conflict.

Scenario expectations
The group had little choice but to significantly reduce the probability 
of economic expansion and increase the likelihood of contraction. The 
pass-through of higher energy prices to lower aggregate demand is 
currently greater than the pass-through to higher finished goods and 
services prices and wage demands. We lower the probability of Above 
Trend Growth from 40% to 10% and raise Sub Trend Growth by 5% to 
50%, leaving expansion at a total of 60%, and still marginally our base 
case. 

The group believed that White House rhetoric has indicated that 
the administration should prioritize finding an off-ramp and ending 
the “pain at the pump” as soon as possible. While some damage to 
consumption and corporate earnings will occur, the offsetting impact 
of the OBBBA and continued capex demand for the tech and defense 
build-outs could allow the U.S. to avoid recession. 

Damage to the U.K. and Europe could be more severe, but there is 
capacity for both central banks to lower rates to help cushion the 
impact. The risk, however, is that monetary support could come too 
late if the ECB and BoE focus exclusively on the immediate inflation 
risks.

We raise the probability of Recession to 25% from 10% and Crisis to 
15% from 5%. Oil shocks resulting in stagflation are the most difficult 
scenarios for central banks to deal with. The Volcker playbook1 (which 
worked): Make the pain of financing higher energy prices unbearable 
by raising rates aggressively despite weaker demand. As businesses 
and households pay the implied tax of higher energy, the funds 
available for consumption elsewhere dwindle. 

While not our base case, the probability of contraction rises to 40%. 
In a crisis scenario, a prolonged conflict and extended oil price 
shock spills over into the broader economy, especially to the highly 
leveraged, lower-quality borrowers. A pullback in credit extension 
within the nonbank financial system could result in tighter credit 
conditions and a period of more painful deleveraging.

Risks 
The greatest risk is that the economy proves more resilient than 
we realize and easily absorbs the oil shock. And/or: Sovereigns run 
even larger fiscal deficits to support consumers and offset higher 
gas/petrol prices. If policymakers were to underestimate organic 
aggregate demand, central banks would become very aggressive in 
hiking rates to prevent inflation expectations from becoming wholly 
unanchored. Then asset prices would meaningfully deflate and 
contraction would become our base case.
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1	 The Volcker playbook refers to the monetary policy approach of Federal 
Reserve Chairman Paul Volcker (1979–1987). Faced with stagflation — a 
combination of high inflation, stagnant economic growth, and rising 
unemployment — Volcker dramatically raised the federal funds rate, which 
peaked at around 20% in June 1981. The strategy was to crush inflation 
expectations by tightening monetary policy so aggressively that it induced 
a severe recession, but ultimately succeeded in bringing inflation down 
from double digits to around 3%–4% by the mid-1980s.



Strategy implications
The group felt the best opportunity was to take advantage of the 
repricing of the front end of most government yield curves. The 
number of rate hikes now embedded into market expectations seems 
overdone and there appears to be a deleveraging event occurring as 
investors exit yield curve steepening positions. From current elevated 
levels, front end government bond yields can fall either because 
the conflict with Iran de-escalates, or it escalates further, creating 
demand for safe havens as focus shifts from upside inflation risks to 
downside growth risks. 

The group also saw an opportunity to go up in credit quality at a 
time when spreads generally remain narrow compared with history, 
especially across the European banking capital structure. Securitized 
credit remains a top focus. The inherent credit enhancement of the 
securitization structure and the resilience of the U.S. consumer are 
comforting during times of market stress.

Closing thoughts
We are in an era of economic and market volatility emanating from 
the U.S. administration’s current policy. Despite the strain, we 
should embrace the value creation resulting from market repricing 
as it occurs and take advantage of it in our portfolios. For now, the 
administration is attempting to balance its policy initiatives with 
economic and market stability. Rather than completely derisk, our 
bias is to remain active and capitalize on recent market movements.
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Source: GFICC Investment Quarterly; as of March 19, 2026. Forecasts, projections and other forward-looking statements are based upon current beliefs and 
expectations. They are for illustrative purposes only and serve as an indication of what may occur. Given the inherent uncertainties and risks associated with 
forecasts, projections and other forward statements, actual events, results or performance may differ materially from those reflected or contemplated.  
MBS: mortgage-backed securities.

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 10% 50% 25% 15%
Change from  
last quarter -30% +5% +15% +10%

Drivers Labor markets are resilient amid 
supportive fiscal policy and 
productivity gains

Conflict in the Middle East 
de-escalates, allowing for the 
resumption of normal energy supply

Capital expenditure, led by AI and 
defense investment, causes growth 
to reaccelerate

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

Conflict in the Middle East  
de-escalates, but resumption of 
normal energy supply is slow 

Higher energy prices dampen 
consumer spending, offsetting the 
impact of tax refunds

Strong private sector balance 
sheets help companies manage 
higher input costs

Prolonged conflict in the Middle 
East disrupts energy supply, 
driving oil prices higher for an 
extended period and materially 
impacting consumers and 
businesses

The unemployment rate moves 
meaningfully higher. Layoffs 
lead to weak income growth 
and a decline in consumption. 
Businesses scale back capital 
investment plans

The combination of 
multiple financial and  
economic shocks, 
including energy 
supply disruptions, AI 
displacement, and a  
pullback in capital 
extension within the 
nonbank financial 
system, results in tighter 
credit conditions and a 
period of deleveraging 

Monetary 
and fiscal 
environment

Central banks introduce more  
two-way risks around policy rates 
and monitor the extent to which 
wages and inflation accelerate

Fiscal policy across the globe 
promotes growth

The resolution of the energy shock 
allows central banks to gradually 
ease toward neutral 

Fiscal impulse offsets higher energy 
costs and the lingering impact of 
tariffs 

Despite higher energy prices, 
central banks are forced to 
respond with rate cuts to offset 
weaker growth and worsening 
labor markets

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, lower-rated 
investment grade credit and lower-
quality emerging market debt 
outperform

High-quality corporates and 
securitized credit outperform 

The front end of the yield curve 
outperforms as markets price out 
central banks’ hawkish response  
to higher energy prices

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
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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 other 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.


