
Rupture  
and Resilience
A global economic outlook for fractured alliances, fiscal 
strain, and massive-scale AI investment could drive divergent 
possibilities – and reward diversified, high quality fixed income 
and credit strategies.
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Introduction and key themes
For more than four decades, PIMCO’s Secular Forum has provided a 
disciplined framework for stepping back from short-term market noise 
to assess the structural forces that will shape the global economy and 
markets over the next five years. Yet rarely has this exercise been more 
consequential than it has recently. 

The world today is undergoing a rupture. The geopolitical risk we 
highlighted in our 2025 Secular Outlook, “The Fragmentation Era,” has 
become kinetic reality in 2026. Fragmentation is becoming evident around 
the world in energy prices, supply chain data, growth rates, and investment 

returns. The cost of complacency has surged. Investors can no longer 

rely on outdated assumptions about globalization, policy backstops, and 

suppressed volatility. 

Yet investment opportunities in this world remain abundant. That’s 

because the generational reset in bond yields a few years ago – the 

theme of our 2024 Secular Outlook, “Yield Advantage” – enables us to 

pursue resilient, globally diversified portfolios anchored by high quality 

fixed income in both public and private markets.

Key macroeconomic takeaways 

01  Rupture, not transition. 

The fragmentation of trade, security, and financial 
alliances we identified last year is accelerating. 
The global economic trajectory has shifted 
from a narrow range of plausible outcomes to 
an uncertain and wide distribution of possible 
scenarios. That said, we expect the U.S. dollar 
will remain the world’s dominant currency for the 
foreseeable future.

02  Resilience to be tested. 

Politics, geopolitics, and economic security policy 
now shape growth and inflation directly, increasing 
dispersion across countries, sectors, and firms 
rather than just raising market and macro volatility. 
These forces will likely test economic resilience, 
especially since fiscal space is limited. Under our 
baseline, we do not expect a sudden stop U.S. fiscal 
crisis or loss of market access for other major 
sovereign issuers. The more likely path is episodic 
volatility as markets periodically refocus on debt 
sustainability and fiscal credibility.

03  Fat tails – in both directions. 

The AI investment boom, rising defense spending, 
and energy security investments could add up 
to $14 trillion to global capital spending over the 
next five years. AI’s potential to compress wages 
and raise productivity could become a powerful 
disinflationary force, but geopolitical shocks and 
supply chain reconfiguration will likely put upward 
pressure on prices. In other words, we see a range 
of outcomes (i.e., “fat tails”) on either side of the 
baseline. It is our firm conviction that central banks 
will do what it takes to keep inflation expectations 
anchored over the next five years.
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Key investment takeaways

01  The credit loss cycle is upon us.

After years of effortless returns, the default cycle is 
reasserting itself, and we expect significantly higher 
losses in lower-quality credit such as leveraged 
and private direct lending. We view this as the 
beginning of a secular trend where quality and 
credit selection will matter more than ever. At this 
stage of the cycle, we are seeing an acceleration in 
credit-ratings-based and liquidity-based financial 
engineering, particularly in private markets, 
although we do not see systemic risk on the scale 
of 2005–2006. In this environment, asset-based 
finance and publicly traded credit markets look 
relatively attractive, and we believe credit stress 
will lead to considerable opportunities to provide 
capital solutions to borrowers.

02  The yield advantage has only grown 
more compelling. 

Investors can seek to construct globally diversified, 
high quality fixed income portfolios with yields of 
5%–7% in local-currency terms – competitive with 
long-run equity returns at lower potential volatility. 
High starting yields can help income to do more 
of the work across a variety of possible scenarios, 
reducing reliance on capital gains or accurate 
macro forecasts.

03  
Bonds can still provide portfolio 
fkxgtukὌecvkqp."rctvkewnctn{"kp"
economic downturns. 

Central banks have much more room to cut rates 
in future economic downturns than in the decade 
before the pandemic, and we expect them to use 
it. An actively managed bond portfolio can offer 
investors diversification and potential for capital 
appreciation in future recessions.
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Secular theme: rupture and resilience
The global economy is no longer gliding along a familiar 
path of ongoing globalization and increasing integration. 
In the words of Canadian Prime Minister Mark Carney, the 
world is undergoing a rupture rather than a mere transition 
away from the post–World War II rules-based regime.

Last year, in “The Fragmentation Era,” we argued that the 
traditional relationship between politics and economics 
had inverted, with politics and protectionism increasingly 
driving economic outcomes. We warned that fragmentation 
would become an independent source of volatility, shaping 
business cycles and creating distinct winners and losers 
across companies, sectors, and countries. Since then, the 
world has witnessed significant changes: 

• Escalating trade and economic security confrontations

• Resilient global growth – at least so far – in the face of 
these shocks

• A massive AI investment boom

• Emerging stresses and strains in lower-quality private 
credit and opaque financial structures

As we write this, the global economy is navigating a conflict 
in the Middle East that has triggered one of the biggest oil 
supply shocks in history. The implications are inflationary in 
the short term while the shock also signals the potential for 
demand destruction and a growth slowdown over time.

Resilience to be tested

We believe several powerful forces related to geopolitics, 
fragmentation, and AI will drive the global economy and 
markets over the next five years. 

Geopolitical risk has become reality. Events in the 
Middle East underscored the vulnerability of global energy 
and trade networks to disruption at a handful of critical 
chokepoints. Risk premia that had been embedded in 
implied volatility are now being tested through realized 
outcomes. These dynamics complicate forecasting and 
increase the likelihood of episodic market stress, even if 
worst-case scenarios are avoided.

The pace of fragmentation is accelerating. Governments 
are playing a more direct role in shaping economic 
outcomes, extending state intervention well beyond 
traditional industrial policy toward the broader goals of 
economic security. Trade restrictions, export controls, 
subsidies, investment screening, and public procurement 
are now core tools of economic strategy. The U.S., China, 
Europe, and an increasingly assertive group of middle 
powers are pursuing distinct models of economic security. 
Supply chains are being reshaped not only for efficiency, 
but also for resilience and security.



Figure 1: Forecasting a consequential global capital spending cycle over the next five years
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investment is now large enough to drive macroeconomic 
activity. The buildout of AI infrastructure, combined with 
rising defense spending and energy security investments, 
could add roughly $14 trillion to global capital spending over 
the next five years (see Figure 1). 

Capex on data centers, processing capacity, and power 
infrastructure is reshaping corporate balance sheets and 
sectoral dynamics. The productivity payoff could arrive 
faster, and prove more disinflationary, than many  
investors now expect. At the same time, AI is amplifying 
dispersion across companies, across industries, and 
across capital structures.

These forces are not independent. Fragmentation 
accelerates AI investment through support of 
national champions and the provision of sovereign 

infrastructure. AI, in turn, reinforces fragmentation 
by making computing capacity and energy strategic 
assets. Geopolitical risk overlays both, creating a secular 
environment in which baseline scenarios must be 
balanced against increasingly fat tails.

Geopolitics, domestic politics, and industrial policy are 
no longer external forces that occasionally disrupt the 
economy. They have become central drivers of growth, 
inflation, market returns, and volatility. For investors, the 
implication may be not just higher volatility, but also greater 
dispersion in returns across asset classes. 

Energy and uncertainty

Uncertainty around the endgame for security alliances 
has increased downside risks to growth. Trade, payments 
systems, and energy flows have become tools of statecraft. 

As a result, shocks may propagate more quickly and with 
greater market impact than in the past. 

Energy sits at the center of this uncertainty. Energy 
security is now inseparable from economic security, 
defense readiness, and the deployment of energy-  
intensive technologies such as artificial intelligence. 
Outcomes range widely: from higher-for-longer prices 
that pressure growth and inflation, to periods of sharp 
disinflation if supply responses accelerate or demand 
weakens abruptly. Regardless of the path, geopolitical risk 
premia in energy markets are likely to remain elevated over 
the secular horizon.

Relative to our baseline, risks to global growth are skewed 
to the downside. Broader or more prolonged conflicts 
– particularly those affecting major energy chokepoints – 
would raise the probability of policy mistakes and nonlinear 
market reactions. In this environment, uncertainty itself 
becomes a macro variable, shaping investment behavior 
and reinforcing the case for resilience.

China: transition under constraint

China continues an inevitable transition toward a lower 
long-term growth model, paired with an aggressive push 
to dominate strategic industries while maintaining an 
annual growth target. While trade tensions with the U.S. 
remain acute, China’s export capacity continues to exert 
disinflationary pressure on global goods prices. At the same 
time, rising debt levels and limited fiscal space constrain 
policymakers’ ability to rely on demand-side stimulus. 

China remains a pivotal player in global fragmentation, is an 
ongoing source of global disinflation, and holds significant 
strategic and geoeconomic leverage that it brings into 
international trade and security discussions.



Figure 2: Historical frequency of U.S. recessions over five-year periods since World War II has been 69%

Source: Bloomberg, National Bureau of Economic Research, U.S. Bureau of Economic Analysis as of March 2026. Shaded areas indicate non-overlapping 
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The same forces driving rupture in the developed world 
– U.S. dollar rebalancing, supply chain rewiring, energy 
security investment, and AI infrastructure buildout – are 
creating a differentiated opportunity set across emerging 
market (EM) sovereign and corporate bond issuers. 
Countries with credible central banks, commodity export 
capacity, and the scale to capture larger shares of the 
global supply value chain are seeing fundamentals 
converge toward, and in some cases surpass, those of 
lower-rated developed market (DM) peers. 

AI has arrived

AI is no longer a wild card but has become a core 
component of our secular outlook. Investment is already 
reshaping demand, while the productivity uplift may 
arrive sooner than many expect. Over time, AI is likely to 
be disinflationary across many sectors, particularly if it 
compresses labor costs and improves efficiency. 

For investors, the key implication is not simply to identify 
beneficiaries, but to recognize that dispersion is widening 
and that poorly positioned, highly leveraged businesses are 
increasingly exposed.

Rqnke{"urceg<"oqpgvct{"cpf"Ὄuecn

We expect central banks to do what it takes to keep inflation 
expectations anchored. That said, central banks today have 
much more conventional policy space than in the decade 
before the pandemic, and we expect them to use it and 
cut rates in a future recession. For this reason, sovereign 
bonds offer income plus the potential for capital gains in a 
future downturn – a noteworthy point given the historical 
frequency of recessions (see Figure 2). 

By contrast, fiscal space is limited across almost all 
advanced economies. In the U.S., elevated debt and 
persistent deficits also limit fiscal space, but do not, 
in our baseline view, imply that a U.S. fiscal crisis is 
imminent. Moreover, the dollar should remain the 
dominant global currency, though its valuation may 
gradually adjust as global portfolios rebalance and 
demand for hard assets rises. 

The dollar’s reserve status affords the U.S. more 
flexibility than other sovereign issuers. While debt 
remains sustainable in the short to medium term in most 
DM economies, the U.S. remains on an unsustainable 
trajectory under current policy, which continues to kick 
the can down the road. High deficits will need to be 
addressed eventually. In the meantime, a weaker fiscal 
backdrop tends to lead to higher real interest rates,  
which should benefit investors.



Investment implications: resilience, not reach
In 2024, we titled our Secular Outlook “Yield Advantage” 
to highlight a generational reset in bond yields. Two years 
on, we believe that thesis has only strengthened. In a 
world characterized by rupture – geopolitical, economic, 
and institutional – the case for building resilient portfolios 
without reaching for risk is stronger today than it has been 
in years. 

The low-yield era following the global financial crisis was a 
historical anomaly. The reset in global yields over the past 
several years (see Figure 3) has restored fixed income’s 
role as both a return generator and a shock absorber, at a 
time when equity valuations and private market leverage 
leave less margin for error. 

This greater yield “cushion” can provide bonds a secular 
advantage, with the opportunity for strong performance 
across a wide variety of potential scenarios:

• Deflationary pressures arising from AI-related 
efficiency gains

• A potential disappointment in AI-related efficiency gains 
that slows equity-led economic gains

• Growth shocks that lead to central bank rate cuts

In the past, bond investors often had to choose between 
desirable characteristics such as attractive yield, high 
credit quality, and diversification benefits. Today, investors 
may be able to realize these attributes together. 

The defining investment implication of our secular outlook 
is not that risk should be avoided, but that investors 
should be paid for risk – and that investors no longer  
need to stretch to achieve reasonable long-term returns.  
High quality fixed income may once again offer income 
levels competitive with long-run equity returns, with 
materially lower volatility and strong potential across 
a variety of scenarios, particularly in a downturn. In an 
environment of fatter tails, that matters.

Fixed income’s value proposition, in absolute and 
relative terms

Over multiyear horizons, fixed income returns have 
historically been largely anchored by starting yields. Today, 
those starting yields look compelling. The yields on the 
Bloomberg U.S. Aggregate and Global Aggregate (hedged 
to U.S. dollar) indices, two common benchmarks for high 
quality bonds, are about 4.71% and 4.75%, respectively, as 
of 4 June 2026.

Using that as a baseline, managers with global mandates 
can construct diversified portfolios yielding 5%–7% in 
local-currency terms without necessarily compromising 
quality or liquidity. Bond yields continue to appear more 
attractive relative to cash for a modest increase in risk.

The comparison with equities is increasingly stark. Equity 
valuations remain elevated relative to history, and the 
equity risk premium – particularly in the U.S. – sits near 
the low end of its post–World War II range (see Figure 4). 

Figure 3: Fixed income yields remain compelling and signal attractive return potential

Rg
te
gp
v"*
'+

 

2008  2024  

Bloomberg Global Aggregate Index YTM (USD-Jgfigf+FO"kpὍcvkqp"*{1{+  

Gxqnwvkqp"qh"{kgnfu"cpf"kpὍcvkqp

10

8

6

4

2

0

-2
 2010 2012 2014 2016 2018 2020 2022 

Uqwteg<"Dnqqodgti."RKOEQ"cu"qh"53"Oc{"42480"Fcvc"ujqyp"ctg"{kgnf"vq"ocvwtkv{"*[VO+"qh"vjg"Dnqqodgti"Inqdcn"Ciitgicvg"Kpfgz."cpf"{gct/qxgt/{gct"kpὍcvkqp"
qh"fgxgnqrgf"octmgv"*FO+"geqpqokgu."IFR/ygkijvgf"cetquu"W0U0."gwtq|qpg."Lcrcp."W0M0."Ecpcfc."Cwuvtcnkc."Pgy"\gcncpf."Uygfgp."Pqtyc{."Fgpoctm." 
cpf"Uykv|gtncpf0

7



Figure 4: Equity valuations remain stretched, with U.S. equity risk premium near zero

For Illustrative Purposes Only. Source: Bloomberg data, Robert Shiller online data, PIMCO calculations as of 31 May 2026.
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We are not calling for an imminent equity correction. But 
we do believe that the prospective Sharpe ratio – a gauge 
of risk-adjusted return – of high quality fixed income now 
compares favorably with equities for the first time in many 
years. This argues for reconsidering portfolio allocations 
that were shaped during the low-yield, low-volatility 
decade following the global financial crisis.

We continue to believe that the traditional 60/40 stocks/  
bonds framework again warrants attention after equity 
exposures for many investors have drifted higher. Fixed 
income can once again do more of the work it was always 
meant to do: generate income, dampen volatility, and 
provide ballast during risk-off episodes.

Jkij"swcnkv{"Ὄzgf"kpeqog<"yjgtg"vjg"qrrqtvwpkv{"ukvu

Within high quality fixed income, our highest-conviction 
opportunities remain concentrated in a few areas.

First, intermediate-duration bonds continue to offer 
an attractive balance of yield, roll-down, and risk. The 
five- to 10-year segment of global yield curves looks well 
compensated relative to both shorter-dated cash and 
the long end, where fiscal dynamics and term premium 
uncertainty argue for caution.

Second, agency mortgage-backed securities stand 
out. These securities trade in a deep and liquid market. 
Spreads remain wide relative to history, credit quality is 
high, and supply/demand dynamics are improving as 
bank balance sheets stabilize and the Federal Reserve’s 
footprint recedes. In our view, this combination can offer an 
attractive source of income and diversification.

Third, global government bonds merit renewed attention. 
Business cycles are increasingly desynchronized, and 
monetary policy paths are diverging across countries. 

A global fixed income allocation can seek the potential 
benefits of global diversification and strengthened risk-  
adjusted returns over time. It can create opportunities 
for active country selection – including EM countries 
with credible policies and strong fundamentals – and 
curve positioning that were largely absent during the era 
of synchronized global easing. At today’s starting yields, 
global bond exposure should help provide diversification 
alongside the potential for higher income. With the U.S. on 
an unsustainable long-term debt path, owning non-U.S. 
debt can be a prudent way to diversify. 

Finally, kpὍcvkqp/nkpmgf"dqpfu"cpf"ugngev"tgcn"cuugvu"often 
play an important role in resilient portfolios. With inflation 
tails fatter and geopolitical risks to energy elevated, real 
(inflation-adjusted) yields that are positive by historical 
standards can help provide a meaningful buffer to volatility. 
Gold, in particular, has continued to serve as a neutral store 
of value in a world of partial confidence in fiat currencies.
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Credit: the dispersion is the opportunity

Credit markets, in aggregate, continue to price a benign 
outcome. Credit spreads across investment grade, high 
yield, and private credit remain near the tight end of 
historical distributions despite elevated secular uncertainty. 
We interpret this as complacency rather than strength. 

Years of abundant capital and “buy the dip” behavior 
have encouraged aggressive underwriting, high leverage, 
and widespread use of floating-rate structures. Now, the 
credit loss cycle is upon us. We are particularly cautious 
in lower-quality, economically sensitive corporate credit. 
Even in a strong economy, AI will disrupt old economy 
companies, especially highly levered ones.

As growth slows and refinancing costs remain elevated, 
stresses are emerging – most visibly in segments of 
private corporate credit and middle market direct lending. 
We are witnessing increased instances of maturity 
extensions and payment-in-kind structures that allow 
borrowers to repay debt with more debt. In our view, a 
more genuine default cycle is now unfolding, and investors 
should not expect past patterns of rapid recovery to 
repeat with the same reliability.

By contrast, we continue to see more attractive 
risk-adjusted opportunities in cuugv/dcugf"Ὄpcpeg. 
Areas such as equipment finance, consumer lending, 
residential mortgages, real estate credit, and select 
infrastructure finance benefit from strong collateral, 
granular diversification, and cash flows that are less 
directly tied to corporate earnings. At current valuations, 
these characteristics can offer what we see as a superior 
balance of income and source of downside protection.

Ycvej"vjg"Ὄpcpekcn"gpikpggtu

As capital becomes scarcer and balance sheets seek 
growth, we expect financial engineering to accelerate. 
This is most evident in private credit, private-equity-  
adjacent structures, and insurance balance sheets, where 
incentives to source higher-yielding assets are powerful. 
We also see it playing out in more specialized ETFs, such 
as passive and leveraged exposures to less-established 
areas of the market. We do not view this as systemic, nor 
do we see parallels to the buildup of risk that preceded the 
global financial crisis. But it bears scrutiny.

Credit selection matters and investors should get paid 
to provide liquidity. An investment grade label does not 
always imply investment grade risk, particularly when 
ratings rely heavily on structure rather than underlying 
asset resilience. Highly engineered financings related to AI 
or reinsurance vehicles warrant especially careful analysis.

At the same time, the AI buildout is also driving significant 
infrastructure financing needs, particularly in bonds and 
loans, creating opportunity for lenders with discipline 
and scale. Focusing on deals with claims on hard assets 
and strong documentation can help investors seek 
steady returns while mitigating risk (for more, see our 
29 May commentary, “Investment Discipline Amid the AI 
Infrastructure Boom”).

Opportunities across EM

The starting yields available today across EM local and 
hard currency markets are among the most compelling 
in over a decade. There is also potential for secular U.S. 
dollar weakness, historically among the most powerful 
tailwinds for EM local currency returns.

Emerging markets have become an underappreciated 
tool for risk management. The intuition is straightforward: 
EM can often offer yields meaningfully above those of 
comparable-duration DM instruments. The deeper insight 
in today’s macro backdrop is that EM now also provides 
important portfolio diversification against the very 
disruptions emanating from the developed world itself. In 
a regime where U.S. fiscal dynamics, dollar rebalancing, 
and DM policy uncertainty are the primary sources of 
portfolio risk, EM exposure can offer a genuine hedge 
rather than simply an additional source of yield. 

In hard currency, select sovereign and quasi-sovereign 
credit – particularly among commodity-exporting 
frontier and investment grade issuers – can offer 
spread compensation that often more than accounts 
for idiosyncratic risk. Beyond public markets, EM private 
credit and structured finance, including infrastructure 
finance, asset-based lending, and development finance 
institution (DFI)-partnered structures, represent an 
expanding opportunity set that can combine those 
potential yield benefits of EM with the collateral discipline 
of asset-based finance.

Putting it together

In a post-rupture world, the most consequential 
investment mistake is reaching for risk when that risk 
is poorly compensated. We believe the current yield 
environment offers a compelling alternative.

We believe resilient portfolios today are built around liquid, 
high quality fixed income, an up-in-quality bias in credit, 
broad global diversification, and selective exposure to 
real assets and asset-based finance. Over the next five 
years, discipline is likely to matter more than daring – and 
resilience more than reach.
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About our forums

PIMCO is a global leader in active fixed income with deep expertise across 
public and private markets. Our investment process is anchored by our Secular 
and Cyclical Economic Forums. Four times a year, our investment professionals 
from around the world gather to discuss and debate the state of the global 
markets and economy and identify the trends that we believe will have important 
investment implications. In these wide-reaching discussions, we apply behavioral 
science practices in an effort to maximize the interchange of ideas, challenge our 
assumptions, counter cognitive biases, and generate inclusive insights.

At the Secular Forum, held annually, we focus on the outlook for the next five 
years, allowing us to position portfolios to benefit from structural changes and 
trends in the global economy. Because we believe diverse ideas produce better 
investment results, we invite distinguished guest speakers – Nobel laureate 
economists, policymakers, investors, and historians – who bring valuable, 
multidimensional perspectives to our discussions. We also welcome the active 
participation of the PIMCO Global Advisory Board, a team of world-renowned 
experts on economic and political issues.

At the Cyclical Forum, held three times a year, we focus on the outlook for 
the next six to 12 months, analyzing business cycle dynamics across major 
developed and emerging market economies with an eye toward identifying 
potential changes in monetary and fiscal policies, market risk premiums, and 
relative valuations that drive portfolio positioning. 
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