
Widening the Search
After a generally stellar year for fixed income, 2026 looks more demanding, with fewer rate tailwinds and tight spreads 
putting a premium on security selection and global diversification, particularly as tail risk rises.
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For many fixed income investors, 2025 was a year when much went right. Gradually diminishing 
policy rates, moderate disinflation and a steady economic picture generally supported market 
rates and further narrowed credit spreads. Even the major disruption of the year—April’s tariff 
announcement—turned into a boon for many willing to buy into risk-off headwinds as market 
conditions later eased. 

In our view, 2026 presents more challenges in seeking fixed income opportunity, with fewer rates 
tailwinds and continued narrow credit spreads on the back of resilient economic fundamentals. Still, 
we believe that central banks (outside of Japan) will generally foster an easing bias, with potentially 
more rate cuts in the U.S. if the labor market deteriorates. Relative U.S. fiscal uncertainty and political 
volatility may further weaken the dollar this year, reinforcing the benefits of global diversification.

Risk mitigation may be essential in the credit world, where narrow spreads leave little room for error 
and issuance from U.S. hyperscalers dominated recent investment grade supply. While less exposure 
to the AI trend may hinder Europe from a business perspective, it could help investors vary exposures 
and avoid repercussions if cracks in the AI story emerge.

Continuing a theme from 2025, we believe that emerging markets appear poised for standout 
results, given their yield advantage, favorable local growth trends and a moderate inflation picture. 
Emerging markets debt has also historically outperformed in periods of U.S. monetary easing and 
dollar weakness—trends that are both currently in place.

Beyond geography and currency exposure, we see this as a year of hyperfocus on security selection 
and careful positioning, to extract value and avoid loss in a nuanced environment. We present our 
key investment themes on the pages that follow.
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1. A Stable U.S. Macro Backdrop, but Keep an Eye on 
Employment
For the coming year, we believe that the U.S. will likely enjoy above-trend growth of close to 2.5%. Inflation levels should continue to improve, perhaps 
more than consensus, with a large impact from shelter disinflation. In this context, the Fed should maintain its cautious stance on rate cuts, easing one 
or two times, but could conceivably cut rates up to four times depending on what happens in the labor market. Our expectation is for a slight rise in the 
unemployment rate, but with risk of a sharper increase tied to adoption of artificial intelligence or, although not our base case, a meaningful slowdown. 

U.S. ECONOMY SHOWS FEW INITIAL SIGNS OF DRAMA FOR 2026 

Source: Neuberger, BLS. Data as of December 31, 2025. Growth and inflation forecasts generated by relating relevant drivers (e.g., incomes, expectations, supply chain 
disruptions) to growth and inflation measures in each sector and category. Aggregate projections generated by combining individual sector forecasts and their corre-
sponding weights. Unemployment projections generated from modeling different paths of worker flows into and out of unemployment and computing an estimate of the 
underlying job growth that corresponds to each path. NR = neutral rate.

Unemployment Rate Forecast

Un
em

pl
oy

m
en

t R
at

e 
(%

)

3

4

5

6

Recession (20%)Labor Disappoints (20%)

Cyclical Reheating (20%)Base Case (40%)Historical

Jan-18 Oct-19

Oct-24 Oct-27

Jul-21

Jul-25

Apr-23

Apr-26

Jan-25

Core CPI Inflation

Y/
Y 

%
 C

ha
ng

e

Oct-26

-91k/mo (2026 avg)

-20k/mo
(2026 avg)

41k/mo
(2026 avg)

95k/mo (2026 avg)

Jul-28

Jan-24 Jan-27
2.0

2.5

3.0

3.5

4.0

Forecast Range

Core (ex-Tariffs)Core (w/ Tariffs)

Core

Real GDP Growth Outlook

Fed Scenario Analysis (2026)

2023 GDP:
3.4%

Q1-23 Q4-23 Q1-24 Q4-24 Q1-25 Q4-25 Q1-26 Q4-26

2024 GDP:
2.4%

2025 GDP:
2.25%

2026F GDP:
2.46%

Co
nt

rib
ut

io
n 

to
 G

DP
 G

ro
w

th
 (%

)

-5

-3

-1

1

3

5

7

GovernmentNet ExportsInventoriesFixed InvestmentPCE

NR# CutsProbability

3.50%140%Base Case

3.00%320%Unemployment Rate Increases

2.75%420%Dovish Fed Chair Appointed

2.25%620%Recession

3.25%2-Market Expectations



1Q 2026 FIXED INCOME INVESTMENT OUTLOOK   3 

2. Conditions Appear Ripe to Add U.S. Duration
A key theme of the last couple years has been potential impact of fiscal overreach and excess debt on fixed income valuations. However, as noted 
in our Solving for 2026 outlook, long-term yields already appear to reflect known risks. With continued policy easing, the yield curve of the market 
has steepened, improving the relative carry profile of longer bonds. Moreover, issuance from the U.S. Treasury is emphasizing shorter-duration bills 
rather than long-maturity bonds, reducing upward pressure on long yields. 

Overall, this has helped stabilize the term premium, suggesting that investors could benefit from extending duration this year to generate additional 
income, with relatively low risk of a further upward move in long bond yields.

THE WORST MAY BE OVER FOR LONG BONDS

1 Source: Bloomberg. Data as of December 18, 2025. 
2 �Source: U.S. Treasury, Neuberger estimates (we based 2026 Treasury Bills outstanding estimates on the median primary dealer 2026 deficit projection, the 2025 year-

end SOMA portfolio and current Treasury coupon issuance assuming coupon increase in the November 2026 refunding meeting). 
3 Source: Bloomberg. Data as of December 31, 2025. 

The Yield Curve Steepened in 20251 Supply Growth Is Focused in Shorter Treasuries2
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3. Europe’s Growth Remains Soft, but Moderate Inflation and 
Balanced Supply Should Enhance the Investment Backdrop 
Economic growth remains tepid in Europe, with eurozone PMIs showing sluggish activity at the turn of the year. Firming inflation and optimism about 
improved growth have limited market expectations for a rate cut, which has been reinforced by the European Central Bank’s restrictive positioning. In 
contrast, we think too much is being made of a near-term consumer recovery given the pessimism reflected in high saving levels, while tariffs continue 
to impede production and capex. A delay in implementation of Germany’s infrastructure and defense plan is further postponing recovery, which should 
come late in the year. 

The net result could be a couple of ECB rate cuts in the first half of the year in anticipation of a decline in inflation later in 2026. That, along with reduced 
net redemptions and quantitative tightening in peripheral and semi-core markets, should augment opportunities in duration. In credit, we believe spreads 
generally appear expensive given weak growth and tariff sensitivity. Issuer selection could therefore be especially important in the coming months. 

Overall, supply dynamics should prove balanced, with increasing German issuance offset by lower issuance from other countries, supporting duration 
and cross-country relative value opportunities.

GDP Growth Should Weaken, Then Accelerate Supply Net of Redemptions and QT Set to Decline
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4. Japan May Offer Opportunity at the Long End of the Curve
The Japanese yield curve has steepened significantly on a combination of concerns and rate hikes by the Bank of Japan. However, fiscal expansion has 
grown more cautious, allowing the Ministry of Finance to reduce its planned long-dated issuance in the current fiscal year, and even more in 2026 – 27. 

Importantly, Japanese bonds appear to us to be attractively valued on a hedged basis. As shown in the display below/right, hedged yields for 30-year 
Japanese government bonds (JGB) offer a meaningful premium for dollar-based investors relative to alternatives in the high-quality sovereign space. 

In our view, the combination of reduced issuance and favorable yields could potentially support long Japanese bonds in the coming months, leading to 
some flattening in the yield curve.

Long-Dated JGB Issuance Is Set to Decline 30-Year Yields Remain Attractive on a Hedged Basis
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5. Credit Environment Looks Opportunistic; AI Remains a 
Wild Card 
In the midst of narrow credit spreads and stable economic conditions, we believe that a focus on credit selection and flexibility to manage tail issues 
could be important to delivering results this year. In 2025, the avoidance of high-profile defaults was integral to generating alpha, a phenomenon that 
could repeat in 2026 given the wide disparity of fundamentals in what has been called a K-shaped economy. In some cases, it may be prudent to give 
up some yield in favor of more conservative segments, such as financials within investment grade credit. 

With expectations for continued massive issuance from U.S. hyperscalers, positioning vis-à-vis AI-related credit has become an ongoing consideration, 
reinforcing the value of diversification across segments and geographies. Securitized markets, for example, may offer a low-risk yield upgrade from 
corporates even if valuations are less compelling than at their wides of last year. From a research perspective, attention to the fundamental impacts of AI 
remains crucial to determining potential prospects of companies across the supply chain, particularly when it comes to the high yield space. 

Hyperscaler Issuance Could Rise Further in 2026 Non-Investment Grade Market: AI Impact by Industry 
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6. Strong Emerging Markets Performance Should Continue
In our view, emerging market fundamentals are holding up well going into 2026, with a growth pick-up of close to 2% for emerging over developed 
markets, supported by resilient exports, AI-related capital expenditures in Asia, and favorable conditions for various metals producers in Africa and Latin 
America. Credit fundamentals have been improving, as reflected in rating upgrades and low default rates.

At the same time, average inflation in emerging markets has been converging toward developed levels, and we see room for various central banks to 
maintain a bias toward easing. Combined with near decade-high real yields, this should provide an attractive backdrop for local bonds.

While spreads have narrowed toward the bottom of their historical range, we expect value and spread compression opportunities across various 
improving credits with rating upgrade potential.

EM Local Bond Real Rates (%) Annualized Total Return – U.S. Treasury Shifts

Annualized Total Return – U.S. Dollar Moves

Annual Cumulative EMD Bond Flows ($Bn)
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This material is provided for informational purposes only and nothing herein constitutes investment legal accounting or tax advice or a recommendation to buy sell or hold a 
security. This material is general in nature and is not directed to any category of investors and should not be regarded as individualized recommendation investment advice or 
a suggestion to engage in or refrain from any investment-related course of action. Neuberger Berman is not providing this material in a fiduciary capacity and has a financial 
interest in the sale of its products and services. Neuberger Berman as well as its employees does not provide tax or legal advice. You should consult your accountant tax adviser 
and/or attorney for advice concerning your particular circumstances. Information is obtained from sources deemed reliable, but there is no representation or warranty as to its 
accuracy completeness or reliability. 

All information is current as of the date of this material and is subject to change without notice. Any views or opinions expressed may not reflect those of the firm as a whole. 
Neuberger Berman products and services may not be available in all jurisdictions or to all client types. Investing entails risks including possible loss of principal. Investments in 
hedge funds and private equity are speculative and involve a higher degree of risk than more traditional investments. Investments in hedge funds and private equity are intended 
for sophisticated investors only. Indexes are unmanaged and are not available for direct investment. Past performance is no guarantee of future results.

The views expressed herein are those of the Neuberger Berman Fixed Income Investment Strategy Committee. Their views do not constitute a prediction or projection of future 
events or future market behavior. This material may include estimates, outlooks, projections and other “forward-looking statements.” Due to a variety of factors, actual events or 
market behavior may differ significantly from any views expressed. This material is being issued on a limited basis through various global subsidiaries and affiliates of Neuberger 
Berman Group LLC. Please visit www.nb.com/disclosure-global-communications for the specific entities and jurisdictional limitations and restrictions. The “Neuberger Berman” 
name and logo are registered service marks of Neuberger Berman Group LLC.
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