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Global Asset Allocation Viewpoints: Europe

The Fed lifts off as AI 
borrowing builds
October 2026

How we’re positioned  = this month.  = last month (not shown if positioning is unchanged).

Equities

Earnings support a modest overweight 

	— Resilient economic growth and strong earnings, 
with expectations still high, support equities.
	— Artificial intelligence (AI) investment is now benefiting 
companies well beyond US large-cap growth.
	— Conflict-driven energy prices, inflation, and higher 
rates pose a bigger risk than any slowdown in 
AI demand.
	— Elevated valuations argue for a measured approach.

Bonds

Short duration as long-term yields rise  

	— The underweight is concentrated in European 
government bonds and US high-quality bonds, as 
resilient growth, fiscal funding needs, and inflation 
risks keep upward pressure on long-term yields.
	— We moved to neutral on global high yield, 
which offers healthy fundamentals and shorter 
duration but with tight spreads, and maintain 
the overweight on emerging market local 
currency bonds.

Cash

Staying flexible in volatile markets

	— Cash yields remain reasonably attractive, but we 
moved to neutral on cash to fund an increased 
overweight to equities and reduction in the 
underweight to fixed income.
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Key themes

Easing off the accelerator

The first rate hike from the Federal Reserve (Fed) is best seen as a partial reversal 
of last year’s insurance cuts. Capital spending and demand remain firm, suggesting 
growth should remain resilient—levelling off rather than rolling over. Financial 
conditions remain accommodative, meaning businesses and households can still 
access capital. In other words, the Fed is easing off the accelerator, rather than 
slamming on the brakes. Inflation will decide how much further it needs to go, and 
policymakers appear to be placing more weight on how broad and persistent it is. 
If price pressures fail to cool while growth stays strong, further hikes become more 
likely, reinforcing the case for short duration.

A few hikes alongside resilient growth could be absorbed 
relatively well. A longer cycle driven by stubborn inflation would 
challenge both duration and risk assets.

(Fig. 1) Financial conditions are still accommodative
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As of September 14, 2026. 
Chicago Fed Adjusted National Financial Conditions Index, month-end readings of weekly data. 
Source: Federal Reserve Bank of Chicago. See Additional Disclosures for more information.

Financing the build‑out

The AI investment cycle is entering a more capital-intensive phase, and hyperscaler 
balance sheets are no longer the whole story. Corporate bonds, data centre financing, 
and chip-backed structures are forming a distinct AI credit ecosystem, with AI-related 
hyperscaler and infrastructure bonds rising from about 5.4% of the US investment grade 
corporate benchmark at the end of 2025 to now 8.3%.1 Enterprise adoption is moving 
towards scaled production, even as regulation and safety draw more scrutiny. Continued 
investment and adoption support our overweight to US growth stocks. While the risk 
of higher yields remains the main driver of our underweight on US Aggregate bonds, 
heavy AI-related issuance adds a technical headwind for investment grade bonds.

The same AI cycle can support corporate earnings while 
requiring enough new capital to create a tougher technical 
backdrop for investment grade bonds.

1	Source: T. Rowe Price analysis, as of September 9, 2026.

(Fig. 2) Investment grade bonds are expected to fund the 
largest share
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There is no guarantee that any forecast made will come to pass.
Source: J.P. Morgan Chase. See Additional Disclosures for more information.
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Equities: Regions

 = this month.  = last month (not shown if positioning is unchanged).

Region Positioning Rationale

US Strong earnings and AI-related investment support US equities. Cheaper valuations and fiscal 
support abroad are offset by higher energy prices and tighter monetary policy outside the US.

Europe ex-UK Fiscal expansion and improving manufacturing support the outlook, but modest growth, 
higher energy costs and tighter monetary policy continue to constrain the upside.

UK Attractive valuations and healthy earnings remain supportive, while fiscal concerns, inflation, and 
policy uncertainty ahead of the forthcoming Budget continue to weigh on sentiment.

Japan Fiscal stimulus, real wage growth, and improving corporate earnings have kept the economy 
resilient, but tighter monetary policy and rising government debt may present challenges.

Australia
Commodity exposure and a resilient banking sector offer some support, but weak relative 
earnings growth, rich valuations, and rate hikes into a softening housing market weigh on 
the broader market.

Emerging 
Markets (EM)

Attractive relative valuations and AI infrastructure beneficiaries support the outlook. 
Technology cyclicality and higher oil prices for energy-importing economies remain the 
key risks.

China Policy support and anti-involution efforts may aid margins, but housing weakness and soft 
demand keep gains uneven.
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Equities: Styles and Market Cap

 = this month.  = last month (not shown if positioning is unchanged).

Style and Market Cap Positioning Rationale

Global Growth vs. Value

For growth, earnings growth is exceptional, supported by continued AI investment 
and adoption. Improved relative valuations are supportive, though elevated 
expectations and questions around the returns on AI capital expenditure remain 
risks. For value, broadening earnings and cyclical strength remain supportive, 
including some beneficiaries of AI investment. However, valuations have become 
less compelling.

Global Small-vs. Large-Cap

For small-caps, broadening growth, fair valuations and capital‑markets activity 
remain supportive. Higher rates remain the key risk for smaller, more leveraged 
companies. For large‑caps, fundamentals remain very strong and are broadening 
outside mega‑cap leaders, but elevated valuations and expectations leave less 
room for disappointment.
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Bonds: Regions and Sectors

 = this month.  = last month (not shown if positioning is unchanged).

Regions and Sectors Positioning Rationale

Euro Government Bonds

France’s fiscal strains mean the European Central Bank (ECB) can no longer raise 
rates freely while it shrinks its balance sheet without risking fragmentation. It will 
likely tighten by less than the 3.25% terminal rate the market prices, and with 
explicit caution. If French and Italian government bond spreads over German 
Bunds keep widening, it may stop shrinking its balance sheet and tilt reinvestments 
towards French and Italian debt, both of which point to a more dovish central bank. 
We have therefore reduced our underweight to European government bonds.

Euro Inflation Linked Inflation expectations as reflected in break‑even rates remain anchored, while 
inflation pressures driven by elevated and volatile energy prices remain a risk.

Euro Investment-
Grade (IG) Corporates

Yields are attractive and credit fundamentals are supportive, but tight spreads and 
continued upward pressure on long-term rates warrant a cautious stance.

US IG Aggregate
Attractive yields and supportive fundamentals are offset by tight spreads, a flat 
yield curve, and the risk of higher long-term rates. Heavy AI-related issuance adds a 
further technical headwind.

Global High Yield
Healthy fundamentals, strong corporate profits, and a shorter duration profile 
support high yield. With spreads tight, income is likely to drive returns, while higher 
yields and expected new issuance may create opportunities.

EM Dollar Sovereigns Attractive yields and generally supportive fundamentals remain constructive, 
although higher US rates and geopolitical risks could contribute to volatility.

EM Local Currency Bonds Compelling yields remain supportive, while local currencies could benefit from an 
eventual softer US dollar; elevated global rates remain a near-term risk. 

EM Corporates The sector offers a shorter duration than that of EM dollar sovereigns. Spreads are 
tight, but total yields remain attractive relative to some other fixed income sectors.
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Currency

 = this month.  = last month (not shown if positioning is unchanged).

Currency Positioning Rationale

EUR vs. USD
Current valuation, German fiscal expansion and ECB hikes support the EUR. 
However, we remain neutral because of heightened political uncertainty in France, 
geopolitical uncertainty and the potential for a flight‑to‑quality to the USD during 
periods of stress.

EUR vs. JPY
We remain neutral on the yen. Elevated energy costs could push up inflation in 
Japan, leading the Bank of Japan to adjust its monetary policy. As a safe‑haven 
currency, the yen can find support during periods of heightened geopolitical 
uncertainty and currency intervention.
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Risks
All investments are subject to risk, including possible loss of principal. Stock prices 
can fall because of weakness in the broad market, a particular industry, or specific 
holdings. Fixed-income securities are subject to credit risk, liquidity risk, call risk, and 

interest rate risk. As interest rates rise, bond prices generally fall. Diversification does 
not assure a profit or protect against a loss in a declining market.

Additional Disclosures
Any specific securities identified and described are for informational purposes only and do not 
represent recommendations. 
These views are informed by a subjective assessment of the relative attractiveness of asset 
classes and subclasses over a 6- to 18-month horizon.

Fig. 1: Higher readings indicate tighter financial conditions and lower readings easier 
conditions. 
Fig. 2: Information has been obtained from sources believed to be reliable but J.P. Morgan 
does not warrant its completeness or accuracy. The index is used with permission.  The 
Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. 
Copyright © 2026, J.P. Morgan Chase & Co. All rights reserved.
Visit troweprice.com/marketdata for additional legal notices & disclaimers.

Important Information
This material is being furnished for general informational and/or marketing purposes only. 
The material does not constitute or undertake to give advice of any nature, including 
fiduciary investment advice. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group 
of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue 
from T. Rowe Price investment products and services. Past performance is not a guarantee or 
a reliable indicator of future results. The value of an investment and any income from it can go 
down as well as up. Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general 
recommendation or solicitation to sell or buy any securities in any jurisdiction or to conduct 
any particular investment activity. The material has not been reviewed by any regulatory 
authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed 
to be reliable and current; however, we cannot guarantee the sources’ accuracy or 
completeness. There is no guarantee that any forecasts made will come to pass.
The views contained herein are as of October 2026 and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or 
associates. Under no circumstances should the material, in whole or in part, be copied or 
redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the 
distribution of the material and in certain countries the material is provided upon specific 
request. It is not intended for distribution to retail investors in any jurisdiction.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd 
which is regulated by the Dubai Financial Services Authority as a Representative Office. For 
Professional Clients only.
EEA—This material is issued and approved by T. Rowe Price (Luxembourg) Management S.à 
r.l. 35 Boulevard du Prince Henri L-1724 Luxembourg which is authorised and regulated by the 
Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.
South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), Warwick 
Court, 5 Paternoster Square, London EC4M 7DX, is an authorised financial services provider 
under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services 
Provider (FSP) Licence Number 31935), authorised to provide “intermediary services” to 
South African Investors. TRPIL’s Complaint Handling Procedures are available to clients 
upon request. The Financial Advisory and Intermediary Services Act Ombud in South Africa 
deals with complaints from clients against FSPs in relation to the specific services rendered 
by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.
faisombud.co.za, Email: info@faisombud.co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th 
Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
UK—This material is issued and approved by T. Rowe Price International Ltd, Warwick Court, 
5 Paternoster Square, London EC4M 7DX which is authorised and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.
© 2026 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, the 
Bighorn Sheep design, and related indicators (see troweprice.com/ip) are trademarks of 
T. Rowe Price Group, Inc. All other trademarks are the property of their respective owners. 
Use does not imply endorsement, sponsorship, or affiliation of T. Rowe Price with any of the 
trademark owners.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in 
an evolving world, bringing our dynamic perspective and meaningful partnership to 
clients so they can feel more confident.
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