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1. Why are markets staying resilient despite hawkish central banks?

2. Is inflation still the dominant investment issue?

3. Is AI driving growth despite higher rates?

Why inflation fights on, but markets tell a different story

by Christian Gattiker, David Kohl, and Sophie Altermatt

Central banks around the world have delivered a consistent message: inflation remains the primary 

concern. The Fed, ECB, and BOJ have all tightened monetary policy. Yet this is not what financial 

conditions reflect, as they remain exceptionally loose for now. Adding to the oddity, investor sentiment 

has weakened sharply, with fear gauges hovering near panic levels and more than half of US retail 

investors turning bearish. So, what questions do investors need to be asking?

Most of the world's major central banks have now spoken. Their message has been remarkably 

consistent, but markets have responded less predictably. Here are the five questions investors should be 

asking.

1. Why are markets staying resilient despite hawkish central banks?

The recent policy backdrop would normally be expected to weigh more heavily on risk assets.

The Federal Reserve has adopted a more hawkish tone, the Bank of Japan continues its gradual policy 

normalisation, and Europe is offering little in the way of an accommodative counterbalance. Yet financial 

conditions continue to look relatively loose despite the more hawkish policy backdrop.

One explanation may be the continued dominance of AI-related investment spending, which remains a 

powerful driver of growth and market leadership. Economic activity has remained resilient, while AI-

related capital expenditure continues to support broader investment activity.

As a result, markets have remained remarkably resilient despite the increasingly restrictive tone from 

policymakers.

2. Is inflation still the dominant investment issue?

Yes, but the answer increasingly depends on geography.

In the United States, underlying inflation remains elevated. Strong consumer spending, a positive wealth 

effect, and significant AI-related capital expenditure continue to support demand, making it difficult for 

inflation to return fully to the Federal Reserve's 2% target.

The picture is different in Europe. While headline inflation has been influenced by energy prices, 

underlying trend inflation has moved much closer to the ECB's goal. Importantly, policymakers have 
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seen little evidence of broader second-round inflation effects.

Japan presents a third story altogether. Inflation around 2% suggests the country's long battle with 

deflation has largely come to an end, giving policymakers room to continue normalising interest rates 

over time.

For investors, this means monetary policy is becoming increasingly differentiated rather than moving in 

lockstep across regions.

3. Is AI driving growth despite higher rates?

Investment linked to AI remains the dominant force in the current cycle. It is increasingly affecting the 

broader economy through second-round effects: demand for data centres, power infrastructure, 

construction activity, and financing.

Our Technical Analysts see the same narrowing in price action: AI, and the rest. Performance continues 

to be concentrated among companies and sectors exposed to AI-related investment.

Until another meaningful growth engine emerges, investors may find it difficult to look beyond this theme.

Investor sentiment appears significantly weaker than market performance would suggest.

Fear-and-greed measures have moved close to panic territory, while more than half of US retail 

investors now describe themselves as bearish. Such pessimism seems inconsistent with financial 

conditions that remain broadly supportive and economic activity that continues to show resilience.

September may have already done some of the market's seasonal adjustment work, making October 

appear less threatening than usual.

Geopolitics could prove to be the next major catalyst.

The Trump-Xi summit is being closely watched for signs of progress on trade, tariffs, and cooperation 

around emerging technologies such as AI. Any meaningful developments could encourage broader 

market participation beyond the current leaders.

Investors will also monitor global flash PMIs, Germany's ifo survey, the UN General Assembly, the G7 

foreign ministers' meeting, and rate decisions across several economies, including Switzerland.

In Switzerland, attention will focus less on immediate policy changes and more on the Swiss National 

Bank's assessment of future inflation risks. While underlying inflation remains contained, investors will 

be watching the SNB's updated inflation forecasts closely for clues on when policy normalisation may 

eventually come into view.

Investors face an unusual combination of hawkish central banks, loose financial conditions, washed-out 

sentiment, and a narrow growth engine led by AI-related investment. For now, the trend remains intact.

Until the evidence changes, investors may be best served by recognising the current leadership while 

continuing to look for the next source of market breadth.
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What’s going on in the markets? Which megatrends impact your portfolio? And how can you connect the 

dots of your personal wealth? Our weekly newsletter provides answers.

Where should you begin? How can you diversify your portfolio? And which investments give you the best 

chance of maximising the returns for the risks taken, while matching your personal values? Our How to 

Invest educational guide answers these questions and more.

If you would like to receive a copy of this publication, please enter your email address below.

Why inflation fights on, but markets tell a different story

You can unsubscribe at any time by clicking on the unsubscribe link at the end of the newsletter 

message. Details about how data is processed can be found in the

We use cookies to optimise our website and your experience with the Electronic Services of Julius Baer. 

Please click “accept” or “customise settings” to customise your individual cookie settings. Your settings 

expire after six months. By accepting marketing and analytics cookies, you agree that your Data (as 

defined in our Data Privacy Policy mentioned below) may be transferred to or accessed from countries 

which potentially do not have an equivalent level of data protection than in the country where you are 

currently located. A default ‘no consent’ option applies in case no choice is made and only functional 

cookies will be set. Detailed information on the handling of cookies and collected Data, as well as your 

right to withdraw your consent at any time, can be found in our

Source: https://www.juliusbaer.com/en/insights/market-insights/market-outlook/why-inflation-fights-on-but-markets-tell-a-different-
story/

3 / 3

https://www.juliusbaer.com/en/insights/market-insights/market-outlook/why-inflation-fights-on-but-markets-tell-a-different-story/
https://www.juliusbaer.com/en/insights/market-insights/market-outlook/why-inflation-fights-on-but-markets-tell-a-different-story/

