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Global bond yields have repriced higher on hawkish “higher-for-longer” policy expectations, elevated
energy prices and geopolitical uncertainty, reshaping markets into year-end.

To paraphrase the political strategist James Carville, the bond market intimidates everybody. Recently,
bonds have flexed their powers of intimidation as selloffs and spikes in government bond yields are
creating stress in markets. What's behind these developments, and what happens next?

What's happening in the bond market? The hard numbers

Since the start of 2026, global government bond yields have marched steadily upward. In September
alone, yields on the U.S. 10-year Treasury moved a full 50 basis points (bps) upward, closing the month
at 5.25%, a level not seen since 2002.

The sharpness in yield spikes has not been contained to the U.S. market. Recently, yields on the U.K.s
30-year gilt climbed above 6% for the first time since 1998. In France, the 10-year yield is at its highest
level since mid-2002. In Japan, yields on the 10-year Japanese Government Bond rose above 3% for
the first time since 1996.

“We’ve begun to run out of superlatives as global bond yields continue to move higher,” said Jay Barry,
head of Global Rates Strategy at J.P. Morgan. “Treasury yields [are] retracing to multi-decade highs, and
underperforming other developed market [DM] government bond markets in the process.”

A line chart shows yield percentage from Oct 2025 to Oct 2026 for Japan 10Y, France 10Y, US 10Y, and
UK 30Y. UK 30Y yields are highest throughout, rising from about 5.4% to about 6.1%. US 10Y yields
increase from roughly 3.9% to about 5.3%, and France 10Y yields rise from around 3.4% to about 4.7%.
Japan 10Y yields are lowest, climbing steadily from about 1.6% to about 2.9%. All four series trend
upward overall, with the sharpest increases occurring late in the period.

Why are bond yields spiking?

In the U.S., the shifting path of Fed rates explains the spike in bond yields. “The repricing higher of Fed
expectations explains nearly all of the rise in 10-year yields and the flattening of the Treasury curve over
the month of September,” Barry said. “Current pricing looks appropriate here and does not appear to
have overrun fundamentals.”

The U.S. economy’s growth trajectory, which has remained resilient throughout a challenging year of
geopolitical tension, sticky inflation, firming labor markets and rising energy costs, is ultimately what's
driving the Fed to make those shifts.

Recently, however, the Treasury Department has taken the initiative to intervene, announcing that it
would at least double the maximum amount of long-dated U.S. government debt it can buy back from $2
billion to at least $4 billion per operation in an effort to tamp down bond yields. Some market participants
believe that Treasury could cut long-end auction sizes in an effort to reduce supply of Treasuries and



thus potentially reduce long-end yields.

Barry expressed doubt around the efficacy of such moves, citing similar attempts to intervene in other
international bond markets. “While cutting long-end auction sizes would likely have a short-term impact
on the shape of the curve, other similar actions undertaken in the U.K. and Japan have had only
temporary impacts,” Barry said. “Accordingly, we do not think this would have a lasting effect on the term
structure, and in fact could contribute to higher term premium and yields over time should the Treasury
become more opportunistic in its approach to debt management and move further away from its ‘regular
and predictable’ tenet.”

“The repricing higher of Fed expectations explains nearly all of the rise in 10-year yields and the
flattening of the Treasury curve over the month of September.”

Head of Global Rates Strategy, J.P. Morgan

Similarly, in Europe, the spike in yields seems to be tracking uncertainty over the European Central
Bank (ECB) terminal rate. J.P. Morgan Global Research forecasts the ECB to raise rates once more this
year to 2.75%, and then hike once more in the first quarter of 2027.

“In Europe, the recent repricing in intermediate Euro and UK yields in our view partly reflects increased
monetary policy tightening expectations, and partly reflects more global and technical factors, including
higher neutral rate expectations on Al-driven productivity gains,” said Francis Diamond, head of
European Rate Strategy at J.P. Morgan. “The front-end sell-off, particularly in the euro and British pound,
also partly reflects higher energy prices and increased energy risk premium, as hopes of a durable
Middle East de-escalation have faded amid ongoing U.S. and Iran strikes.”

Al debt issuance is putting additional pressure on the bond market, though J.P. Morgan Global Research
believes the effect to be more marginal than major.

“While there has been an increase in the duration impulse of corporate issuance, in the context of
overall net issuance of bonds globally, the $260 billion increase in net bond issuance by tech companies
for 2026 looks manageable,” said Nikolaos Panigirtzoglou, a senior Global Markets strategist at J.P.
Morgan. “Based on our calculations, it would put perhaps 10-15 bps of upward pressure on global
aggregate bond index yields.”

The effects of high bond yields: Higher borrowing costs, equity headwinds
and more

The danger of spikes in yields is that they risk becoming self-reinforcing, a so-called “vicious circle.”
Higher yields push benchmark rates higher, feeding into higher borrowing costs for governments,
companies and consumers and creating wider deficits. This in turn erodes the attractiveness of
government debt, thus pushing yields higher as investors demand more compensation for holding debt.

“High Treasury yields could more than double U.S. net interest costs from around $1 trillion today to $2.1
trillion by 2035, nearly 5% of GDP,” said Joyce Chang, chair of Global Research at J.P. Morgan. “Under a
scenario where interest rates run just 1 percentage point above projections, bringing the 10-year
Treasury note from an average 4.3% over the decade to 5.3%, the Committee for a Responsible Federal
Budget notes that it would add an additional $3.5 trillion to the debt above projections.”

High bond yields could also affect equities. In a historical study of the S&P 500, J.P. Morgan Global
Research found that while rising yields initially support higher multiples on equities, there is an “inflection
point” after which high yields become a headwind for both growth and multiples, as higher discount rates



and higher inflation begin to compress valuations.

According to Mislav Matejka, head of European and International Equity Strategy at J.P. Morgan, the
current equity market can absorb higher yields up to a certain level, but the picture becomes less clear
the higher yields run.

“We believe that the positive equities-yields correlation can stay in effect. In other words, that one could
have, in six months, higher yields and higher equity prices from current [levels], but the margin of error is
getting smaller,” said Matejka. “We have always maintained that around 5%--5.5% 10-year U.S. yield, the
correlations are at an increasing risk of flipping. The key will be whether the drivers of rising yields
change, and whether their levels are already prohibitive for the economy.”

For the average consumer, higher bond yields could impact those looking for financing options, from car
loans to mortgages, as the 10-year Treasury yield acts as a primary benchmark for 30-year fixed
mortgages and other fixed-rate financing. “The immediate impact of higher rates is a higher all-in cost on
new issues,” said Amy Sze, head of J.P. Morgan’s Asset-Backed Securities Research team. “Higher
funding costs usually get passed on to consumers in the form of higher annual percentage rates (APR),
albeit with some lag, particularly on fixed-rate consumer credit products.”

How a consumer already strained by higher energy costs and sticky inflation will respond to a spike in
borrowing costs remains to be seen.

“We believe that the positive equities-yields correlation can stay in effect — in other words, that one
could have, in six months, higher yields and higher equity prices from current [levels], but the margin of
error is getting smaller.”

Head of European and International Equity Strategy, J.P. Morgan
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