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The rapid rise in long-term sovereign bond yields has
become one of the most important developments in global
financial markets. Can the global economy withstand
higher long-term interest rates?

An endogenous shock...

While higher yields are often viewed as a threat to economic growth, the issue is more
nuanced. If yields are being driven by rising risk premia, the consequences for growth
could prove negative. However, if they are rising because growth prospects are improving,
then higher rates may be both sustainable and economically justified.

Indeed, stronger economic growth increases demand for capital, boosts expected returns
on investment and typically pushes up the equilibrium level of interest rates. Financial
markets can comfortably absorb higher yields because it is matched by stronger nominal
income growth and improved debt-servicing capacity. Historically, some periods of rising
yields have coincided with strong economic expansions.

There are reasons to believe that part of the recent increase in yields reflects stronger
underlying growth dynamics. The global economy has proved remarkably resilient despite
successive shocks, from trade tensions to conflicts in the Middle East. Consumption has
been cooling but remains sturdy despite sluggish pace of job growth. In addition, AI has
become a powerful catalyst for capital expenditure across a wide range of industries.
September PMIs showed an improvement in the services sector business confidence,
suggesting that the economic upturn is both accelerating and broadening beyond
manufacturing. IT-related services are, unsurprisingly, showing particularly strong growth.



Monthly Macro Insights — October 2026 2

More surprising, however, is the resilience of consumer-facing services PMI despite recent
energy price increases.

In fact, optimism surrounding AI and other technological innovations has led some
investors to revise upward their assessment of future productivity growth, particularly in
the US, and higher equilibrium interest rates would thus be a natural consequence.

... or exogenous?

However, the evidence suggests that stronger growth is only part of the story and several
indicators point to less benign explanations for the rise in yields, particularly inflation.
Even before the Iran conflict, inflationary pressures proved more persistent than expected.
Policy rates may need to remain elevated for an extended period to ensure central bank’s
credibility, implying that higher bond yields partly reflect the need to maintain restrictive
monetary conditions.

A second indication comes from fiscal developments. Public debt ratios have increased
substantially across most advanced economies, while deficits remain unusually large
despite relatively healthy economic conditions. Governments are expected to issue large
volumes of debt for years to come, reflecting defence spending and ageing populations,
while the AI boom is adding further upward pressure as massive financing requirements
boost demand for long-term capital. The growing supply of bonds requires investors to
absorb more duration risk, contributing to higher yields. Moreover, higher yields would
further worsen debt dynamics by increasing governments' debt-servicing costs.

The recent rise in yields also appears to reflect higher term and risk premia amid elevated
uncertainty, while quantitative tightening has reduced central banks' presence in bond
markets, removing an important source of demand for government securities.

Financial market behaviour further suggests that the rise in yields cannot be explained
entirely by optimism about growth. If investors viewed higher rates primarily as a
consequence of stronger economic fundamentals, credit markets would likely remain
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broadly stable. Yet in recent months, spreads have shown signs of widening in riskier
segments of the market, particularly high-yield credit.

A moderate widening in spreads is not unusual during periods of monetary tightening.
However, if they continue to increase and begin affecting investment-grade credit or bank
lending conditions, the effects on economic activity could become much larger. Financial
conditions would tighten across the economy, amplifying the drag already created by
higher borrowing costs and reducing the availability of credit to households and
businesses.

That said, the transmission of higher interest rates may be slower than in previous cycles.
Over the past decade, governments, households and corporations have locked in
historically low borrowing costs by issuing debt with longer maturities and at fixed interest
rates. In that regard, the US housing market provides a good example of how a high share
of fixed-rate debt can dampen the transmission of rising interest rates to the broader
economy.

As a result, the immediate sensitivity of borrowers to rising market rates has diminished,
delaying the pass-through of higher yields to debt-servicing costs. Consequently, the
global economy may be able to withstand elevated long-term rates for longer before the
most visible negative effects on growth begin to emerge.

This resilience should not be overstated, however. Over recent decades, households,
corporations and governments have accumulated unprecedented levels of debt, leaving
the economy structurally more exposed to changes in financing conditions. As existing
debt matures and is gradually refinanced at higher rates, borrowing costs will inevitably
rise across the economy.

At present, the evidence remains mixed but points more towards a rise in interest rates
driven by inflation persistence, fiscal imbalances, elevated bond supply and higher risk
premia than by a significant improvement in long-term growth prospects. If yields
continue to rise, the resulting tightening of financial conditions could eventually weigh



Monthly Macro Insights — October 2026 4

significantly on global growth, even if the adjustment process proves slower than in
previous cycles.

Check this document on our website

https://am.eu.rothschildandco.com/en/news/monthly-macro-insights-october-2026/
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Warning 

The information, comments and analyses contained herein are provided for informational purposes only and should not be considered as investment
advice, tax advice, recommendation or investment advice on the part of Rothschild & Co Asset Management. The information/opinions/data contained
in this document, considered legitimate and correct on the day of its publication, in accordance with the economic and financial environment in place
on that date, are subject to change at any time. This analysis is valid only at the time of writing this report. Although this document has been prepared
with the utmost care from sources deemed reliable by Rothschild & Co Asset Management, it does not offer any guarantee as to the accuracy and
completeness of the information and assessments contained herein, which are for information purposes only and are subject to change without notice.
Rothschild & Co Asset Management has not independently verified the information contained in this document and therefore cannot be held
responsible for any errors or omissions, or for the interpretation of the information contained herein. All these data have been established on the basis
of accounting or market information. Not all accounting data have been audited by an auditor.

Published by Rothschild & Co Asset Management, a portfolio management company with a capital of €1,818,181.89, 29, avenue de Messine – 75008
Paris. AMF approval N° GP 17000014, RCS Paris 824 540 173.

Any partial or total reproduction of this document is prohibited, without the prior authorization of Rothschild & Co Asset Management, under penalty of
prosecution.

 



Monthly Macro Insights — October 2026 6

Visit our internet site Follow us on LinkedIn

About the Asset Management’s division of
Rothschild & Co
As the specialised asset management division of the Rothschild & Co group, we offer
personalised asset management services to a broad client base of institutional investors,
financial intermediaries and distributors. Our development is focused on a range of open-
ended funds leveraging our long-term expertise in active management with conviction as
well as in delegated management. Based in Paris and operating in 10 European countries,
we manage more than 50 billion euros and employ nearly 200 people(1).
More information at: www.am.eu.rothschildandco.com

(1) Source: Rothschild & Co Asset Management, 31/07/2026.
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