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Policy Rate Changes and 2025 Sector Returns

¹Returns shown are local currency unhedged returns. Past performance is not a reliable indicator of future results.
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Year-to-Date Ending 31 Dec 25¹

Source: Bloomberg, Citi, J.P. Morgan, Morningstar LSTA, Western Asset. As of 31 Dec 25
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Global Macro Outlook

As of 31 Dec 25. The above reflects current opinions of Western Asset, which are subject to change with market conditions.

Growth – Improvement expected 

● Easier financial conditions and fiscal stimulus 

● Global growth around 3%

● US growth to return to above trend at 2.0-2.5%

Inflation - Subdued

● Global disinflation trend to continue

● US inflation to continue trending lower

● Inflationary forces very subdued in China

Labor Markets – Low hire/low fire dynamic

● US labor market softening, layoffs remain low

● US job creation concentrated in health care

● Young and lower-income cohorts struggling

Monetary Policy – Cautious 

● Central bank easing cycle near its end

● Further US cuts dependent on labor and inflation data
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Inflation
Global inflation has moderated. US inflation to continue trending lower

¹Headline and core cover 15 economies; goods and services cover 12 economies
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Global Inflation¹

Headline Core Core Goods Services

Source: Macrobond. As of 30 Nov 25
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US Labor Market
Longer-run history of the Unemployment Rate

1/7/2026
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Eurozone
Resilient growth, contained inflation and stable employment persist despite headwinds 

The above reflects current opinions of Western Asset, which are subject to change with market conditions.

German fiscal loosening should start to gain traction. Other EU countries have little room for greater public spending

Inflation close to 2% as labor costs ease and inflation expectations are anchored

ECB on hold. Discussion of rate hikes in 2026 seems premature

German bund yields contained with growth close to trend and inflation near 2%

40

60

80

100

120

140

160

180

2001 2004 2007 2010 2013 2016 2019 2022 2025

Pe
rc

en
t

Debt to GDP Ratio

Germany France Italy
Source: Haver Analytics. As of 30 Jun 25

-2

0

2

4

6

8

10

12

2001 2004 2007 2010 2013 2016 2019 2022 2025

Pe
rc

en
t

Eurozone HICP Inflation

Source: Bloomberg. As of 31 Dec 25



Western Asset

Template_2025_4-8 V2

7

-40

-30

-20

-10

0

10

20

30

40

50

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Ye
ar

-o
ve

r-
Ye

ar
 (%

)

Infrastructure Manufacturing Real Estate
Source: Bloomberg. As of 20 Dec 25

China
Focus on reflation and improving domestic sentiment

-10

-5

0

5

10

15

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Ye
ar

-o
ve

r-
Ye

ar
 (%

)

Consumer Price Index (CPI) Producer Price Index (PPI)
Source: Bloomberg. As of 20 Dec 25

Policymakers’ focus will shift toward domestic challenges with external (primarily US) challenges deemed as manageable 

Persistent property market weakness with more developer headline distress expected

Measures to improve the labor market and reflate the economy providing support to equity markets 

Expect further modest monetary policy easing

China Fixed Asset Investment 
Real Estate still a drag, but even Manufacturing & 

Infrastructure slowing

Source: Bloomberg. As of 31 August, 25

CPI and PPI 
Increasing urgency to reflate economy after 38 

months of continuous PPI decline
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Japan
The gradual pace of BoJ policy rate hikes expected to continue
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Source: BoJ’s flow of funds, Bloomberg. As of 30 Sep 25

Above trend growth in 2026

CPI inflation to moderate to around 2% YoY due to base effects (especially food prices)

Extreme expansionary fiscal policies likely to be avoided. In contrast to the concerns on expansionary fiscal policy, the 
government debt to nominal GDP ratio has improved primarily due to increases in nominal GDP

The JGB market is expected to stabilize with the lower volatility and less upward pressure on yields 
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Government vs. Household and Corporate Debt

1/7/2026
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Concerns on Valuations, Not on Fundamentals
Risk markets have been resilient despite US tariffs  

Yield-to-Worst (YTW) is the lesser of yield-to-maturity or yield-to-call across all known call dates. 
*YTW for Euro IG & HY Indices include FX hedge adjustment. 
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Corporate Bonds
Massive new issue IG supply expected in 2026

Source: Dealogic and J.P. Morgan. As of 27 Nov 25
*Average of J.P. Morgan and Morgan Stanley forecasts

Tech/Media 
Issuance (%) 2023 2024 2025 2026F*
of Gross Supply 6% 8% 15% 19%
of Net Supply 4% 8% 24% 31%
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M&A Activity Elevated Across Several IG Subsectors
More cash (debt), more hostility, and higher breakup fees as M&A fervor surges

1/7/2026
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High Yield
Leverage not concerning.  Refinancing remains dominant theme
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By use of proceeds (as a percent of total volume)

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 YTD 2025

Acquisition finance/LBO 37.5% 15.5% 17.1% 21.5% 19.8% 8.5% 20.0% 28.4% 21.5% 12.9% 14.1%

General corporate 16.2% 22.0% 17.3% 14.6% 12.0% 24.7% 15.8% 21.9% 11.4% 7.0% 12.6%

Refinancing 43.4% 58.2% 63.3% 60.9% 67.5% 66.1% 60.2% 47.4% 66.2% 75.5% 69.9%

Dividend 1.3% 1.2% 1.7% 1.8% 0.7% 0.5% 2.2% 0.0% 0.9% 4.3% 2.4%

Source: J.P. Morgan, Moody's. As of 30 Nov 25
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CMBS 
Attractively Priced

*Ratio of CMBS Spread / Corporate Credit Spread, Normalized to 19 Jul 19

Commercial real estate property price growth is firmly positive & accelerating

CMBS spreads remain wide to historical credit relationships and offer compelling value
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Source: Bloomberg, J.P. Morgan, Western Asset. As of 28 Nov 25
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Emerging Markets
Policy easing to continue. Real yields remain high

The above reflects current opinions of Western Asset, which are subject to change with market conditions.
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Key Takeaways

1/7/2026

As of 31 Dec 25. The above reflects current opinions of Western Asset, which are subject to change with market conditions. 

Global Macro 

● Growth improvement 

● Global inflation has moderated

● US inflation to continue trending lower

● Central bank easing cycle near end

● Fiscal sustainability concerns remain

Fixed Income Implications

● Front end yields mildly lower

● Yield curves generally steeper

● Pockets of opportunities in developed and emerging market rates

● Spread sector fundamentals remain healthy

● Valuations trading tight versus historical averages

● Income advantages in select corporate bonds

● New issue opportunities to add high-quality credit

● CMBS and CLO tranches offer relative value
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Questions & Answers

1/7/2026

+Q A
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© Western Asset Management Company, LLC 2026. The information contained in these materials (“the materials”) is intended for the exclusive use of the designated recipient 
(“the recipient”). This information is proprietary and confidential and may contain commercially sensitive information, and may not be copied, reproduced or republished, in 
whole or in part, without the prior written consent of Western Asset Management Company (“Western Asset”) . 

Past performance does not predict future returns. These materials should not be deemed to be a prediction or projection of future performance. 

These materials are intended for investment professionals including professional clients, eligible counterparties, and qualified investors only. 

These materials have been produced for illustrative and informational purposes only. These materials contain Western Asset’s opinions and beliefs as of the date designated on 
the materials; these views are subject to change and may not reflect real-time market developments and investment views. 

Third party data may be used throughout the materials, and this data is believed to be accurate to the best of Western Asset’s knowledge at the time of publication, but cannot 
be guaranteed. These materials may also contain strategy or product awards or rankings from independent third parties or industry publications which are based on unbiased 
quantitative and/or qualitative information determined independently by each third party or publication. In some cases, Western Asset may subscribe to these third party's 
standard industry services or publications. These standard subscriptions and services are available to all asset managers and do not influence rankings or awards in any way.

Investment strategies or products discussed herein may involve a high degree of risk, including the loss of some or all capital. Investments in any products or strategies 
described in these materials may be volatile, and investors should have the financial ability and willingness to accept such risks. 

Unless otherwise noted, investment performance contained in these materials is reflective of a strategy composite. All other strategy data and information included in these 
materials reflects a representative portfolio which is an account in the composite that Western Asset believes most closely reflects the current portfolio management style of 
the strategy. Performance is not a consideration in the selection of the representative portfolio. The characteristics of the representative portfolio shown may differ from 
other accounts in the composite. Information regarding the representative portfolio and the other accounts in the composite are available upon request.

Statements in these materials should not be considered investment advice. References, either general or specific, to securities and/or issuers in the materials are for 
illustrative purposes only and are not intended to be, and should not be interpreted as, recommendation to purchase or sell such securities. Employees and/or clients of 
Western Asset may have a position in the securities or issuers mentioned. 

These materials are not intended to provide, and should not be relied on for, accounting, legal, tax, investment or other advice. The recipient should consult its own counsel, 
accountant, investment, tax, and any other advisers for this advice, including economic risks and merits, related to making an investment with Western Asset. The recipient is 
responsible for observing the applicable laws and regulations of their country of residence. 

Founded in 1971, Western Asset Management Company is a global fixed-income investment manager with offices in Pasadena, New York, London, Singapore, Tokyo, Melbourne, 
São Paulo, Hong Kong, and Zürich. Western Asset is a wholly owned subsidiary of Franklin Resources, Inc. but operates autonomously. Western Asset is comprised of six legal 
entities across the globe, each with distinct regional registrations: Western Asset Management Company, LLC, a registered Investment Adviser with the Securities and 
Exchange Commission; Western Asset Management Company Distribuidora de Títulos e Valores Mobiliários Limitada is authorized and regulated by Comissão de Valores 
Mobiliários and Brazilian Central Bank; Western Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services License 303160; 
Western Asset Management Company Pte. Ltd. Co. Reg. No. 200007692R is a holder of a Capital Markets Services License for fund management and regulated by the Monetary 
Authority of Singapore; Western Asset Management Company Ltd, a registered Financial Instruments Business Operator and regulated by the Financial Services Agency of 
Japan; and Western Asset Management Company Limited is authorised and regulated by the Financial Conduct Authority ("FCA") (FRN 145930). This communication is intended 
for distribution to Professional Clients only if deemed to be a financial promotion in the UK as defined by the FCA. This communication may also be intended for certain EEA 
countries where Western Asset has been granted permission to do so. For the current list of the approved EEA countries please contact Western Asset at +44 (0)20 7422 3000. 

Risk Disclosure
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