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In brief
	■ Scarcity is becoming a defining feature of the global backdrop, supporting higher  

real yields and reinforcing the case for selectivity

	■ The easy era for duration has passed, making relative value opportunities across  
regions and yield curves increasingly important

	■ Liquidity, diversification, and defensive carry remain powerful tools for navigating 
uncertainty around central banks, geopolitics, and the AI investment cycle

Global fixed income markets are entering a more complex phase. Central banks are following 
increasingly divergent paths, geopolitical risks persist, and the AI investment cycle continues 
to reshape both economies and capital markets. At the same time, higher yields have created 
attractive income opportunities for investors willing to stay disciplined and selective. In our view, 
the challenge is balancing opportunities created by elevated yields and growing market dispersion 
against a backdrop of policy uncertainty and evolving structural risks.

Japan has become the epicenter of global bond markets

Japan has become a key driver of global fixed income markets as the country continues its transition 
away from decades of disinflation and weak growth. Inflation is running above the Bank of Japan’s 
target, while wage growth, capital inflows, and stronger economic activity support further policy 
normalization. We believe the direction of travel for Japanese rates is higher, although the pace is 
uncertain. The yen will likely continue to be driven by shifting expectations around the timing and 
speed of policy adjustments, official intervention, and capital flows. Rather than a one-way currency 
view, we expect greater volatility as markets assess how quickly the Bank of Japan closes the gap 
with other major central banks.
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Scarcity is reshaping the investment landscape

The theme of scarcity provides a useful framework for understanding today’s global market 
environment. Commodity scarcity continues to influence inflation expectations as energy markets, 
industrial metals, and agricultural inputs are affected by geopolitical disruptions and supply 
constraints. At the same time, the AI infrastructure buildout is creating shortages of power, water, 
labor, and suitable locations for datacenters, adding further inflationary pressure. Perhaps most 
importantly, investors are now facing scarcity of capital. Governments, corporations, and AI 
infrastructure projects are competing for financing at a time when many traditional providers of 
capital have their own funding needs. In our view, this helps explain why investors are demanding 
higher real yields and why rates may remain elevated absent a significant risk-off event.

AI and private credit are creating new fault lines

The AI investment cycle presents one of the most important opportunities and risks in fixed income. 
On one hand, AI-related spending supports growth, corporate earnings, and credit fundamentals. 
On the other, the scale of financing required is creating substantial debt issuance, increasing 
concentration in parts of the market and contributing to growing dispersion between issuers 
and sectors. We believe security selection and relative value analysis are becoming increasingly 
important as a result. Private credit is another area warranting close attention, as rising yields and 
increasingly differentiated performance across lower-quality issuers suggest fragilities may be 
emerging beneath otherwise resilient index-level spreads. Forced liquidations by large institutional 
investors or refinancing challenges in coming years could expose additional weaknesses that are 
not yet fully reflected in broader markets.

Positioning for a more selective fixed income environment

The outlook for duration has become more challenging, and we believe investors should place 
greater emphasis on relative value opportunities rather than broad directional duration views.  
In the United States, curve positioning remains more attractive than outright duration exposure 
given the uncertainty surrounding Federal Reserve policy. In Europe, markets appear to be pricing 
in a more aggressive policy path than growth fundamentals warrant, creating opportunities 
elsewhere on the curve. We continue to find value in UK duration, particularly in the belly of the 
curve, while local emerging market bonds offer diversification, attractive real yields, and potential 
policy easing opportunities. 

Across credit markets, we favor investment grade as a core holding while maintaining shorter 
spread duration. We also continue to see opportunities in selected emerging market corporates 
and sovereigns, along with higher-quality segments of US high yield. 

On currencies, the US dollar could be supported tactically by interest-rate differentials,  
stronger growth, and safe-haven demand, although the longer-term structural outlook appears  
less compelling.

https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html
https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html 
https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html


WEBCAST

Keep Calm and Carry On Diversifying

FOR INVESTMENT PROFESSIONAL AND INSTITUTIONAL USE ONLY

WATCH THIS WEBCAST   

GLFIXEDINCOME
IN FOCUS

Conclusion

We believe global fixed income continues to offer attractive opportunities, even as 
uncertainty stays elevated. Higher yields allow investors to construct portfolios with 
compelling income characteristics without taking excessive risk, while growing dispersion 
is creating a richer opportunity set for active managers. 

In this environment, maintaining liquidity, diversification, and defensive carry remains 
a prudent approach. Doing so allows investors to benefit from attractive income today 
while retaining the flexibility to capitalize on future dislocations as the outlook for central 
banks, geopolitics, and the AI story evolves. We believe that patience, selectivity, and a 
globally diversified approach will be the most effective tools for navigating the next phase 
of fixed income markets.

https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html
https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html 
https://www.mfs.com/en-us/investment-professional/insights/video-keep-calm-carry-on-diversifying/1227048542.html


WEBCAST

Keep Calm and Carry On Diversifying

FOR INVESTMENT PROFESSIONAL AND INSTITUTIONAL USE ONLY

WATCH THIS WEBCAST   

GLFIXEDINCOME
IN FOCUS

The views expressed in this are those of MFS, and are subject to change at any time. These views should not be relied upon as investment advice, as securities 
recommendations, or as an indication of trading intent on behalf of any MFS investment product.

Distributed by: U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS 
International Ltd.; Canada – MFS Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International 
(U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of 
investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER.; Note to 
Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management 
company for Funds domiciled in Luxembourg and which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue 
Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other than to professional investors (as permitted 
by local regulations) and should not be relied upon or distributed to persons where such reliance or distribution would be contrary to local regulation; Singapore – MFS 
International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd (“MFS Australia”) (ABN 68 607 579 537) holds an Australian 
financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; Hong Kong - MFS International (Hong Kong) 
Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK is approved to engage in 
dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures 
Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai 
World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.; 
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment 
Management Association of Japan. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, 
the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal 
amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before 
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high 
net worth individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. 
The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to 
apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document 
is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use 
this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It 
is not intended for and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that 
are not purely historical in nature but are “forward-looking statements”. These include, amongst other things, projections, forecasts or estimates of income. These forward-
looking statements are based upon certain assumptions, some of which are described in other relevant documents or materials. If you do not understand the contents of this 
document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South 
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