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Our Key Global Forecasts

Europe seeing slower growth, tighter policy

Source: Morgan Stanley Research forecasts. As of April 10, 2026 

Iran conflict has pushed down growth, increased inflation and policy rate expectations

Region 2026 2027 2026 2027 2026 2027
US 2.2 2.1 2.7 2.3 3.125 3.125
Euro Area 0.5 1.2 2.1 2.2 2.500 2.000
UK 0.6 1.8 2.6 2.2 3.750 3.750
Japan 0.5 1.0 2.9 2.2 1.000 1.250
China 4.8 4.5 0.7 0.8 1.300 1.300

YE CB RateGDP YoY Core Inflation
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Iran Conflict: Disruptions Remain Significant
At present, largest disruption of energy supply in history.
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Iran Conflict: Scenarios
Framing different outcomes

Source: Morgan Stanley Research estimates. See Global Economic Briefing: Energy Shocks in the Economy & Markets II
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Despite the Geopolitical ‘Noise’, More Corporate Activity

Source: Dealogic, Morgan Stanley Research estimates

Volumes recovering in a material way
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Capex Is Picking Up

Source: FactSet and Morgan Stanley Research.

A major capital cycle, and change to business models (more capital intensity)
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Smells Like Animal Spirits

Source: Dealogic, Bloomberg, Morgan Stanley Research forecasts; Note: Capex is for the Russell 3000, M&A is global announced M&A. For 2026, we use Morgan Stanley forecasts for 
announced M&A and technology capex.

More M&A. More capex. More supply. Think 1997/98…or 2005

Capex 
YoY

Capex Ex-
Energy YoY

M&A 
YoY

M&A (% of 
GDP)

US 10yr 
(YE)

Core 
PCE (YE)

US U-3 
Unemply.

1997 7% 5% 40% 24% 5.7 1.9 4.9
1998 9% 10% 38% 32% 4.6 1.5 4.5
2005 14% 9% 31% 29% 4.1 2.3 5.1

Avg. ('97-
98, '05)

11% 8% 35% 29% 4.6 2.0 4.9

2026e 9% 10% 20% 21% 4.1 2.6 4.6

Diff -1% 2% -15% -7% -0.6 0.6 -0.3

Capex, M&A, macro variables for 2026 similar to 1997, 1998, 2005
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Source: Federal Reserve Bank of Atlanta (see Underlying Inflation Dashboard - Federal Reserve Bank of Atlanta)

The Risks? Inflation Still Above Target
Europe was doing better… until the Iran conflict

Atlanta Fed Inflation ‘dashboard’
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Core Views Amid Uncertainty

• Risks to energy prices skewed higher, given scale of disruption

• US > RoW across assets (Equities, Rates, Credit), on relative growth and policy 
accommodation.

• US yields move lower, curve steepens now. Europe behind, but EU/UK yields to 
finish 2026 lower as growth risks mount.

• See heavy supply and moderate credit widening. HY > IG & loans. Software 
credit lags.

• OW Latin America fixed income.
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Our Forecasts

Bloomberg, MSCI, Morgan Stanley Research forecasts; Note: Returns are total returns, except for credit, where we forecast excess returns vs government bonds. Commodity returns are calculated relative to 
futures to account for carry. Volatility is 10y realized vol. All currency returns are shows as XXXUSD return. *Currency forecasts shown for USDXXX.



AI Challenges and Opportunities
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Let’s Start with the Good News: There is Debt ‘Capacity’

Corporate debt relative to GDP declining 
consistently since 2020

Source: PitchBook | LCD, Morgan Stanley Research

• Corporate debt has not been a major driver of post-Covid growth. Companies have maintained 
remarkably strong balance sheet discipline. 

• Strong earnings growth (for the mean and median issuer) further improves debt capacity.

The sub-IG portion of the public credit market has 
not grown since 2021

Source: Federal Reserve, Morgan Stanley Research
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Against this Backdrop, a Historic Investment Cycle

Source: Company data, Morgan Stanley Research estimates

Estimates of hyperscaler capex continue to move higher
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Adjusting this Spend for Sales

Source: Company data, Morgan Stanley Research estimates, FactSet 

Larger than the TMT in the 1990s
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The Upward Revisions to this Spend Are Notable

Source: Company data, Morgan Stanley Research estimates; AMZN, GOOG, and META covered by Brian Nowak. MSFT, ORCL, and CRWV covered by Keith Weiss.

Large shifts in a relatively short period of time
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Lease Commitments Build to >$660bn Across the 5 Hyperscalers

Source: Company filings, Morgan Stanley Research;.
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>$640bn of Disclosed Purchased Commitments Linked to Data Centers

Source: Company filings, Morgan Stanley Research; Note: ORCL and MSFT figures are included in the prior annual period (2024 =FY 2025). ORCL 2Q25 = 1FQ26. MSFT 2Q25 = FY2025. GOOGL, 
META, and AMZN are covered by Brian Nowak, MSFT and ORCL are covered by Keith Weiss. As of Oct 8th 2025. 
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Risk Shift: From “What if it Fails” to “What if it Works”
Industry disruption in focus

Agentic AI complexity (and compute 
demand) is doubling every seven months.

This can lead to much greater demand for 
compute, power, equipment, and capital.

Credit investors are very focused on the 
risk that AI disappoints, leaving excess 
capacity.

Scenarios where AI exceed expectations, 
and disrupt a broader set of companies, 
are also a risk.

AI Models Continue to Grow more Powerful

Source: Morgan Stanley Research, Leopold Aschenbrenner Introduction -
SITUATIONAL AWARENESS: The Decade Ahead
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Software concentration by asset class Software skewed to private issuers

Software Exposure Significant in the Leveraged Credit Market

Source: Source: PitchBook | LCD, Morningstar, S&P Global, ICE BofA, Morgan Stanley Research Source: Bloomberg, FactSet, S&P Capital IQ, Morgan Stanley Research
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• Highest in BDCs, followed by PC CLOs, Lev Loans, BSL CLOs. Less exposure (<5%) in IG/HY

• Vast majority of companies are private/financial sponsor backed
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50% o software loans are rated B- or lowerSoftware loans issuance peaked in 2021

Software Skewed to Lower Quality and Weaker Underwriting Vintages

Source: Morningstar, Morgan Stanley ResearchSource: Morningstar, Morgan Stanley Research
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• Sector grew sharply during the LBO wave of 2020/2021 when rates were low 

• Over 50% of Software Loans rated B- or lower
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Software Loans entering the sub-18M 
maturity window increase in 2H26

Software loan maturities ramp up in 2028

Refi Pressure Starts to Build in 2H 2026

Source: FactSet, Morgan Stanley Research. Source: Morningstar, Morgan Stanley Research
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• Software loan maturities are low through 2027, but rise notably in 2028

• Loans within the ‘refi window’  (<18M to maturity) increase steadily from August 2026 
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Software sector: median leverage of 8x
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Putting Software Default Estimates in Historical Context

Source: S&P, Morgan Stanley Research. US Credit Strategy, Banks, and Asset Managers Research: Connecting the Dots Around Private Credit
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“Back Leverage” Still Looks Risk-Remote

Source: Moodys, Morgan Stanley Research US Credit Strategy, Banks, and Asset Managers Research: Connecting the Dots Around Private Credit

We think much bank financing to BDCs/Private 
Credit is done around the ~50% LTV range…
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