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Business cycle framework
The business cycle, which is the pattern of cyclical fluctuations in an economy over a few years, can influence asset returns over an 
intermediate-term horizon. Cyclical allocation tilts are only one investment tool, and any adjustments should be considered within the 
context of long-term portfolio construction principles and strategic asset allocation positioning.
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• Earnings under 

pressure
• Policy contractionary
• Inventories grow, 

sales growth falls

RECESSION
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The diagram above is a hypothetical illustration of the business cycle, the pattern of cyclical 
fluctuations in an economy over a few years that can influence asset returns over an 
intermediate-term horizon. There is not always a chronological, linear progression among 
the phases of the business cycle, and there have been cycles when the economy has 
skipped a phase or retraced an earlier one. A growth recession is a significant decline in 
activity relative to a country’s long-term economic potential. Source: Fidelity Investments 
(AART), as of 3/31/26.

Quarterly Business Cycle Update (Q2 2026)
Geopolitical risk rises, but global economy remains in expansion

• Positive earnings momentum, fiscal 
support, and wealth-powered high-end 
consumption support the fundamental 
U.S. economic backdrop.

• The combination of tariffs, rising energy 
costs, and stable U.S. growth suggests 
inflation could stay elevated, a risk that 
may be underappreciated. 

• The jobs market remained soft in Q1, 
but with little evidence of artificial  
intelligence directly affecting hiring.

• Policy uncertainty appears to be falling 
from a peak, and small business 
sentiment has inflected higher.

• Although lower-income consumers face 
risks from rising energy costs, the 
consumer in the aggregate is less 
exposed to energy prices versus prior 
decades of oil supply shocks.

Commentary

• The global economy remains in a solid, 
yet unsynchronized expansion, with 
several developed-market economies 
showing early signs of strengthening.

• The share of countries reporting 
improved manufacturing conditions 
continued to widen, suggesting a 
turnaround in global industrial activity 
may be taking shape.

• Several countries have implemented 
various policies to support domestic 
consumption and corporate momentum.

• A rise in 30-year government bond yields 
reflects investor concerns about global 
fiscal profligacy amid the persistence of 
large budget deficits.

• The range of outcomes over the near term 
has broadened, with higher volatility in 
stocks, bonds, and commodities likely to 
remain—even if geopolitical risks abate. 

• Elevated risky-asset valuations may not be 
a near-term impediment, but they provide 
little cushion amid a medium-term 
backdrop of policy, economic, and 
geopolitical risks.

• Geopolitical conflict sent shockwaves 
through oil markets, although the market 
expects a relatively quick resolution 
between the U.S. and Iran, followed by a 
steady decline in oil prices.

• The AI upswing in capital expenditures 
has yet to materially broaden as labor 
market growth remains tepid. 

• The U.S. dollar appears to be in a secular 
decline, as foreign investors’ enthusiasm 
for U.S. assets may have peaked.
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Unless otherwise expressly disclosed to you in writing, the information provided in this material is for educational purposes only. Any 
viewpoints expressed by Fidelity are not intended to be used as a primary basis for your investment decisions and are based on facts and 
circumstances at the point in time they are made and are not particular to you. Accordingly, nothing in this material constitutes impartial 
investment advice or advice in a fiduciary capacity, as defined or under the Employee Retirement Income Security Act of 1974 or the Internal 
Revenue Code of 1986, both as amended. Fidelity and its representatives may have a conflict of interest in the products or services mentioned 
in this material because they have a financial interest in the products or services and may receive compensation, directly or indirectly, in 
connection with the management, distribution, and/or servicing of these products or services, including Fidelity funds, certain third-party funds 
and products, and certain investment services. Before making any investment decisions, you should take into account all of the particular facts 
and circumstances of your or your client’s individual situation and reach out to an investment professional, if applicable.

Views expressed are as of 3/31/26, are based on the information available at that time and may change based on market and other 
conditions. Unless otherwise noted, the opinions provided are those of the authors and not necessarily those of Fidelity Investments or its 
affiliates. Fidelity does not assume any duty to update any of the information.

Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk. Nothing in this content should be 
considered to be legal or tax advice, and you are encouraged to consult your own lawyer, accountant, or other advisor before making any 
financial decision. 

Investing involves risk, including risk of loss. 

Foreign markets can be more volatile than U.S. markets due to increased risks of adverse issuer, political, market, or economic developments, 
all of which are magnified in emerging markets. These risks are particularly significant for investments that focus on a single country or region. 

Past performance is no guarantee of future results. 

Diversification and asset allocation do not ensure a profit or guarantee against loss. 

Third-party marks are the property of their respective owners; all other marks are the property of FMR LLC.

Fidelity Investments® provides investment products through Fidelity Distributors Company LLC; clearing, custody, or other brokerage services 
through National Financial Services LLC or Fidelity Brokerage Services LLC (Members NYSE, SIPC). 

Personal and workplace investment products are provided by Fidelity Brokerage Services LLC, Member NYSE, SIPC. 

Institutional asset management is provided by FIAM LLC and Fidelity Institutional Asset Management Trust Company. 
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