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Sunday, 21 June marks the official start of summer here in the northern hemisphere. Yet, after
an unseasonably warm spring, conditions have turned cooler and more unsettled. The question

now is whether the early heat was the peak, or if a long, hot summer still lies ahead.

A similar dynamic has played out in financial markets. Risk assets have delivered a strong first
half, reaching successive highs despite geopolitical tensions, renewed trade frictions, and an
energy shock stemming from the war in Middle East. So far, robust corporate earnings and the

strength of the Al investment cycle have offset these headwinds.

After such robust performance, the outlook has now become less clear. Markets now face a

more delicate balance between powerful structural support and cyclical risks.

In this midyear update, we revisit our base case for 2026, assess how it has evolved in light of

recent developments, and outline our expectations for the second half of the year.

MACROECONOMIC OUTLOOK

At the start of the year, we anticipated a relatively subdued macroeconomic environment, with



global growth of around 3%, broadly in line with its long term average. Since then, our core
view has shifted slightly. We now expect global growth to come in modestly below trend. Activity
continues to expand, but at a measured pace, with little evidence of a meaningful
reacceleration. At the same time, regional divergence has become more pronounced, and
geopolitics remain a key wild card; unpredictable by nature, but an essential factor to monitor

and adapt to as conditions evolve.

United States: Running hot

Our initial expectation of steady growth, underpinned by strong investment in Al and fiscal
support, has largely materialised. Manufacturing activity is picking up, corporate earnings
remain solid, and energy independence is a game changer, with crude exports reaching record

highs.

The US consumer has shown remarkable resilience. An “E-shaped” consumption pattern
emerged, momentarily interrupting talk of a “K-shaped economy”, with spending holding up
across income groups. Whether this continues depends largely on the labour market, and
encouragingly, recent developments suggest stabilisation therein, which could help sustain

consumption.

Inflation remains a key risk. At the start of the year, we anticipated that it would remain sticky in
the first half, primarily due to the lagged effects of tariffs. This has proven correct, though
developments in energy markets have amplified the effect. Inflation is now running too hot at
4.2% YoY. Beyond energy, the Al rollout is also causing prices to heat up. For example, a surge
in demand for memory chips - crucial for data centres but also for personal computers and

tablets - is making them more expensive.

As a result, monetary policy expectations have shifted significantly. Anticipated Fed rate cuts
have been kicked into 2027, and the possibility of a rate hike this year has entered the

discussion.

Eurozone: Darkening skies

We entered the year with a more cautious stance on the Eurozone than a lot of peers, and this

has proven justified - conditions have been weaker than anticipated.

Simultaneously, our initial expectation that inflation would remain around, or even below, the
ECB's target has been overturned. Rising energy costs mean inflation has been above target for
three months running and, after June’s quarter-point increase, markets are pricing in two more

rate hikes in 2026.

The bloc's economic slowdown is most evident in core economies such as Germany, where

industrial weakness persists. Meanwhile, widely anticipated fiscal stimulus is not yet translating



into meaningful economic activity. Spain remains a relative bright spot, supported by stronger

productivity and fiscal dynamics.

China: A microclimate

China continues to follow a distinct trajectory, one that is less about short-term results, more
about long-term positioning. Our base case remains largely unchanged. Strategically important
sectors, particularly Al and advanced manufacturing, have strong forward momentum,
supported by policy backing. However, weak domestic demand and ongoing property sector

fragility continue to weigh on consumption and broader investment.

Japan: Exiting the deflationary winter

Japan has been quietly exceeding expectations. Inflation has remained above target for the best
part of two years, while rising wages are beginning to support a gradual recovery in domestic

consumption.

At the same time, Japanese companies are increasingly relevant to the global Al theme - not as
headline players, but as critical enablers. Strengths in semiconductor equipment and advanced
packaging, robotics, fibre-optic cabling for data centres, and high-quality materials, position

Japan well to benefit from sustained technological investment.

Emerging Markets: Riding tailwinds

Emerging markets have continued to benefit from a weaker US dollar, alongside a range of
more idiosyncratic growth drivers. In Asia, select economies are basking in direct exposure to
the global Al investment cycle. While several countries in LatAm continue to run current account
deficits, these remain manageable and are partly offset by strong commodity export revenues,

providing a degree of resilience amid global uncertainty.

Global energy markets

The geopoalitical backdrop remains one of the defining features of 2026. Tensions in the Middle

East persist, and it is yet to be seen whether an interim deal between the US and Iran will hold,

especially as more difficult conversations around Iran’s nuclear program begin. Even if the Strait
of Hormuz reopens as planned on June 19, it will take time for energy flows to normalize,

especially considering the damage to critical energy infrastructure across the region.

Encouragingly, global energy markets have started to adjust. Alternative producers, most

notably the US and Venezuela, are increasing output, while investment is being redirected



toward new sources of supply, including Argentina’s vast shale reserves.

In the near term, however, we would expect supply constraints continue feeding into higher
energy prices and inflationary pressures. The key question is whether these pressures become

entrenched or prove transitory. Markets are leaning toward the latter.

INVESTMENT STRATEGY

Equities: Narrow leadership

We continue to see opportunities across equity markets, maintaining an overall bias toward the

us.

In the US, the Q1 2026 earnings season was particularly strong, marking the most robust
performance since the post-pandemic rebound. S&P 500 earnings per share (EPS) grew by
approximately 29% year-on-year on a blended basis, or around 15% excluding Al-related

companies, while revenues rose by 11.6%.

This strong performance has led to meaningful upward revisions to forward expectations.
Consensus now forecasts US EPS growth of 21.7% and revenue growth of 10.5% over the next
three quarters. The key risk remains earnings concentration. Any slowdown in hyperscaler
investment or rotation away from mega-cap technology could have an outsized impact on
index-level performance. Against this backdrop, we have hedged a portion of our US equity
exposure on the downside. Sector-wise, we maintain a preference for IT hardware, as well as Al-
adjacent sectors such as utilities and industrials, which continue to benefit from the broader
investment cycle. Industrials and firms with real assets are better insulated from technological
disruptions, and many looked poised to use Al to become more efficient and even more

dominant.

In China, large segments of the market (particularly banks, real estate, and traditional
industrials) face structural headwinds, including weak domestic demand and debt overhang. As
such, we are focusing exposure on technology and Al-related sectors, which benefit from
powerful megatrends like digitalisation and automation, as well as clear policy support from

Beijing.

In Japan, we focus on large, export-oriented companies. Industrials, electronics, and
semiconductor players are well positioned to benefit from the global Al investment cycle and

continued strength in external demand.

We are reluctant on European equities. While earnings growth has improved, reaching over 7%

year-on-year in Q1, the recovery remains uneven. Energy has been the primary driver, and



excluding this sector, overall EPS growth is essentially flat. More broadly, around 45% of
companies have seen earnings downgrades for 2026, highlighting the fragility of the recovery.
Much of this lies in the fact that elevated oil prices pose a greater challenge for Europe than for
the US, given higher energy intensity and weaker pricing power. Already, margin pressure is

creeping in with PMIs suggesting that businesses are struggling to pass on higher costs.

Fixed Income: Cautious on Rates, Selective on Credit

We remain very light on sovereign bonds. The energy shock quickly translated into higher yields
across the curve and oil prices continue to exhibit a correlation with rate expectations,
influencing both the short and long ends. At the long end, fiscal concerns add further pressure

on yields.

Within credit, our approach remains selective. Emerging market debt (EMD) has performed well
throughout recent volatility, supported by a weaker dollar and improving growth dynamics. The
spread widening observed at the onset of the US-Iran conflict has largely reversed - even
among Middle Eastern issuers most directly exposed. Regional divergence, however, remains
significant. Latin American countries continue to benefit from their status as commodity
exporters, with spreads generally now tighter than pre-conflict levels and momentum remaining

positive.

Investment grade credit continues to represent the lion's share our fixed income allocation. As
with EMD, spreads have largely retraced the widening seen earlier in the year, while corporate
fundamentals remain broadly solid. While the scope for further spread compression appears
limited, all-in yields remain attractive, and elevated break-even levels provide a cushion against
further moves in either rates or spreads. Supply has been heavy year-to-date, driven by front-
loaded issuance, particularly from hyperscalers and financials, which should translate into more

favourable technical conditions in the second half.

We have recently complemented this exposure by adding selectively to high yield, with a
particular focus on contingent convertible bonds (CoCos). Within higher-beta credit, CoCos
stand out, supported by strong bank fundamentals and a favourable sector outlook. While
spreads are relatively tight, yields remain compelling, making the asset class attractive from a

carry perspective.

The resilience of the US economy and still-contained default rates provide additional comfort in
selectively increasing credit risk. At the same time, the shorter duration profile of high yield

offers a degree of insulation from ongoing rate volatility.



Extra time for the US dollar

The dollar has received only modest support from a string of positive US data surprises, and
from a monetary policy perspective, the repricing of Federal Reserve tightening has remained

relatively limited if you compare it to the more pronounced moves on other G10 yield curves.

In the near term, the greenback may continue to benefit from its safe-haven appeal. Further
escalation in the Middle East could prove supportive, especially if energy supply conditions
deteriorate. Conversely, any meaningful easing of tensions, especially if it facilitates increased

flows through the Strait of Hormuz, would likely trigger a relief rally in non USD currencies.

Ultimately, the path for the dollar will remain closely tied to inflation dynamics. Any further
upside surprises that keep the prospect of additional Fed tightening alive should provide

incremental support to the currency, while clearer signs of disinflation would likely weigh on it.

CONCLUSION

As we move into the second half of 2026, the environment is becoming more nuanced. Growth
remains resilient but uneven, inflation continues to test policymakers, and geopolitical risks are
keeping energy markets volatile. At the same time, market returns are increasingly

concentrated, with a narrow set of drivers underpinning returns.

In this context, discipline and adaptability are essential. With the margin for error narrowing,

successfully navigating shifting policy expectations and asymmetric risks will be key.

Our approach remains anchored in quality and diversification, while analysing structural growth
themes on a more granular level. This includes looking beyond the market leaders to identify

less obvious opportunities and second-order beneficiaries.

Favourable conditions may persist, particularly if diplomacy continues to prevail in the Middle
East. However, as with any prolonged period of sunshine, SPF protection remains essential. For
investors, this means maintaining diversification and implementing downside
hedging—especially in more concentrated areas of the market—to guard against potential

volatility or a sudden turn in the weather vane.



Lionel De Broux Jade Bajai
Group Chief Investment Officer Senior Investment Strategist
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