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ASSET CLASS OVERVIEW 

MARKET OUTLOOK/PORTFOLIO POSITIONING

EQUITIES: We have upgraded our stance on global equities from Neutral to Positive, 
supported by resilient corporate earnings, sustained investment in artificial 
intelligence (AI), and easing geopolitical risks following the de-escalation of tensions 
between the US and Iran.

The AI investment cycle remains a key structural driver of global equity markets, with 
spending extending well beyond the technology leaders to benefit companies across 
semiconductors, memory, networking equipment, industrials and energy 
infrastructure. Together with improving earnings expectations across major markets, 
this reinforces our constructive outlook for equities.

While global growth forecasts have been revised modestly lower, underlying 
economic fundamentals remain resilient. However, stickier-than-expected inflation 
has prompted major central banks to adopt a more hawkish stance, likely slowing the 
pace of future monetary easing and contributing to periods of market volatility.

Global markets experienced divergent performance across asset classes during Q2 as 
investor sentiment was shaped by geopolitical headlines, a shift in monetary policy 
direction and resilient earnings growth and expectations.

Against this backdrop, we remain selective, focusing on regions and sectors where 
earnings visibility remains strong and structural growth drivers remain intact.

We remain Neutral to Positive on US equities, balancing resilient earnings 
momentum and continued AI-driven investment against elevated valuations, 
persistent inflation and policy uncertainty. We continue to favor Technology & 
Communication Services, particularly the broader AI ecosystem beyond the 
Magnificent 7, alongside Financials, notably diversified banks with exposure to 
investment banking and capital markets.

We maintain a Negative stance on Europe and have reduced our exposure. The 
region remains vulnerable to a stagflationary backdrop characterised by elevated 
energy costs, uncertainty around gas storage ahead of winter and a fragile growth 
outlook, all of which could continue to weigh on corporate earnings.

We remain Positive on Japan, supported by solid corporate fundamentals, ongoing 
corporate governance reforms and pro-growth fiscal policies. While the Bank of 
Japan is expected to continue its gradual policy normalisation, we expect 
policymakers to remain vigilant against excessive yen weakness.

We have upgraded our stance on Emerging Markets to Positive, reflecting improving 
macroeconomic resilience, attractive relative valuations and growing exposure to 
long-term structural themes, including AI, the energy transition and energy security. 
Within the asset class, we continue to favor EM Asia, particularly Taiwan, South Korea 
and China, where we see the strongest earnings momentum and structural growth 
opportunities.

Asset Class Performance

Source: MCB PWM, Bloomberg

Global equities (MSCI All Countries World Index) 
staged a comeback in Q2 (+14.5%), as investors 
looked beyond geopolitical uncertainty and focused 
on resilient earnings and improving profit 
expectations.

On the other hand, global bonds (Bloomberg Global 
Aggregate Bond Index) delivered modest returns of 
0.9% as persistent inflation and a relatively more 
hawkish central bank outlook tempered 
expectations for further monetary policy easing.

Within commodities, crude oil prices declined 31.4% after fears of supply disruptions 
eased following signs of de-escalation in the US-Iran conflict.

Gold also retreated (-14.1%), reversing its earlier gains as investors took profits amid 
market volatility and expectations that the Fed will keep interest rates elevated.

Meanwhile, the trade-weighted US Dollar strengthened 1.2%, supported by safe 
haven demand and expectations that US interest rates would remain higher for 
longer.

FIXED INCOME: Given the tight spreads and lingering risks to higher interest rates, we 
are taking a more cautious stance to fixed income assets.
The Middle-East conflict has yet to be fully resolved but oil prices have largely 
retraced to pre-conflict levels, providing some relief to inflation expectations. 
Nonetheless, the broader macroeconomic environment continues to be 
characterized by uncertainty, particularly regarding the paths of monetary policy. 
Prospects for monetary easing have faded, with markets increasingly pricing in rate 
hikes rather than cuts in developed economies. As a result, we remain underweight 
duration and maintain limited exposure to long-dated maturities. Against this 
backdrop, our focus remains on selective exposures to high quality issuers with 
adequate yields. US High Yield has some pockets of value and should benefit from the 
overall resilience of the US economy. Additionally, we continue to be positive on 
selected Emerging Markets bonds where yields remain comparatively attractive, for 
instance on African supranational banks, Nigerian sovereigns and some Latin 
American corporates. 



Emerging Markets equities rebounded strongly in Q2, with the MSCI Emerging 
Markets Index gaining 23.3%, comfortably outperforming Developed Markets 
(+13.3%). The recovery was driven primarily by EM Asian markets, where accelerating 
AI-related capital expenditure fuelled strong earnings momentum across the 
semiconductor supply chain.

Source: MCB PWM, Bloomberg
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GLOBAL EQUITIES

S&P 500 -  Sector Performance

Asia: EM Asian equities were the standout 
performers  in Q2, with South Korea (+67.7%) 
and Taiwan (+45.4%) benefitting from 
accelerated AI-related capex and strong 
semiconductor demand, led by SK Hynix 
(+327.5%) and Samsung Electronics (+199.8%).

China remained the key drag with MSCI China 
down 7.6% amid weaker foreign investor 
sentiment, trade tensions and profit-taking in 
large-cap technology names.

SP 500 vs Magnificent 7 Index

Source: MCB PWM, Bloomberg

Japan: Japanese equities gained 14.2% driven 
by AI-related themes, particularly the 
semiconductor supply chain and re-
industrialisation beneficiaries.

The BoJ continued its gradual policy 
normalisation, raising rates by 25 bps in April, 
with markets anticipating further hikes in 
2026. Meanwhile the JPY weakened (+2.4%), 
with USD/JPY breaching 160 by quarter-end 
despite a historic intervention of JPY 11.7trn 
by authorities in May.

Divergence in EM Tech Performance

Europe: European equities (+10.1% in EUR) recovered 
sharply from the Q1 sell-off. As in the US, the technology 
sector (+46.3%) remained a key contributor as investors 
embraced the accelerating AI investment cycle. 
Netherlands (+12.5% in EUR) led regional gains due to 
its index heavyweight ASML (+53.8%).

The benefits of the AI cycle also trickled down to
German equities (+10.2% in EUR) in Q2, driving a strong

European Markets: 
Performance (in EUR)

US: The S&P 500 rallied 14.9% during Q2, 
recovering strongly from the volatility 
experienced earlier in the year. While 
geopolitical headlines persisted throughout 
the quarter, investor confidence improved as 
continued hyperscaler capital expenditure 
reinforced conviction in the AI investment 
cycle. Strong first-quarter earnings further 
supported sentiment, with earnings growth

reaching 28.4%, significantly above the 13.0% expected at the start of the year. 

Q2 also marked a clear broadening of market leadership 
within technology. While Info Tech was the best 
performing sector (+31.6%), performance shifted from 
Magnificent 7 stocks  (+11.7%) towards companies 
benefiting from AI capital expenditure across the 
broader technology ecosystem, such as Micron (+242%), 
AMD (+186%) and Intel (+216%). Industrials (+14.5%) 
also emerged as a notable outperformer, supported by 
rising demand for AI-related infrastructure.

YTD Q2 2026

Info.Tech 19.4% 31.6%

Industrials 19.5% 14.5%

Cons. Disc -1.1% 9.1%

Financials -2.1% 8.6%

Healthcare 2.6% 8.3%

Comm. Services 0.4% 8.1%

Real Estate 9.7% 7.6%

Materials 11.1% 1.6%

Cons. Staples 6.7% -0.3%

Utilities 6.2% -1.2%

Energy 18.0% -14.0%

French equities (+7.5%) rebounded in Q2, supported by strong performance from 
industrials (+18%) and financials (+23.7%). Schneider Electric (+24.6%) was a key 
contributor, while STMicroelectronics (+125.5%) benefited from robust demand 
across the semiconductor sector.

UK equities gained 4.6% in Q2 but underperformed the broader European market, 
reflecting the index's defensive nature and greater exposure to weaker commodity 
prices. Financials nevertheless remained supportive, extending their strong YTD 
performance (+18%). Political turbulence also remained a persistent backdrop 
following Keir Starmer's resignation, although market reaction was largely muted.

In contrast, China A Shares gained 13.9%, supported by domestic liquidity and 
continued government backing for strategic industries, mainly the semiconductor 
industry.

India lagged (+5.2%) as foreign outflows, INR weakness and concerns that 
generative AI could have in its IT services sector weighed on investor sentiment.

Source: MCB PWM, Bloomberg
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YTD Q2 2026

Europe STOXX 600 8.4% 10.1%

UK FTSE 7.1% 4.6%

France CAC 3.1% 7.5%

Germany DAX 1.9% 10.2%

recovery. Semiconductor leader Infineon Technologies surged 114%, while Siemens 
gained 36.7% on rising industrial and AI related demand. 

Topix & USDJPY: Q2 Performance
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▪ US: Fed Chair Kevin Warsh was nominated by Trump, the latter being a vocal 
advocate for monetary easing. However, Warsh appears more hawkish than 
what markets initially thought. A rate hike is now plausible with the dot plot 
showing that half of the Fed governors expected at least one rate hike for 2026. 
A forecast that was provided during the Fed meeting that ended on 17 June 
2026, where the central bank kept rates unchanged, as expected.  

▪ Eurozone: The ECB raised rates by 25 bps, as widely expected, due to the 
upswing in inflation caused by the Middle-East conflict. This was the first rate 
hike by the ECB since 20 September 2023.

▪ UK: The BoE held the Bank Rate at 3.75% at its meeting on 18 June. Focus will 
now be on how the new Prime Minister will conduct fiscal policy. 

▪ Japan: The BoJ resumed tightening at their June meeting as they raised the 
policy rate by 25 bps to 1.0%, the highest level since 1995. Inflation outlook was 
revised higher while the yen continues to be under pressure against USD. 

FIXED INCOME

Notably, the USD Investment Grade segment saw a spread tightening of 15 bps 
while the High Yield segment saw a 56 bps tightening. EM spreads have touched 
lows last seen in 2007, illustrating the high demand for this segment. 

CENTRAL BANK ACTIONS

Corporate bonds issuances were abundant this quarter, particularly by Big Tech 
players. SpaceX received its first bond credit notation, being rated investment grade 
by the three major agencies (Moody’s:Baa1, S&P:BBB, Fitch:BBB+); and tapped into 
bond markets for its maiden issue of USD 25bn for maturities between 2031 to 2056. 

Bond performance was supported by the easing of geopolitical tensions as credit 
spreads reverted to the pre-war environment. However, gains were capped by 
markets readjusting their views on interest rates, with a pick-up in government 
yields. The Global Aggregate Bond Index gained 0.9% over the quarter, bringing year-
to-date returns to -0.2%. While European bonds did generally well, US and Japanese 
government bonds brought down the aggregate return.
▪ US: The yield on the US Treasury Bond index rose from 4.1% to 4.4%, which 

brought a muted return of +0.3% for the quarter. USD investment grade 
performed better, with a performance of +1.4% despite the yield going marginally 
up. However, yield on the USD high yield saw a drop from 7.4% to 7.2%, leading 
to a good quarterly performance of +2.5%. This was possible as markets’ fears 
receded leading to a compression in spreads of riskier issuers. US earnings were 
resilient, a reflection of a US economy which continues to be robust with GDP 
above 2.0%, PMI above 50 and unemployment rate at 4.2%. Inflation continues to 
be a concern though, ticking up well above the target since the onset of the war, 
as well as government indebtedness which touched another record high. Fiscal 
policy may be driven by the upcoming midterm elections. 

▪ Eurozone: Yields on corporate bonds saw significant drops leading to strong gains, 
with investment grade and high yield indices returning +2.3% and +3.4%, 
respectively. Markets are now expecting fewer hikes for 2026 than they did at 
end of last quarter, as the region’s GDP contracted in the first quarter of the year.

▪ EM: Emerging Markets were a star performer in debt markets. The EM aggregate 
index was up 3.4%. Top performers included Argentinian government bonds, 
which had noteworthy credit upgrades (from CCC+ to B- by S&P), Ukrainian and 
Sri Lankan government bonds.

After widening due to the Middle-East 
conflict, credit spreads were back on 
the downtrend this quarter reverting 
to pre-war levels across both 
Investment Grade and High Yield. 

CREDIT SPREADS

Compared to last quarter, there was an upward shift of the US Treasury yield curve 
as markets turned more hawkish. The upward movement of yields was illustrated 
by the US 10-Year Treasury bond, which closed at 4.47%, compared to 4.32% at 
end of Q126. 

US TREASURY YIELDS

Source: MCB PWM, Bloomberg

US Treasury Curve Evolution – Q2 26
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