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2026 Investment Outlook: Resilience and Rebalancing in a Polarized World

As we look toward 2026, resilience stands as the overarching theme for the global economy. Following a period of slowing growth and significant geopolitical shifts—a dynamic we term the "Great Global Restructuring"—investors should expect improved economic stability and a broadening of investment opportunities. We are moving away from a binary market where a handful of US technology stocks dominated returns toward a more balanced environment that rewards diversification across geographic regions, asset classes, and sectors.
While challenges such as high valuations, sticky inflation, and mounting government debt remain, the potential for a global economic revival is emerging. Government stimulus and a shift toward clearer trade policies are freeing businesses to make capital decisions, while the AI supercycle continues to reshape corporate productivity and capital expenditure.

United States: A Balancing Act of Capex and Labor
Economy The US economy is expected to grow at a sturdy but moderate pace of approximately 1.8% to 2.5% in 2026. This expansion is characterized by a "K-shaped" divergence: while business investment and AI-driven capex remain robust, job growth has stalled, creating a unique environment of resilient demand paired with a softening labor market. Inflation remains "sticky," likely ending the year around 2.7% to 3.0%, still slightly above the Federal Reserve’s target. The primary macro risk is whether this labor market softness tips into a deeper downturn.
Stocks We maintain a constructive outlook for US equities, with a price target for the S&P 500 of 7,500 by year-end 2026. Corporate earnings are expected to accelerate at an above-trend rate of 13–15%, driven by secular tailwinds from AI and potential regulatory rollbacks. While the "Magnificent Seven" continue to benefit from the AI infrastructure buildout, the market is broadening. Opportunities are emerging in sectors left behind by the initial tech boom, including industrials, financials, and consumer discretionary. However, with valuations at the higher end of historical ranges, we anticipate increased volatility.
Fixed Income Bonds are poised to offer essential ballast to portfolios as the Federal Reserve continues to normalize policy. We expect the federal funds rate to settle near a "neutral" level of 3.0% to 3.5% by the end of 2026. Starting yields remain attractive, with the 10-year Treasury yield projected to end the year near 4.35%. While credit spreads are historically tight, high-quality corporate bonds and high-yield sectors with disciplined balance sheets offer compelling carry for income-focused investors.



US Fixed Income: Navigating Tight Spreads and Supply Surges
US Corporate Bonds (Investment Grade) The outlook for US high-grade (HG) corporate bonds is characterized by solid fundamentals but modestly widening spreads. We anticipate credit spreads will move roughly 15 to 17 basis points wider, ending 2026 near 110 bps. While corporate balance sheets remain in their best state in years—with the proportion of BBB-rated paper at record lows—we expect increased leverage and M&A activity to weigh on valuations. A primary driver of new supply will be the AI capex boom, as large technology firms tap debt markets to fund massive infrastructure buildouts. We expect a total return of approximately 3.0% for the sector and maintain a preference for Financials over Non-financials.
US Junk Bonds (High Yield) We maintain a constructive outlook for the high-yield (HY) market, supported by a structural shift toward higher quality. BB-rated bonds now represent over 50% of the index, providing significant resilience during periods of market stress. We forecast HY bond spreads to widen by 30 to 35 basis points to 375 bps by year-end 2026, which should equate to a full-year return of roughly 5.5%. Default rates are expected to remain benign at 1.75%, well below the post-GFC average. Investors should focus on carry as a primary driver of returns, with a tactical preference for BB-rated issuers while remaining underweight the most speculative CCC-rated credits.

US Small Caps: The Potential for a Leadership Shift
While our base case for 2026 remains focused on Quality Growth and Large-Cap leaders, we recognize a significant opportunity for Small Caps to outperform should the economy transition into a "Goldilocks" environment. In an upside scenario characterized by "immaculate disinflation" and further Federal Reserve easing, we expect a broadening of market leadership where Small Caps and equal-weighted indices (SPW) outpace the concentrated S&P 500. Currently, we hold an underweight stance on "Size" as a factor, but we are monitoring for a cyclical rotation as regulatory rollbacks and lower borrowing costs begin to provide a disproportionate fillip to smaller, domestically-oriented firms.


Developed Markets 2026 Outlook: Fiscal Catalysts and Policy Divergence
Heading into 2026, Developed Markets (DM) are expected to experience a "Great Global Restructuring" where economic stability improves and growth trajectories begin to converge across major regions. While high valuations and mounting government debt remain risks, bold government stimulus and a clearing path for global trade are freeing businesses to make capital decisions, leading to a more balanced investment environment outside of the United States.

Europe and the United Kingdom: A Resurgence Driven by Sovereignty
Eurozone Economy and Policy The European economy is poised for a meaningful resurgence, with growth projected to accelerate to between 1.3% and 1.4% in 2026. This revival is primarily fueled by a shift toward "Sovereignty and Competitiveness," epitomized by Germany’s shelving of fiscal restraint to unveil a €500 billion infrastructure and defense stimulus package. While most global central banks are leaning toward easing, the European Central Bank (ECB) could be an outlier, potentially hiking rates or remaining firmly on hold to combat renewed inflationary pressures stemming from this fiscal loosening.
European Equities and Fixed Income We maintain an overweight stance on Eurozone equities, particularly in core markets like France and Germany, which are positioned for a "catch-up" as credit impulses strengthen. Industrials, construction materials, and defense firms (such as Rheinmetall and Rolls-Royce) are expected to be primary beneficiaries of the new capital spending cycle. In fixed income, we expect 10-year Bund yields to anchor near 2.75%, offering attractive carry as the ECB maintains its neutral policy rate.
United Kingdom The UK outlook remains more constrained than the continent, with growth forecasted at 0.9% to 1.1%. While the UK has avoided the worst-case trade scenarios, fiscal vulnerabilities persist, and inflation remains more problematic than in the Euro area. We anticipate the Bank of England will continue cutting rates toward a terminal level of 3.25% as labor market slack increases, potentially leading to the outperformance of UK Gilts.

Japan: The Dawn of Abenomics 2.0
Japan has reached a definitive turning point toward sustained reflation, finally escaping decades of economic stagnation. The October 2025 election of Sanae Takaichi as Prime Minister has ushered in "Sanaenomics," a policy framework focused on consumer demand stimulus and strategic investment in energy and AI semiconductors.
· Equities: We set a year-end 2026 target for the TOPIX at 3,750, representing roughly 12% to 14% upside from current levels. Ongoing corporate governance reforms aimed at unlocking non-productive surplus cash on balance sheets are expected to drive ROE above 10%.
· Monetary Policy: The Bank of Japan is expected to continue its gradual normalization of rates, with the policy rate potentially reaching 1% by the third quarter of 2026.
· Valuations: As productivity grows and inflation anchors, the historical "ceiling" of a 17x P/E ratio for Japanese stocks may finally lift, allowing valuations to align more closely with other developed markets at 20-25x over time.

Canada, Australia, and Scandinavia: Procyclical Beneficiaries
G10 Currencies and Growth The baseline scenario for 2026 favors a procyclical flavor for global FX, with high-beta G10 currencies such as the Australian Dollar (AUD), New Zealand Dollar (NZD), and Scandinavian currencies expected to be key beneficiaries. These regions are set to benefit from improving global trade and resilient demand for commodities like copper.
Regional Monetary Policy
· Scandinavia: We expect outright fiscal easing in Sweden and Norway to support regional growth. While the Norges Bank is anticipated to deliver rate cuts to support a fragile labor market, the Riksbank is expected to remain on hold near 1.75% for an extended period.
· Canada and Australia: Central banks in these regions have recently shifted toward pricing in hike risks. While we view these moves as potentially premature, they illustrate that markets are quick to lose faith in rate cuts whenever the growth-employment mix improves in these resource-rich economies.

Developed Markets Risk Perspectives
Fiscal Sustainability and NATO A looming shadow over the DM outlook is the mounting government debt, particularly as NATO allies target defense spending of 5% of GDP (up from 2%). While these expenditures act as a growth catalyst for the aerospace and defense sectors, they also contribute to stretched fiscal positions that may keep long-bond yields elevated.
The AI Deployment Phase Across DM, 2026 will be the year where the focus shifts from AI infrastructure buildout to monetization and productivity gains. While the US leads the "hardware" phase, Europe and Japan are becoming increasingly integral to the supply chain through industrial software and semiconductor equipment.
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Emerging Markets: Engines of Transformation
Emerging Markets (EM) are set to contribute nearly 65% of global growth by 2035, rapidly evolving from a hardware powerhouse into a software innovator. We are overweight EM vs. DM for 2026, as valuations remain attractively discounted and local interest rate cycles offer a tailwind.
· Earnings: EM is expected to enjoy the strongest global earnings growth, rising approximately 17%.
· Regional Outlook: We see idiosyncratic opportunities in India (regulatory easing), South Korea (governance reforms and AI demand), and Brazil (monetary easing).
· China: Signs of stabilization are visible, though real GDP growth is expected to slow to the 4.0%–4.4% range. China continues to dominate the global EV and humanoid robotics supply chains, though it faces increasing competition and trade barriers from both developed and other emerging economies.
· Currencies and Debt: EM local currency debt remains compelling due to strong real yields and a structurally bearish outlook for the US dollar.

Closing Perspectives: AI and Global Risks
The AI Supercycle The AI buildout continues at a staggering pace, with hundreds of billions in investment. While comparisons to the late-1990s tech bubble exist, we believe we are closer to 1998 than 2000; today’s AI leaders possess solid earnings and massive cash flows that can support their capital spending. The "winner-take-all" dynamic persists, but monetization will be the key metric for 2026.
Fiscal Sustainability A critical long-term risk is the mounting government debt across the US, Europe, and Japan. US federal debt is projected to exceed 140% of GDP by 2030, a trend that may eventually drive higher term premiums and macro volatility.
In summary, the 2026 landscape requires active management and selectivity. While the global economy shows resilience, the "binary" return profile of recent years is fading, making geographic and sector diversification the most prudent path forward.
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