Q2 2026 Market Update

The second quarter of 2026 rewarded
investors who held their nerve. Markets fell
sharply at the start of the year when conflict
broke out with Iran and oil prices surged. The
second quarter reversed almost all of that: a
peace deal reopened the Strait of Hormuz, oil
prices fell by more than a third from their peak,
and a strong rally in technology shares carried
global markets to new highs.

Not everything recovered equally, and this
update explains what happened, what we
expect next, and how we are positioning
portfolios as a result. The table below shows
how the main investment markets performed
over the quarter, in sterling terms.

Asset Class Returns (GBP, Q2 2026)

EQUITIES Performance
MSCI World o
(ACWI) 14.32%
FTSE 100 4.04%
S&P 500 14.46%
Eurostoxx 50 14.09%
Nikkei 225 33.58%
MSCI Emerging o
Markets Pl
BONDS Performance
UK Gilts 1.23%
UK Index Linked o
Gilts -1.03%
UK Corporate o
Bonds 0.20%
Emerging Market o
Debt 1.27%
AN Performance
COMMODITIES
Global Property 10.48%
Gold ($) -12.70%
Oil ($) -38.36%

What happened in markets

Shares fell sharply when the conflict with Iran
broke out, then recovered strongly once the
peace deal was agreed. Global shares rose
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14.3% over the quarter, led by technology
companies whose profits kept growing
strongly. Japan was the standout major market,
up 33.6%, and Asian markets such as Korea and
Taiwan — which supply much of the world’s
computer chips — also did very well. The UK
market made steadier progress, up 4.0%.

Bonds made small gains. UK government bonds
(gilts) returned 1.2% as expectations for
further interest rate rises eased, while
corporate bonds and index-linked gilts were
broadly flat to slightly down.

Commodities fell back as the conflict eased. Oil
dropped 38% over the quarter — good news for
inflation — and gold fell 12.7% as investors who
had bought it for protection sold out. Global
property rose 10.5% as worries about interest
rates faded.

Sterling was firm against the US dollar over the
half, which reduced the returns UK investors
received from unhedged American shares.

One less obvious lesson from the quarter:
currency mattered. The Japanese yen is at its
weakest for almost forty years, so investors
who held Japanese shares with the currency
‘hedged’ — protected against a falling yen — kept
far more of that market’s gains in pounds. We
use hedged funds for some of our overseas
exposure for exactly this reason.

Economic outlook

With the conflict easing, the world economy
should gradually get back to normal. Higher
energy prices will keep inflation elevated for a
few more months, because it takes time for
higher oil and gas prices to feed through to
things like food and transport. But if the peace
deal holds, oil prices are expected to end the
year near $75 a barrel, which would take much
of that pressure away. Lower fuel prices alone
could knock around one and a half percentage
points off inflation across the developed world.
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Chart 1: Oil Price & Average Fuel Contribution to
Headline Inflation in Major DMs
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Global growth is expected to return to its
usual pace of around 3% next year. The
strongest performers are likely to be the
United States and Asia, while Europe, Japan and
Latin America lag behind.

Chart 6: H2 2026-27 Average GDP Growth (% y/y)
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United States — America remains the world’s
growth engine, powered by enormous
investment in artificial intelligence — the data
centres, chips and power supplies behind new
Al services. Jobs are plentiful and company
profits are growing. The flip side of that
strength is that inflation is proving sticky, so —
unusually — the US central bank is expected to
raise interest rates later this year rather than
cut them, before easing again in 2028 as the
economy cools. Our research partners expect
US growth of around 2.2% this year, rising to
2.5% in 2027.

Chart 14: Real Consumption
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Chart 16: Unit Labour Costs & Core PCE (% y/y)
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United Kingdom - Inflation is likely to rise
from 2.8% to about 3.5% early next year,
mainly because household energy bills went up
in July. It should then fall back to the 2% target
during 2027: with a weaker jobs market, pay
rises are unlikely to take off as they did after
the 2022 energy shock. Growth will be modest
and unemployment may edge higher. The Bank
of England is expected to hold interest rates at
3.75% this year and then cut towards 3% in
2027 — welcome news for borrowers, and a
reminder for savers that today’s cash rates will

not last forever.

Chart 35: Real Household Disposable Income &
Consumer Spending (%y/y)
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Chart 37: Job Vacancy Rates (Standardised, Z-scores)
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Europe - Growth in the euro-zone is weak.
Exporters are being squeezed by competition
from China and by high energy and labour
costs. Inflation should stay contained because
the jobs market has loosened, so the European
Central Bank has probably finished raising
interest rates and could begin cutting them in
2027.



Chart 23: Euro-zone HICP (% y/y)
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Japan - Japan is changing. After decades of flat
prices, wages are rising at their fastest pace
since the early 1990s and inflation is expected
to top 3% next year. Japanese interest rates —
still low at 1% — are therefore expected to keep
rising. This new-found momentum is part of
the reason Japanese shares have been so
strong. A very weak yen makes currency-
hedged funds the sensible way for UK investors
to own this market.

Chart 29: Unemployment Rate & Tankan Employment
Conditions
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China — Growth should pick up in the second
half of the year as the government steps up
spending, and Chinese exporters keep winning
market share around the world. At home,
though, too many factories are chasing too
little demand, which keeps prices falling —
inflation is expected to stay close to zero. Only
modest interest-rate cuts are expected, with
government spending doing most of the work
to support growth.

Chart 63: Fiscal Impulse* (% of GDP)
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Our views on the main asset classes

Bonds — With yields well above the levels of
recent years, bonds once again pay a
worthwhile income. We prefer shorter-dated
bonds, which offer attractive yields with far
fewer ups and downs. Long-dated government
bonds remain volatile because governments
are borrowing heavily, so we keep our
exposure to them limited.

Shares — The rally has been driven by a small
group of Al-related companies whose
valuations are demanding. Further gains are
possible, but so are setbacks, so we prefer to
stay well diversified across countries and
industries — including markets such as Japan,
Korea and Taiwan that benefit from the
technology boom — rather than concentrating
in the most popular names.

Commodities and gold - Oil prices should
drift lower if the peace holds, and gold may fall
further as speculative buying unwinds. We hold
these assets only in moderation, as insurance
rather than as a source of returns.

Property and infrastructure — The build-
out of data centres and power networks to
support Al is creating genuine long-term
opportunities, and global property has begun
to recover as interest-rate worries ease.

Cash — savings rates near 4% remain useful for
short-term needs, but they are likely to fall
from 2027 onwards. For money you will not
need for a few years, locking in longer-lasting
income through bonds looks the better home.

Emerging markets — Asian markets tied to
the technology boom have been among the
year’s best performers. We keep a measured
allocation: the opportunity is real, but these
markets can be volatile and would be among
the most exposed if energy prices flared up
again.

Common questions this quarter

Is the Al boom a bubble? Parts of the
market are certainly expensive, and our
research partners expect a meaningful
correction within the next couple of years.
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That is not a reason to sell everything — timing
such turning points is impossible — but it is a
good reason to avoid concentrating in the most
expensive names, which is exactly how your
portfolios are built.

Why hold bonds when shares are rising?
Because bonds now pay a genuine income of
around 4-5% with far less risk than shares, and
because they steady portfolios when equity
markets stumble, as they did in the first
quarter. For money you may need in the next
few years, that reliability matters more than
chasing the last leg of a rally.

What would change our view? Three
things above all: a breakdown of the Middle
East peace deal, which would push oil prices
and inflation back up; signs that spending on Al
is slowing, which would undermine the
market’s leadership; and a renewed surge in
wage growth, which would delay interest-rate
cuts. We monitor each of these closely.

Should | do anything now? For most clients,
no. Your portfolio is reviewed and rebalanced
regularly, and the positioning described in this
update is already reflected in it. The most
valuable things an investor can control are
staying invested, keeping costs low and
remaining diversified — all of which are built in.
If your circumstances or goals have changed,
however, please do get in touch.

How this shapes our portfolios

Income first — bond and cash holdings now
make a meaningful, reliable contribution to
returns, and we concentrate them in shorter-
dated investments where the income is
attractive and the price swings are small.

Growth with balance - portfolios take part
in the technology-led rally through broad, low-
cost and currency-hedged holdings across the
US, Japan, Europe and Asia, rather than
through big positions in a handful of fashionable
shares.

Genuine diversification — alongside shares
and bonds we hold absolute-return and real-
return funds designed to steady portfolios
when markets wobble, as they did in the first
quarter.

A longer-term perspective

It is worth stepping back from any single
quarter. The past five years have included a
pandemic, a war in Europe, the sharpest
interest-rate rises in a generation and now a
conflict in the Middle East — yet diversified
portfolios have grown through all of it. Short-
term headlines are rarely a good guide to long-
term outcomes, and the investors who have
done best are those who stayed the course.

Final Word

Our message this quarter is a simple one: stay
invested, stay diversified, and be selective. The
recovery in markets has been real, but it has
been driven by a narrow group of companies
at high valuations. We are taking part in that
growth while making sure your portfolio does
not depend on it.

None of this changes the fundamentals of good
investing. Markets will always surprise us — this
year has already delivered a war, a peace deal
and record highs within six months — but a
well-built portfolio does not need to predict
events to prosper through them.

Bonds now pay a genuine income again, which
we capture mainly through shorter-dated
holdings, and our portfolios are built to cope
with a range of outcomes: if markets keep
rising they will take part, and if conditions turn,
the emphasis we place on income, quality and
diversification is there to protect you.

Scot Laing (Chartered FCSI)
Managing Director

Sources: Capital Economics; Bloomberg;
FE Analytics | Publication Date: 28/07/2026



Understanding the jargon

Gilts — bonds issued by the UK government:
investors lend to the government in return for
a fixed income.

Index-linked gilts — gilts whose payments
rise and fall with inflation.

Yield - the income an investment pays each
year, expressed as a percentage of its price.

Hedged - protected against currency
movements, so your return reflects the market
itself rather than swings in exchange rates.

Valuation - the price of a share compared
with the profits behind it; a high valuation
means high expectations are already built into
the price.

Volatility — how much an investment’s value
moves up and down; higher volatility means a
bumpier ride.

Diversification — spreading money across
many countries, industries and types of
investment so that no single setback dominates
your outcome.
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