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Editorial
Dear Reader, 

2025 delivered a roller-coaster ride, with plenty of major politically driven U-turns. From sudden shifts in US 
interest rate policy to trade tensions that flared and cooled without warning, investors spent much of the year 
twisting and turning as the landscape felt more like quicksand than solid ground. Yet those who held their 
nerve were rewarded. Now, as we enter 2026, the message is clear: staying agile while broadening the invest-
ment scope are prerequisites for success. For more than a decade, US markets have been the gravitational 
centre of global investing. However, 2026 demands a broader lens – one that brings global opportunities into 
focus and prioritises tactical strategies over static buy-and-hold approaches.

The US economy is shifting from consumption- and job-driven growth to credit-driven momentum, powered 
by rate cuts and investment in artificial intelligence (AI). In Europe, governments are doubling down on fis-
cal stimulus, while China is navigating deflationary pressures, even as its strategic sectors thrive in pursuit of 
long-term self-sufficiency. These divergences create a global investment opportunity set, making old play-
books most likely obsolete.

For bond investors, reliable income is within reach. A barbell strategy – pairing short-dated high-yield cor-
porate bonds with slightly longer-duration high-quality bonds – offers a blend of carry and stability. Selec-
tive additions, such as emerging market corporate bonds, can provide extra yield without excessive risk. The 
USD’s dominance is waning, opening the door for diversification – CHF for stability and select emerging 
market currencies for carry. Gold remains a cornerstone hedge, its rally underpinned by structural demand. 
AI is bound to continue to shape equity markets, but investors should resist tunnel vision. Defensive sectors 
such as global healthcare and cyclical stocks in Europe deserve attention. Asia – particularly China – remains 
poised to outperform.

2026 will not reward complacency but, on the contrary, tactical finesse. 

We would like to take this opportunity to thank you for your trust and partnership. We look forward to help-
ing you navigate the opportunities that lie ahead. Here is to a prosperous 2026!

Yours faithfully,

Christian Gattiker
Head of Research
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Macroeconomy and strategy

Reset, rebalance, go global
2026 calls for resetting and rebalancing. With divergent policies – 
credit-driven growth in the US, stimulus in Europe, and the quest for 
self-sufficiency in China – investors should consider shifting from buy-
and-hold to more tactical strategies, rebalancing portfolios towards 
global opportunities.

Real global growth continues at a pace of around 
3%, led by emerging markets (EM). The US is mov-
ing from a consumption-led to an investment-driven 
growth model fuelled by interest rate cuts. A new US 
Federal Reserve (Fed) chair may mean a policy reset 
towards loose monetary policy, potentially boosting 
credit activity, housing investment, and accelerating 
the AI boom.

Europe is doubling down on infrastructure/defence 
spending to revive domestic demand amidst a dete-
rioration in export competitiveness. Pressure on 
energy prices is an underappreciated positive fac-
tor for the continent. In China, AI innovation and 
competitive goods, with the latter driving a surge 
in non-US exports, reflect positive dynamics, while 
domestic demand remains the weak link. The gov-
ernment is curbing excessive industrial competition 
to ensure long-term self-sufficiency and resilience.

The USD is still overvalued
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Our conviction calls for 2026
Equities

1 Investments in digital assets are exposed to elevated risk of fraud and loss and to price fluctuations.

Our equity view is constructive but balanced, with 
global policy divergence creating a broader oppor-
tunity set. While AI remains a key performance 
driver, investors can diversify with defensive health-
care, Swiss equities, Europe’s cyclicals, and Asia-led 
EM strength. China is on the cusp of a secular bull 
market, while Japan, India, and Singapore also offer 
promise. Next Generation themes in focus are Cloud 
Computing & AI, Cybersecurity, and Clean Energy. 
In terms of investment styles, high-dividend/
low-volatility stocks offer further diversification and 
generate income.

Fixed income
Bonds offer decent income, and steepness in major 
yield curves presents additional return potential. 
Positioning favours duration through high-quality 
investment-grade bonds paired with riskier shorter
dated credit exposure. Selective additions in EM 
corporates can provide extra carry without unduly 
compromising on credit quality or increasing risk.

Currencies
The USD may weaken as slower growth and lower 
rates reduce the appeal of US assets, with strong 
outflows from trade deficits and high external 
indebtedness likely driving the currency lower. 
European currencies look attractive: the EUR should 
benefit from USD weakness, Eastern European cur-
rencies offer upside and carry potential, and Scan-
dinavian currencies are undervalued. The CHF 
remains the safe haven of choice, while the JPY is 
fundamentally cheap but exhibits a higher volatility.

Commodities
Energy moves into a new era with supplies ever-
more abundant, resulting in lasting pressure on oil 
and natural gas prices. The pillars of the bull market 
in gold remain in place: structural central-bank buy-
ing and cyclical safe-haven seeking. However, spec-
ulative trading heightens volatility, making sharp 

reversals possible, so investors should consider tacti-
cal hedging strategies and adding exposure on price 
weakness.

Alternative investments
Opportunities remain broad and attractive, with 
manager selection essential. In private equity, 
the outlook is promising, driven by anticipated 
exits among other factors. Within private credit, 
sponsor-backed senior secured direct lending stands 
out for its low expected loss ratios, with our strat-
egy preference centred on Europe. Private infra-
structure offers stable cash flows and growth, with 
unique exposure to data centres and power gen-
eration. Market-neutral hedge funds can preserve 
capital in volatile markets through uncorrelated 
strategies, in particular quantitative, long/short, and 
multi-strategy.

Digital assets
Positive industry dynamics were reflected in strong 
flows into digital asset products in 2025. At the 
start of 2026, macroeconomic factors are the main 
performance driver for the largest digital asset, set-
ting the tone for the asset class as a whole. Looser 
US liquidity and a weaker USD may create a more 
favourable backdrop during the year. Shifting inves-
tor sentiment is likely to keep volatility high.1

Note concerning digital assets for UK clients 

Do not invest unless you are prepared to lose all the 
money you invest. This is a high-risk investment and 
you should not expect to be protected if something 
goes wrong. Take 2 mins to learn more  
(sites.juliusbaer.com/da_uk)

https://sites.juliusbaer.com/d/cqq6SfGWP6nK/risk-summary?#/-/investing-in-cryptoassets


Key client questions answered
With the potential for continued USD 
weakness, what alternatives should I consider 
for diversifying my currency exposure?
To diversify USD exposure, investors can consider European curren-
cies, particularly the EUR. The AUD offers sustainable competitive 
yields, while safe havens such as the CHF and SGD offer stability and 
resilience during risk-off periods. Importantly, there are also compelling 
investment assets to be found in these currency regions. Gold, for its 
part, also merits attention.

Despite recent performance, does gold remain 
a reliable diversifier?
Our managed portfolios hold a tactical overweight in gold vs the stra-
tegic benchmark. This reflects not only favourable fundamentals but 
also its role as an effective portfolio diversifier. Unlike bonds or equities, 
gold does not rely on the solvency or goodwill of any issuer, a valuable 
property in an environment marked by geopolitical tension.

How viable are digital assets as an alternative 
to fiat currencies, and what factors should I 
consider before allocating to them?
Digital assets with disinflationary design, such as the largest digital 
asset, are not likely to be practical substitutes for paper currencies, as 
they are unsuitable as a means of exchange or source of liquidity in a 
growing global economy. Before allocating to digital assets, investors 
should assess the fundamental outlook for the asset class and their own 
risk tolerance, identify appropriate exposure methods, and be ready 
to rebalance periodically to maintain a desired allocation, as with any 
investment.

Video

As we enter 2026, the message is clear: 
staying agile while broadening the investment 
scope are prerequisites for success.

https://juliusbaer.eu.vbrickrev.com/sharevideo/05323114-0343-493e-ab70-697366d8e81a?videoOnly&viewContext=VideoOnlySharing
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Fixed income

Fixed income

Build resilience, capture yield
In 2026, fixed income investors face a more accommodative mone-
tary policy, strong credit fundamentals, and reasonably attractive yields. 
Despite contained risks, greater market sensitivity requires careful bal-
ance between income and volatility. A barbell strategy combining short-
term high-yield credits and longer-duration quality bonds can optimise 
returns.

The outlook for fixed income markets in 2026 is 
shaped by a combination of stabilising macroeco-
nomic conditions, a continued easing cycle by the 
Fed, and a strategic shift for investors towards man-
aging volatility while preserving income. Major 
developed market yield curves are expected to move 

sideways, maintaining a sufficiently steep slope that 
supports a moderate duration overweight. Moreover, 
this environment favours a barbell strategy that 
combines short-term credit risk allocation with 
longer-duration exposure to high-quality bonds.

A continued sideways move in yields from here
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Rates and duration
Rate volatility has declined significantly as the 
Fed continues its easing cycle. The US Treasury’s 
dynamic funding strategy – emphasising short-term 
issuance – helps manage supply pressures, at least 
for the time being, despite a sizeable net borrow-
ing need. As such, while the long-term fiscal path 
remains trickier, it is not an immediate concern. The 
term premium is rising slowly, making it a secular 
rather than a cyclical issue. Given these dynamics, 
a slight overweight in duration remains appropriate, 
especially as real yields remain attractively high and 
rangebound for now, in our view.

Credit: Income with managed risk
Corporate credit fundamentals are solid, supported 
by stable interest coverage ratios and restrained 
leverage. The slowing US economy is not collaps-
ing, and the Fed’s easing stance is expected to help 
default rates stay low or even decrease further. 
However, market sensitivity to negative news has 
increased, particularly given the tight spread valu-
ations. This calls for a refined credit strategy that 
avoids excessive spread duration in riskier segments.

Thus, high-yield exposure should be concentrated 
in short-dated bonds to mitigate volatility, while 
longer-duration positions should be filled with high
quality investment-grade bonds. This approach 
reduces sensitivity to spread changes and maintains 
attractive carry.

EM corporate debt offers a well-diversified universe 
with low default rates and alternative risk premiums. 
These assets are less sensitive to current global pain 
points and provide country-specific risk exposure.
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Our segment 
ratings and 
strategy

USD bonds
•	 High investment grade 

(AAA–A): Neutral
•	 Low investment grade 

(BBB): Overweight
•	 High yield: Neutral

EUR bonds
•	 High investment grade 

(AAA-A): Overweight
•	 Low investment grade 

(BBB): Overweight
•	 High yield: Neutral
•	 Eurozone periphery 

government bonds: 
Overweight

Emerging markets
•	 Hard-currency sovereign 

bonds: Neutral
•	 Hard-currency corporate 

bonds: Overweight

Source: Julius Baer Research

Key client question answered
Where can I find reliable income without taking 
on excessive risk in today’s environment?
Reliable income can be found by focusing on short-dated high-yield 
corporate bonds and slightly longer-duration high-quality investment
grade bonds. This barbell strategy balances carry and volatility. Addi-
tionally, EM hard-currency corporate bonds offer diversified exposure 
with low default risk. Combining those three building blocks creates a 
compelling and diversified fixed income portfolio for income-seeking 
investors who want to avoid excessive risk. As an addition to those 
fixed income segments, investors may also consider high-dividend/
low-volatility stocks for further diversification and to generate addi-
tional income. Notably, high-quality dividend stocks can be found 
across a wide range of sectors and regions, offering investors globally 
diversified exposure via this investment style.

Video

Income investing starts with looking in all the right 
places. 

https://juliusbaer.eu.vbrickrev.com/sharevideo/4f85b87d-f41f-45e0-a0d7-1af7790117e4?videoOnly&viewContext=VideoOnlySharing
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Equities

Broadening the equity lens
We remain constructive on equities for 2026, with strong earnings 
growth expected in the US and Europe. While AI is likely to remain a  
key performance driver, global policy divergence creates broader oppor-
tunities, encouraging diversification both geographically and in terms  
of sectors.

We anticipate that 2026 will be a year of ‘resetting 
and rebalancing’, and nowhere will this be more evi-
dent than in the equity space. Al and big informa-
tion technology (IT) companies undeniably supplied 
a lot of the heavy lifting for global equity indices in 
2025, but with earnings strength spreading beyond 
these segments, investors would be well placed to 
consider broadening their portfolio diversification 
now in order to minimise concentration risks. The 
same holds true geographically. For more than a 
decade, US markets have been the gravitational cen-
tre of global investing. However, 2026 demands a 
broader lens.

In Europe, cyclicals tick the box
The economic backdrop in Europe favours cycli-
cals, which tend to thrive during periods of eco-
nomic expansion. Our economists expect Europe 
to continue to stimulate its economy in 2026 with 
increased public investment, particularly in infra-
structure and defence. With a brightening economic 
outlook in the region – especially in Germany – and 
supportive economic policies, attractive valuations 
provide the icing on Europe’s cyclicals cake. Within 
Europe, our analysts particularly favour financials 
and mid-cap stocks.

And of course we cannot talk about Europe with-
out mentioning Switzerland. We believe that the 
combination of defensive-sector exposure, currency 
strength, and income generation means that Swiss 
equities should form a core allocation within global 
equity portfolios.

Asia in favour, particularly China
Despite their comeback in 2025, investors have 
been reticent to reinvest in EM equities. The asset 
class remains under-represented relative to its eco-
nomic size and is underweighted in portfolios even 
though EM stocks are attractively valued. Both 
cyclical and structural tailwinds should support the 
strength of these stocks in 2026, with three fac-
tors in particular expected to contribute, namely a 
weaker USD, direct exposure to the AI supply chain, 
and improving earnings momentum. Regionally, our 
strategists prefer Asia, maintaining their Overweight 
position on Indian equities, but they are also keen 
to highlight China as a conviction call for 2026. The 
nation is set to benefit from technological innova-
tion along with accommodative monetary, fiscal, and 
industry policies in 2026, which our analysts believe 
will drive solid earnings growth.

Staying in Asia but moving beyond the EM space, 
our equity strategists also have Overweight calls on 
both Japan, where structural reform should boost 
equities, and Singapore, which represents a safe har-
bour in a volatile macroeconomic world.

Defensives are appealing, 
especially healthcare
With investors growing increasingly nervous regard-
ing the hyperscalers’ ability to monetise their 
huge capital expenditure, it is perhaps no surprise 
that defensive sectors such as healthcare became 
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popular again in the last quarter of 2025. Our ana-
lysts believe that the healthcare sector can sustain 
this interest in 2026 as investors continue to diver-
sify out of what has already performed well for them 
and into defensive sectors in order to minimise 
uncertainty risks.

A key catalyst boosting the prospect of healthcare 
stocks came in the form of Pfizer reaching its land-
mark agreement with the US administration in Sep-
tember 2025, which was quickly mirrored by other 
big drug companies. This led to a reduction in policy 
risks and means that considerable earnings risk can 
now be avoided. Valuations also remain compelling 
both on an absolute and relative basis, while earn-
ings revisions have finally turned positive and are in 
fact second only to those in the IT sector. With mar-
kets still heavily concentrated in AI names, health-
care offers exactly what is missing elsewhere: high 
visibility on defensive earnings, growing cash flows, 
and less dependence on gross domestic product 
growth and hyperscaler capital expenditure.

What about AI and hyperscalers?
Despite the ‘bubble’ headlines, our strategists 
stress that we are still some distance away from the 
extremes of the dot-com era and that AI is likely 
to remain a key driver of equity markets. Our Next 
Generation analysts argue that the two winning 
themes of 2025 are those that investors should stick 
with in 2026, namely Cloud Computing & AI (where 
hardware and software firms and essential data 
centre solutions are favoured) and Cybersecurity. 
Valuations are undoubtedly high but not deemed 
exuberant, and appetite seems only set to increase 
further.

Do not dismiss clean energy in 
2026
Despite the gloomy headlines about the world’s 
prospects of achieving carbon neutrality, clean 
energy remains competitive and in high demand. 
Our Next Generation analysts believe that far from 
being postponed, the energy transition is actually 
being accelerated right now, driven by unbeatable 
economics in solar, wind, and storage. Profitability in 

Projected earnings growth in EM and China is outpacing DM
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renewables is improving, supported by consolidation, 
falling costs, and smarter grid integration, making it 
a compelling long-term investment. Europe stands 
to benefit most from cheaper energy, turning per-
ceived cost disadvantages into competitive gains.

Key client questions 
answered
Is AI still a long-term growth story, 
or are we approaching bubble 
territory?
We do not believe that we have reached bubble 
stage yet but are rather in the early stage of exuber-
ance. AI should remain a key market driver, but ris-
ing concentration risks make broader diversification 
sensible. Our Group CIO also highlights that there 
are significant downside risks highly concentrated in 
the US should AI and its related applications prove 
to be non-viable avenues to at least recoup today’s 
enormous capital outlays.

Should I broaden my investment 
approach to include indirect or 
diversified ways to gain exposure 
to AI?
A broader diversification into indirect exposure 
comes at a cost, as the impact of AI on the shares 
of the selected companies will be much smaller than 
for companies directly involved in the technology.

China shifted from ‘avoid’ to ‘buy’ 
almost overnight. What triggered 
this change?
Maybe for some it felt like the shift came sud-
denly, but for our equity analysts there was a grad-
ual build-up to the decision to change their call on 
China. They upgraded Chinese equities to a tacti-
cal Overweight in May 2024 following the govern-
ment’s changed stance towards the property sector, 
which our analysts felt was a critical step towards 
alleviating structural problems in the Chinese 
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economy and which was expected to provide posi-
tive momentum to stocks. In September 2024, retail 
Chinese investors were persuaded to put their sav-
ings to work as the state instigated a new stimulus 
package. This triggered a veritable stampede back 
into the Chinese equity market.

Should I now consider China as 
a strategic building block in my 
portfolio, and if so, should I invest 
onshore or offshore?
China remains stuck in a balance-sheet recession, 
but Chinese policymakers recognise that a man-
aged and sustainable equity bull market consti-
tutes an effective way to reflate household balance 
sheets hurt by the housing downturn. Our Group 
CIO believes that the conditions for the first secular, 
rather than cyclical, equity bull market in China are 
slowly falling into place. Our equity analysts fore-
cast similar returns for both on- and offshore mar-
kets, as they currently have similar profiles in terms 
of valuations and liquidity drivers. Their sector expo-
sures are also complementary, with the Hong Kong 
market being more exposed to the internet while 
mainland markets focus more on financials and new 
technology.

With innovation largely driven by 
the US and China, does Europe 
still offer compelling investment 
opportunities?
In a word, yes. Earlier we explained our analysts’ 
preference for cyclical stocks in Europe in 2026. 
More specifically, our analysts have an Overweight 
rating on Germany given the country’s bias towards 
cyclical growth sectors and the boost it has received 
from significant fiscal stimulus. Meanwhile, Swiss 
equities, which are also rated Overweight, offer 
attractive diversification benefits and near-record-
low relative valuations.

Video

From tradition to transformation, 
Asia’s story is brewing stronger than 
ever.

https://juliusbaer.eu.vbrickrev.com/sharevideo/e05bec81-c32d-4048-a09a-ec80e2845053?videoOnly&viewContext=VideoOnlySharing
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Alternative investments

Diversifying beyond 
public markets
Policy is easing, liquidity is improving, and deal activity is reviving.  
Yet the backdrop remains complex. Private equity, private credit, private 
infrastructure, and hedge funds offer compelling diversification poten-
tial, but success depends on selecting top-tier managers given the wide 
return dispersion.

Diversification matters as 
concentration risk builds
History shows that concentration in trending sectors 
can heighten portfolio risk. Today, information tech-
nology stocks dominate US public markets, with the 
Magnificent 7 accounting for nearly one-third of the 
S&P 500 Index. This underscores the importance of 
diversification across sectors and asset classes. Pri-
vate markets provide exposure to sectors less corre-
lated with public markets, reducing vulnerability to 
single-theme drawdowns. Institutional allocations 
have steadily increased, reflecting their ability to 
enhance diversification, reduce volatility, and  
deliver returns that are less correlated with tradi-
tional markets.

Private equity: Positioned for 
renewed momentum
Public equities have experienced a strong period of 
performance, but private equity returns have not 
fully caught up. This creates an appealing opening 
for investors who seek access to unlisted growth 
companies and to operational value creation. Cor-
porate fundraising has also shifted away from tra-
ditional banking channels, which reinforces the 
strategic relevance of private markets.

Improved financing conditions and normalised inter-
est rates have reignited deal activity, with larger 
transactions signalling confidence in market resil-
ience. Industry sentiment also points to a pickup in 
exit activity, reinforcing a constructive outlook.

Private equity strategies are designed for patient 
capital, making them most appropriate for investors 
with a long-term perspective. As the market evolves, 
dispersion among managers is likely to widen, mak-
ing rigorous due diligence critical.

Private credit: A compelling 
alternative
Private credit encompasses a broad range of lending 
strategies; however, our focus is on sponsor-backed, 
senior secured direct lending. This involves loans to 
profitable, growing companies acquired by private 
equity sponsors. These floating-rate instruments, 
paired with attractive spreads, have historically 
delivered strong risk-adjusted returns and excep-
tionally low loss ratios, offering resilience as tradi-
tional lenders retrench. Scale, sourcing networks, 
and underwriting discipline will separate leaders 
from laggards. We believe that specialised segments 
such as European direct lending present compelling 
opportunities.
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Hedge funds and infrastructure 
offer stability
Hedge funds remain an important tool for enhanc-
ing portfolio resilience. Market-neutral strategies, 
often referred to as ‘absolute return approaches’, 
target positive returns with low correlation to tra-
ditional markets. By controlling volatility and lim-
iting drawdowns, these strategies help improve 
risk-adjusted returns, compound them, and preserve 
capital across market cycles. Private infrastructure 
complements this by providing predictable cash 
flows and exposure to long-term structural growth 
drivers such as digital connectivity and renewable 
energy. Both asset classes reinforce the importance 
of building a diversified allocation to alternatives 
that can withstand evolving macroeconomic condi-
tions and deliver stability over time.

Building a robust allocation to 
alternatives
Strategic asset allocation remains the cornerstone of 
long-term portfolio success, with alternatives serv-
ing as a critical component for reducing volatility 
and enhancing returns. Investors should approach 
allocation with disciplined pacing, mindful of liquid-
ity constraints and lock-in periods. While the outlook 
for alternatives is constructive, success will depend 
on selecting top-tier managers, maintaining diversi-
fication across strategies, and aligning commitments 
with long-term objectives.

The profile of US corporate fundraising has markedly changed
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Key client questions answered
Could private debt, and specifically 
direct lending, pose a systemic 
risk?
Direct lending has grown rapidly as banks face 
tighter regulation, prompting questions about 
systemic risk. At present, the risk appears con-
tained because direct lending funds are largely 
equity-financed, fund-level leverage remains man-
ageable, and current loss ratios for the sector are 
below 1%. Banks do provide financing for some 
fund-level leverage, but this exposure is limited 
compared to their traditional lending activities.

Systemic risk is typically associated with inter-
connected large banks that hold substantial retail 
deposits and can transmit contagion across the 
financial system. These characteristics are not 
present in direct lending, which involves discrete 
investment funds backed by professional and 
sophisticated investors rather than retail customers. 
Furthermore, direct lending funds usually provide 
senior secured debt for a portfolio of leveraged buy-
outs (LBOs), an approach that has generally proven 
resilient over time, apart from isolated incidents.

The real uncertainty is how the sector will per-
form under stress as it continues to expand. For 
investors, this is not about avoiding the space but 
about choosing managers with established perfor-
mance track records over cycles, disciplined credit 
processes, and diversified portfolios, which will be 
essential as the market matures.

Is private equity still worthwhile 
amid lower distributions?
Recent years have challenged investors accustomed 
to consistent cash flows from private equity exits, 
notably in the case of LBOs. Between 2019 and 
2023, LBO distributions lagged capital calls, revers-
ing the positive balance seen from 2011 to 2018. 
This shift is largely a result of a sharp rise in interest 
rates and market volatility, which slowed exits after a 
post-pandemic boom fuelled by low rates and posi-
tive investment sentiment.

Today, conditions are improving. Interest rates are 
easing, initial public offering windows are reopening, 
and LBO distributions have turned positive since 
2024. Meanwhile, managers have deployed signif-
icant capital into opportunities created by market 
dislocation, positioning portfolios for future gains.

Ultimately, private equity remains compelling for 
long-term investors. When the LBO sector matures 
further and fundraising eventually plateaus, distri-
butions should sustainably exceed capital calls. For 
now, patience and confidence in skilled managers 
remain key.
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