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Volatility as the price of longer-
term return opportunities

3 July 2026, 11:38 UTC, written by Michael Bolliger

The first half of 2026 showed that markets remained resilient despite numerous challenges. Many of these
themes are likely to continue driving headlines and volatility in the second half of the year. Investors are
advised not to react too strongly to such turbulence. Volatility is often the price investors pay for longer-term
return opportunities.

The first half of the year is behind us. What is notable is not that there was turbulence, but how resilient markets remained.
Since many themes are likely to remain relevant in the second half of the year, now is a good time for a brief look back
—and ahead.

Geopolitical tensions have also shaped markets this year. The reactions were sharp, but as is so often the case, they were
not lasting. Investors who ignored events in the Middle East, for example, are unlikely to regret it in retrospect. Market
volatility is also likely to remain a theme in the second half of the year: The fragile peace process in the Middle East,
new tariffs, or the US midterm elections could be potential triggers. However, they are unlikely to have a lasting impact
on markets.

Second, it is striking how well the economy has withstood the energy price shock so far. Part of this was fortunate timing:
Labor markets are currently less tight than they were in 2022. At the same time, supply chains have become more flexible,
and consumers and companies are better at managing price fluctuations and disruptions. Governments and companies
have invested in energy security, infrastructure, inventories, and regional diversification—and not only in the energy sector.
Access to semiconductors, medicines, critical raw materials, technology, and sales markets has become a strategic priority
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for many governments. This trend is likely to extend well beyond the second half of the year and offer further investment
opportunities.

Third, 2026 has again confirmed that central banks remain perhaps the most important pace-setters for markets. Inflation
risks have not disappeared, but we are confident that the market is currently overestimating rather than underestimating
these risks—and with them, the probability of higher interest rates. Lower interest rates could therefore become a positive
driver for many asset classes in the second half of the year.

Alongside central banks, Al has also shaped market sentiment. Markets are now assessing opportunities and risks more
critically than in recent years. On the one hand, the large US technology companies have reaffirmed through their
investments how willing and able they are to advance the expansion of this key technology. Over the long term, this
is likely to be profitable for many of them. However, declining free cash flow and reduced funds for share buybacks
have recently weighed on these companies' share prices. On the other hand, the companies providing the necessary
infrastructure benefited significantly. Such diverging performance trends could continue to determine success and failure
in equity markets in the coming quarters—and thus continue to ensure that active investment strategies have better
prospects for success than passive investments.

Last but not least, the first half of the year was also marked by initial public offerings (IPOs), capital increases, and share
buybacks. Such activity is also read as a warning signal; a strong issuance market points to euphoria. At the same time, IPO
volume appears less extreme when viewed relative to today's market size. And even if some technology companies are
currently foregoing share buybacks, many other companies are continuing to pursue such strategies. Additional capital
supply also often emerges where companies are investing, growing, and building capacity. For the second half of the
year, the key question is therefore likely to be whether markets view these investments as worthwhile. If they improve the
outlook for revenue and earnings, the capital required should also be mobilized.

Our conclusion? The first half of the year showed that markets can absorb bad news when earnings, growth, and monetary
policy provide enough support. This thesis is likely to be tested again in the second half. US midterm elections, geopolitical
tensions, and the next phase of the Al investment boom point to more volatility. But volatility is often the price investors
pay for long-term opportunities. We believe the most important lesson is therefore this: Investors do not need to avoid
every storm, but they do need to navigate with foresight.
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Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and
a member of FINRA/SIPC.

This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Important Information About Sustainable Investing Strategies: This terminology refers to definitions in the UBS Sustainable
Investing Framework and does not refer or relate to any product-specific regulatory labelling regime or naming conventions.
Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) factors into
investment process and portfolio construction. Strategies across geographies approach ESG analysis and incorporate the findings
in a variety of ways. Incorporating ESG factors or sustainable investing considerations may inhibit UBS’s ability to participate in
or to advise on certain investment opportunities that otherwise would be consistent with the Client’s investment objectives. The
returns on a portfolio incorporating ESG factors or sustainable investing considerations may be lower or higher than portfolios
where ESG factors, exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available
to such portfolios may differ.

Except as otherwise specified herein and/or depending on the local entity from which you are receiving this document, this
document is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory Authority
(FINMA).

Please  visit https://secure.ubs.com/global/en/wealthmanagement/insights/chief-investment-office/disclaimers/marketing-
material-disclaimer.html to read the full legal disclaimer applicable to this document.
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