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Europe remains challenging, but 
not uninteresting
17 July 2026, 13:54 UTC, written by Michael Bolliger

European equities do not play a leading role in a balanced portfolio, but we think they deserve more tactical 
attention again. Their strategic weight remains low, at around 3% in a balanced portfolio, but the cyclical 
environment could improve: Falling inflation, lower energy prices, and less restrictive monetary policy could 
create more favorable conditions for companies and consumers. All of this may lead to selective opportunities. 
At the same time, however, the region continues to suffer from structural challenges: Low trend growth, 
unfavorable demographics, fragmented capital markets, reform backlogs, heavy regulation, and limited 
innovation momentum argue against a strategic and undifferentiated overweight.

European equities are rarely the focal point of a strategic asset allocation for investors. In a balanced CHF portfolio, for 
example, their strategic weight is only around 3%. This is no coincidence: From a global perspective, Europe remains 
smaller, less growth-oriented, and less relevant in key future-oriented sectors than the US—and increasingly Asia as well. 
Investors building wealth over the long term should therefore not give European equities too much weight. At the same 
time, however, it would be equally wrong to ignore them. Precisely because the strategic starting point is modest, tactical 
opportunities in Europe can add meaningful value, provided they are implemented selectively and with discipline.

And at present, we see several reasons to take a closer look at European equities again. First, the economic backdrop 
has improved. Falling inflation rates, more stable energy prices, and less restrictive monetary policy are creating a more 
favorable environment for companies and consumers. Even economic data have recently beaten expectations, after 
previously falling short due to the conflict in the Middle East. Second, earnings momentum is likely to broaden. The recent 
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rally was driven heavily by a small number of stocks and by enthusiasm around artificial intelligence. But the next phase 
could be more broad-based, especially if leading indicators in industry continue to stabilize and investment picks up again.

European industrial stocks remain particularly interesting. They benefit from several structural trends: the expansion 
of power grids, electrification, reindustrialization, defense spending, and infrastructure related to data centers. Select 
consumer stocks also deserve attention. High savings rates, rising real incomes, and a potential recovery in the luxury 
segment could support demand. In addition, recent developments in Germany are important: After years of weak growth, 
higher spending on infrastructure and defense, as well as a cyclical recovery in industry, could improve the earnings outlook. 
For Swiss investors, it is also important that European exposure offers a degree of diversification relative to the domestic 
market, which is more heavily shaped by defensive quality stocks.

Nevertheless, Europe continues to face strategic challenges. The Eurozone still suffers from structurally low trend growth, 
unfavorable demographics, fragmented capital markets, considerable need for reform, dense regulation, and weaker 
innovation momentum. Energy dependence and geopolitical vulnerability are lower than they were a few years ago, but 
they are far from gone. Fiscal policy can also provide sustainable support only if it is used to promote growth rather 
than merely increasing existing budget burdens. Defense spending, in particular, is rather problematic in this respect. The 
corporate landscape remains heterogeneous: Alongside globally leading niche champions, there are many companies with 
limited pricing power and low productivity.

Our conclusion is that investors should keep European equities on their radar. However, they play a relatively subordinate 
role in a diversified portfolio. We think a neutral strategic weighting remains appropriate, while those who wish to act 
tactically can selectively focus on areas where structural demand, political support, and improved earnings expectations 
come together. Industrial stocks, certain consumer companies, quality stocks in Switzerland and Germany, as well as 
companies linked to defense, automation, electrification, and artificial intelligence appear particularly interesting. The key 
is not to buy Europe as a homogeneous bloc, but to identify specifically the beneficiaries of change. In that case, even a 
small allocation can make a relevant contribution to portfolio returns.
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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.
© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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