
For global professional / qualified / 
institutional clients and investors
UBS Asset Management 
March 2026

Macro 
Quarterly
Insights on market dynamics  
and investment themes

Q2 2026



Macro Quarterly  |  Q2 2026 2

Rebounding from  
a supply shock

1.	 A renewed energy‑driven supply shock has pushed 
inflation higher and made diversification harder, as 
traditional safe havens have proven unreliable.

2.	 The global economy enters this shock from a position of 
relative strength, with improving manufacturing 
momentum, fiscal support and healthy private sector 
balance sheets.

3.	 We believe inflation pressures will remain largely 
concentrated in energy which would in turn limit the risk 
of a broad, persistent inflation cycle.

4.	 Markets have likely overpriced central-bank hawkishness, 
particularly for the Fed, where we believe subdued 
employment and fading core inflation keep rate cuts in 
play.

5.	 We remain overweight equities and are increasingly 
constructive on duration, but have taken profits on gold 
which has become particularly correlated to risk assets.
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Supply shocks, which push inflation  
higher while weighing on growth, are 
among the most challenging environments 
for investors to navigate. They have also 
become more frequent. The recent spike 
in oil and gas prices tied to the conflict in 
Iran marks the fourth major supply shock 
in just the past few years, following  
post-COVID supply‑chain disruptions,  
the Russia–Ukraine war and the 
introduction of tariffs.

The core challenge is that traditional safe havens don’t 
always work in the face of a supply shock. Higher inflation 
leads markets to price more hawkish central banks, putting 
pressure on bonds and raising the discount rate applied to 
risk assets. Persistently elevated and volatile inflation has kept 
the stock–bond correlation generally positive since COVID, 
after nearly two decades of sharply negative correlation.

Alternative diversifiers such as gold can also be unreliable, as 
has been evident in recent weeks. Higher real yields and 
crowded positioning can trigger liquidations in metals, even 
when rising geopolitical risk would, in theory, support prices.

Currencies have also behaved inconsistently. In the current 
episode, the USD has benefited from the US’s relatively 
strong energy position vs. the rest of the world. However, 
the dollar sold off sharply when tariffs were introduced, as 
global investors reassessed their exposure to US assets. 
Meanwhile, the traditional safe‑haven JPY has struggled, 
reflecting Japan’s vulnerability as a major energy importer.

We recently discussed how investors can build more 
resilient portfolios for supply shocks through alternatives. 
CPI‑linked infrastructure and certain hedge‑fund strategies 
stand out as ways to offset some of the pain. Targeted 
exposure to specific commodities can also help, particularly 
when the commodity itself is at the center of the supply 
shock. Still, in this episode, unless investors entered with 
meaningful exposure to energy‑related assets – which had 
underperformed for years – most portfolios have 
experienced some pain in recent weeks.

One silver lining is that supply shocks do eventually end. 
One way or another, supply adjusts, even if the new 
equilibrium price settles at a higher level than before. In 
isolation, supply shocks typically lead to a de‑rating of risk 
assets, which is what we have seen so far. The more 
important question is whether the shock becomes severe 
enough to push the economy into recession, as that is 
when equities and credit tend to experience their largest 
drawdowns.

What now for the economy?
Developments remain fluid, and economic damage has 
already occurred following the closure of the Strait of 
Hormuz and the destruction of some Gulf energy facilities – 
the key question is the magnitude of the impact. Higher 
energy prices will lift headline inflation and weigh on real 
incomes, placing downward pressure on consumer 
spending. That said, the timing of the shock is relatively 
favorable, as it coincides with fiscal support from the US  
tax bill and German fiscal stimulus entering its economy.  
In addition, global manufacturing momentum had already 
been improving, as reflected in the February pickup in 
global PMIs. If a shock was going to occur, this was not  
an especially unfavorable point in the cycle. Private‑sector 
balance sheets remain healthy, limiting the risk of a sharp 
retrenchment. Assuming the Strait of Hormuz is gradually 
reopened and oil prices avoid multiple months above  
USD 120, the economy should have sufficient resilience  
to muddle through.

https://www.ubs.com/global/en/assetmanagement/insights/investment-outlook/the-red-thread/trt-end-year-2025/articles/embracing-alternatives.html?campID=SOME-TRTEMBRACINGALTERNATIVES-GLOBAL-ENG-LINKEDIN-AM-ANY-IMAGE-20260305-IMAGE-GLOBAL-ORGANIC-AM&sprinklrpostid=100009956134639
https://www.ubs.com/global/en/assetmanagement/insights/investment-outlook/the-red-thread/trt-end-year-2025/articles/embracing-alternatives.html?campID=SOME-TRTEMBRACINGALTERNATIVES-GLOBAL-ENG-LINKEDIN-AM-ANY-IMAGE-20260305-IMAGE-GLOBAL-ORGANIC-AM&sprinklrpostid=100009956134639
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We also expect the inflation shock to remain largely 
concentrated in energy and agriculture (which is feeling  
the effect of a spike in fertilizer prices). If that turns out  
to be the case, it could keep inflation from broadening 
meaningfully into manufacturing and services as it did in 
2021–2022. The earlier episode reflected a combination  
of pandemic‑related factory shutdowns and an abrupt 
demand surge fueled by overstimulus from government tax 
relief and spending programs. Today, even with fiscal 
support in place, US nominal GDP growth is running closer 
to 4%–5%, compared with double‑digit rates during  
that period. The labor market is also materially less tight, 
reducing the risk of a wage–price spiral.

Against this backdrop, we believe the recent hawkish 
repricing of central‑bank policy expectations has overshot. 
Given single inflation mandates and high reliance on 
imported energy, it is understandable that markets have 
priced rate hikes in the UK and Europe, although we believe 
expectations have gone too far given the negative growth 
implications. By contrast, the Fed’s dual mandate – which 
includes full employment as well as price stability – leaves 
room for rate cuts later this year, assuming core inflation 
continues to normalize toward 2% as we expect.

Asset Allocation
Markets entered the year pricing an improving growth–
inflation mix; the war has degraded, but not fundamentally 
upended, that dynamic. Despite volatile headlines, 
underlying earnings growth has remained strong and  
has, unusually, been revised higher this year. Against this 
improved earnings backdrop, the S&P 500 forward P/E  
has de‑rated by roughly 15% since October, representing  
a meaningful adjustment. Sharp swings in sentiment and 
positioning have also triggered several of our contrarian 
buy signals, which have historically back-tested well. As a 
result, we remain overweight equities, with a preference  
for emerging markets and Japan, where earnings growth 
remains strongest. We hedge this exposure with an 
underweight to Europe, where earnings growth is weaker 
and vulnerability to higher natural‑gas prices would 
increase should the Iran war escalate.

We also find duration increasingly attractive, as the shift in 
central‑bank pricing appears extreme. De‑escalation 
between the US/Israel and Iran would reduce inflation risks, 
while a more adverse scenario of sharply higher energy 
prices would ultimately weigh on growth and force central 
banks to ease. Recessions tend to extinguish inflation, and 
we have conviction that bonds would regain their hedging 

properties in that environment. While we have not formally 
moved overweight duration given the still‑positive stock–
bond correlation, government bonds are increasingly 
attractive on an outright basis.

We remain neutral on credit. Although spreads have 
widened modestly, the asymmetric return profile leaves 
credit less compelling than equities at this stage. In addition, 
we see scope for private credit investors to hedge exposures 
through more liquid public‑market instruments.

We removed our USD underweight during the escalation of 
the war, reflecting the US’s relative insulation from energy 
shocks, given its role as a major producer. That said, we 
continue to favor selective carry opportunities, particularly 
in BRL, which continues to offer attractive yield. 

Finally, while gold remains part of our Strategic Asset 
Allocation, we have shifted from overweight to neutral in 
Tactical Asset Allocation. Gold has become too correlated 
with risk assets to justify additional tactical exposure. We 
continue to see a structural case for higher central‑bank 
and private‑sector holdings over time, but we view this as  
a strategic allocation rather than a near‑term tactical trade.
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Asset class views
The chart below shows the views of our Asset Allocation team on overall asset class attractiveness for global equities, rates, 
and credit as of 24 March 2026. The rest of the ratings pertain to the relative attractiveness of certain regions within the 
asset classes of equities, bonds, credit and currencies. Because the Asset Class Views table does not include all asset classes, 
the net overall signal may be somewhat negative or positive.

Asset Class Relative weight UBS Asset Management's viewpoint

Global Equities Overweight We remain overweight global equities, supported by strong earnings and still solid growth.  
We prefer Japan and EM vs. Europe, Switzerland and Australia. 

US Neutral Earnings should remain strong in the US and fundamental backdrop is solid.  Cyclical strength 
supports continued earnings growth across sectors. 

Europe Underweight We are underweight European equities, as earnings growth remains weaker than other regions.  
We like European banks, which should benefit from strong earnings.

Japan Overweight We are overweight Japanese equities, which we believe should benefit from high domestic nominal 
GDP growth and improving earnings. More stimulative policy combined with a weak JPY may also 
support future earnings growth.

Emerging markets Overweight We are overweight EM equities as earnings are strong across most regions. The MSCI EM index is 
heavily weighted toward North Asian tech giants – which should still benefit from the AI capex 
cycle over the medium term. 

Global Government 
Bonds

Neutral We are neutral duration. Although we think US disinflationary forces are still intact (housing, 
wages), we acknowledge that stock–bond correlations have moved positively and see duration 
trading in line with risk assets for the time being. 

US Treasuries Neutral We expect continued core disinflation and mediocre employment to prompt a resumption of Fed 
cuts in 2H. Still, the positive stock-bond correlation limits the attractiveness of duration as long as 
oil risks are in focus. 

Bunds Underweight We are underweight bunds primarily to fund the gilts position. Both countries are major gas 
importers, yet the Bank of England has been repriced by significantly more than the ECB. With more 
fiscal stimulus in the EU, we think pricing should converge w/ UK.

Gilts Overweight We remain overweight gilts as we find valuations are attractive with the 10yr yield historically 
attractive. Very restrictive policy is being priced for the BoE which should eventually hamper growth 
and keep a lid on how much higher 10yr yields can go.

JGBs Neutral We are neutral on Japanese government bonds. Although the BoJ is likely to raise interest rates 
further, we expect it will act slowly, while carry costs of shorting JGBs are elevated due to the low 
BoJ policy rate.

Swiss Neutral We are neutral on Swiss bonds. While the domestic economy remains lackluster, valuations are 
expensive on a relative basis.

Global Credit Neutral Backward-looking fundamentals look strong amid low default rates and solid corporate earnings. 
That said, spreads at these levels still maintain an unattractive asymmetry, particularly as investors in 
private credit may hedge via public markets.

Investment Grade Credit Neutral IG spreads remain relatively tight, while earnings and balance sheets remain solid, helping limit 
downside risks. The US IG market must increasingly absorb supply related to AI capex financing 
needs.

High Yield Credit Neutral We expect spreads to remain range-bound amid rising but contained default rates. Investors 
interested in hedging private credit exposures may do so via more liquid public markets. 

EM Debt Hard Currency Neutral We are neutral on EMD in hard currency but overweight local currency EM debt, as we view policy 
rates as restrictive given current inflation levels; nevertheless, we remain attentive to the reaction 
function of EM central banks as they face possible inflation spillovers from the Iran conflict.

FX N/A1 N/A1

USD Neutral We upgraded our underweight USD position to neutral following the onset of the Middle East 
conflict. It serves as one of the few hedges for further escalation in the ongoing war. 

EUR Neutral We downgraded our overweight EUR position to neutral after war in the Middle East broke out due 
to the region’s sensitivity to energy prices. That said, we still favor long EUR against GBP, amid 
weakening UK employment data.

JPY Neutral We see 160 as a rough ceiling for USD/JPY given the current administration’s stated FX desires but 
would anticipate policy rates still have to converge further to the rest of the DM before the currency 
can appreciate durably.

CHF Neutral We are neutral on the CHF, as an expensive valuation and low yield are counteracted by strong 
balance of payment inflows.

EM FX Overweight We favor high carry EM currencies, including BRL, which offer high real interest rates and attractive 
valuations.

Commodities Neutral We have taken profits on gold as central bank purchases have slowed, and it has failed to hedge 
against rising geopolitical risks. We are neutral oil as risks are binary around the outlook for the 
partial reopening of the Strait of Hormuz. 

Source: UBS Asset Management Investment Solutions Macro Asset Allocation Strategy team as of 24 March 2026. Views are provided on the basis of a 3-12 month investment 
horizon, are not necessarily reflective of actual portfolio positioning, and are subject to change. 

1   N/A (consistency) was added for accessibility purposes. For FX, our view is shown according to its respective currencies (USD, EUR, JPY, CHF and EM FX).
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been prepared in line with the requirements of any jurisdiction 
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information obtained from sources believed to be reliable and in good 
faith. All such information and opinions are subject to change without 
notice. Care has been taken to ensure its accuracy but no 
responsibility is accepted for any errors or omissions herein. A number 
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and are considered “forward-looking statements.” Actual future 
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opinions expressed are a reflection of UBS Asset Management’s best 
judgment at the time this document was compiled, and any obligation 
to update or alter forward-looking statements as a result of new 
information, future events or otherwise is disclaimed. Furthermore, 
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nor are they intended to predict the future performance of any UBS 
Asset Management account, portfolio or fund.
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Services to Canadian persons for any strategy herein are provided by 
UBS Asset Management (Canada) Inc., a Nova Scotia corporation and 
a member of the UBS Asset Management business division of UBS 
AG, a publicly traded Swiss bank (NYSE: UBS). UBS Asset 
Management (Canada) Inc. is an indirect wholly-owned subsidiary of 
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Canadian securities law. This document can be distributed in Canada 
to Accredited Investors who qualify as Permitted Clients only. The 
investment or fund referred to in this presentation may be a 
connected or related issuer of UBS Asset Management (Canada) Inc. 
in connection with a distribution of the investment or fund to 
investors in Canada.
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For marketing and information purposes by UBS. 
Before investing in a product please read the latest prospectus and 
key information document carefully and thoroughly. Any decision to 
invest should take into account all the characteristics or objectives of 
the fund as described in its prospectus, or similar legal 
documentation. Investors are acquiring units or shares in a fund, and 
not in a given underlying asset such as building or shares of a 
company. The information and opinions contained in this document 
have been compiled or arrived at based upon information obtained 
from sources believed to be reliable and in good faith, but is not 
guaranteed as being accurate, nor is it a complete statement or 

summary of the securities, markets or developments referred to in the 
document. Members of the UBS Group may have a position in and 
may make a purchase and / or sale of any of the securities or other 
financial instruments mentioned in this document. Units of UBS funds 
mentioned herein may not be eligible for sale in all jurisdictions or to 
certain categories of investors and may not be offered, sold or  
delivered in the United States. The information mentioned herein is 
not intended to be construed as a solicitation or an offer to buy or sell 
any securities or related financial instruments. Past performance is not 
a reliable indicator of future results. The calculated performance takes 
all costs on the fund level into consideration (ongoing costs). The 
entry and exit costs, which would have a negative impact on the 
performance, are not taken into consideration. If whole or part of the 
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costs may increase or decrease as a result of currency and exchange 
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investor and which may change in the future. The details and opinions 
contained in this document are provided by UBS without any 
guarantee or warranty and are for the recipient's personal use and 
information purposes only. This document may not be reproduced, 
redistributed or republished for any purpose without the written 
permission of UBS Asset Management Switzerland AG or a local 
affiliated company. Source for all data and charts (if not indicated 
otherwise): UBS Asset Management. This document contains 
statements that constitute “forward-looking statements”, including, 
but not limited to, statements relating to our future business 
development. While these forward-looking statements represent our 
judgments and future expectations concerning the development of 
our business, a number of risks, uncertainties and other important 
factors could cause actual developments and results to differ 
materially from our expectations. A summary of investor rights in 
English can be found online at: ubs.com/funds-regulatoryinformation. 
More explanations of financial terms can be found at ubs.com/am-
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Australia 
Confidential. For Professional/Institutional Investors only. Not for 
Retail distribution. This document is intended to provide general 
information only and has been provided by UBS Asset Management 
(Australia) Ltd (ABN 31 003 146 290) (AFS Licence No. 222605). For 
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contents have not been reviewed by, delivered to or registered with 
any regulatory or other relevant authority in any jurisdiction. This 
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as an offer or invitation to the public, direct or indirect, to buy or sell 
securities. This document is intended for limited distribution and only 
to the extent permitted under applicable laws in any jurisdiction. No 
representations are made with respect to the eligibility of any 
recipients of this document to acquire interests in securities under the 
laws of any jurisdiction. Using, copying, redistributing or republishing 
any part of this document without prior written permission from UBS 
Asset Management is prohibited. Any statements made regarding 
investment performance objectives, risk and/or return targets shall 
not constitute a representation or warranty that such objectives or 
expectations will be achieved or risks are fully disclosed. The 
information and opinions contained in this document is based upon 
information obtained from sources believed to be reliable and in good 
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