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Strong earnings growth has gained further momentum

 

 
Source: Bloomberg 

 

As investors reconsider the potential winners and losers of the ongoing AI capex boom, the 
US stock market has recently experienced the biggest rotation out of growth and into value 
stocks since the launch of ChatGPT in November 2022 triggered a massive rally in 
technology stocks. The Philadelphia Semiconductor Index lost more than a quarter of its 
value within a matter of weeks, though it was still up by more than 50% at the end of July. 
Investors seem to be punishing companies that intend to increase their AI-related capex 
plans while rewarding those that are scaling back. Rising bond yields could provide some 
additional headwinds, particularly for growth stocks, as the Fed’s new reluctance to provide 
any forward guidance has led to a more uncertain rate path. 

Nevertheless, while the technology sector is facing a period of intense volatility, the overall 
market is holding up relatively well, with the S&P 500 only marginally below its peak and the 
equally weighted index reaching a new record high in the final days of July. The Q2 earnings 
reporting season is still in full swing, but with earnings growth close to 50% YoY and profit 
margins at record highs the stock market remains well supported. Both the actual earnings 
growth rate as well as the share of companies beating expectations are at the highest level in 
five years. 

Technology stocks and the AI boom remain the dominant topic in financial markets, but 
energy companies’ profits soared the most in Q2 thanks to the spike in the oil price triggered 
by the conflict in the Middle East. This is expected to revert to some degree if the situation 
de-escalates further, but strong earnings momentum is broad-based. Ten of the eleven 
sectors are reporting year-over-year growth. Eight of these ten sectors are reporting double-
digit growth, led by the energy, communication services, consumer discretionary, information 
technology, and materials sectors. On the other hand, the health care sector is the only 
sector reporting a year-over-year decline in earnings. Interestingly, analysts raised their 
earnings estimates for S&P 500 companies for Q3 2026 during the month of July. 
Historically, this is rather unusual at this point of the reporting cycle and a pattern that has 
mostly emerged in recent quarters only, showing that analysts have consistently 
underestimated the strong earnings momentum. 

Market Assessment 

Key developments 

 Economic growth is robust, 
supported by improving services 
and solid industrial activity 

 Government bond yields are 
rising as inflation rates remain 
elevated, and the Fed’s uncertain 
rate path pushes up the risk 
premium 

 The MSCI World is close to its 
record high as earnings 
momentum picks up steam in the 
US 

Zurich’s view 

The flare-up of new hostilities in the 
Middle East triggered a wave of 
volatility in financial markets as 
investors were reminded that the 
conflict has not been solved yet. 
With inflation still elevated, central 
banks remain watchful, and 
communication has turned more 
hawkish. The Fed’s new reluctance 
to communicate has added another 
layer of uncertainty, leading to a 
substantial rise in longer-term bond 
yields as investors are increasing the 
risk premia to hold government 
bonds. Meanwhile, global growth is 
holding up, supported by solid 
consumer spending and a 
continuation of the strong AI capex 
boom. 

Despite the increasing volatility, 
markets have been holding up 
relatively well, supported by strong 
earnings momentum. Overall, 
fundamentals remain supportive for 
stocks, and sector rotation shows 
rationality on the part of investors. 
We continue to favour equities. 
Credit upside remains constrained, 
while government bonds are trading 
at the upper end of their recent 
range. 
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 Key developments Zurich’s view 

Global  Regional PMIs show robust growth 
momentum 

 Major central banks remain on hold 
but are keeping an eye on inflation 
risks 

 Geopolitical tensions, energy costs, 
and elevated real yields provide 
some headwinds 

The global economy entered Q3 with improving business momentum. 
July Flash PMIs showed expansion across all major developed 
markets: the Eurozone Composite PMI rose to 51.9, the strongest in 
five months, while the US reached 53.6, an eight-month high, and 
Japan’s PMI rose to 53.1. Despite firmer growth signals, the rebound 
in energy prices triggered by the re-escalation of the Middle East 
crisis could cause some headwinds if it persists, further exacerbated 
by higher real yields. Central banks are keeping a watchful eye on 
inflation risks, but spillovers remain limited so far. Overall, the outlook 
points to moderate but resilient global growth, supported by AI-
related investment, while geopolitical tensions, energy costs, and 
tighter financial conditions remain the main downside risks. 

US  Business activity picks up at the 
beginning of Q3 

 The Fed keeps rates on hold, but 
three members voted for a rate hike 

 30yr Treasury yields rise to the 
highest level in almost two decades 

Business activity growth accelerated to an eight-month high in July. 
The improvement was driven by services while manufacturing growth 
slowed. Headline inflation slowed markedly in June as energy prices 
tanked, but the re-escalation in the Middle East could drive prices up 
again. The Fed kept rates on hold, but three members of the FOMC 
dissented in favour of a rate hike as inflation rates remain elevated. 
The rebound in energy prices paired with the Fed’s decision to remain 
on hold pushed up longer-term bond yields, with 30yr Treasury yields 
rising to the highest level in almost two decades. The US stock market 
has underperformed many of its peers in July as investors are shifting 
their exposure out of technology stocks into more defensive sectors. 

UK  Andy Burnham becomes the new 
Prime Minister 

 Headline inflation slows to 2.6% 
YoY in June 

 The FTSE 100 reaches a new 
record high in July 

Andy Burnham became the new Prime Minister and appointed John 
Healey as his Chancellor. While fiscal leeway remains limited, Healey’s 
appointment can be seen as signal of higher defence spending in the 
future. Meanwhile, the economy is holding up, with the Composite 
PMI picking up from 49.3 to 52.1, driven both by stronger 
manufacturing and services activity. Consumers are also in a better 
shape, with consumer sentiment improving to the highest level since 
January. Headline inflation slowed to 2.6% YoY in June from 2.8% YoY 
the month before, helped by a substantial fall in energy prices. The 
FTSE 100 reached a new record high in July, outperforming most of 
its peers as investors rotate away from technology stocks into more 
defensive sectors. 

Eurozone  Economic activity indicators have 
improved but are still signalling slow 
growth 

 The ECB does not hike in July, but 
is likely to in September unless 
energy prices fall  

 Financial markets have been 
volatile, with bond yields breaking 
cycle highs 

The price of oil has risen again, while natural gas prices are at their 
highest level since the US-Iran conflict began. If current prices persist, 
inflation will likely increase again this year, increasing the likelihood 
that the ECB will hike in September. However, underlying inflation 
pressure is still contained at the moment due to the weak wage 
growth outlook. We think this will prevent a considerable tightening 
cycle and see risks skewed towards cuts in 2027. Bond yields have 
reached new highs, but we like European bonds vs peers. European 
equity markets have benefitted from a rotation away from tech, but we 
expect them to lag from here. 

Japan  Growth momentum remains solid, 
supported by resilient activity 
indicators 

 The BoJ holds its policy rate at 1%, 
reiterating its gradual normalisation 
path 

 Equity earnings momentum remains 
robust, though markets are plagued 
by volatility 

Japan's economy has been showing encouraging momentum. Retail 
sales, industrial production, and exports all pointed to positive Q2 
GDP growth, while inflation held below 2%, cushioned by government 
subsidies. The Bank of Japan kept policy on hold while remaining 
cautious towards inflation. The yen has traded above 160 for weeks 
before FX intervention brought it down by more than 3%. Equity 
markets have told a turbulent story: the tech-heavy Nikkei swung 
sharply, while the broader TOPIX proved steadier. Fundamentally, 
robust demand for semiconductor equipment, earnings underpinned 
by data-centre infrastructure, and higher interest rates supported 
financials. Near term, however, the global AI rout will likely keep 
volatility alive. 
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 Key developments Zurich’s view 

China  Q2 GDP rises 4.3% YoY, just 
missing the government's target 

 The Politburo’s July meeting strikes 
a supportive tone, backing 
consumption and faster local fiscal 
spending 

 Equity rotations gain traction, with 
onshore AI names under pressure 
and offshore stocks recovering on 
improved inflows 

China's economic backdrop remained soft despite ongoing robust 
exports. Q2 GDP growth slowed to 4.3% YoY, below the government's 
target, with weak credit, tighter fiscal conditions, and subdued private 
consumption. Encouragingly, the Politburo acknowledged the current 
weakness and signalled a more supportive stance at its July meeting, 
emphasising support for consumption and faster fiscal deployment 
rather than fresh stimulus. H-share laggards began a meaningful 
recovery while onshore investors rotated out of crowded domestic AI 
names, prompting state-backed funds to step in and stabilise the 
market. Given the global AI rout, H-shares should have scope for 
further short-term outperformance. Medium term, however, we expect 
the gap between A-shares and H-shares to close again. 

Australia  Activity data surprise to the upside, 
with sentiment picking up 

 Inflation eases to 3.8% YoY but 
remains above the RBA’s target 

 Equities recover ground, though 
price action stays within range 

Australian data delivered a string of upside surprises in July. The July 
ISM print pushed well into expansionary territory above 50, while June 
employment beat expectations, with the prior month revised higher. 
NAB and Westpac surveys added to the positive tone, showing gains 
in business confidence and conditions as well as consumer sentiment. 
The inflation picture was more nuanced: June headline CPI eased 
0.1% MoM, and the annualised rate dipped 0.2% to 3.8% YoY. While 
still comfortably above the RBA's target, it arguably buys the central 
bank some breathing room ahead of the August 11 meeting to assess 
the inflation outlook. Meanwhile, Australian equities rebounded amid 
rotations out of AI names in Asia but remained confined to recent 
trading ranges. 

India  Macro indicators show mixed 
signals, with inflation ticking higher  

 The rupee and bonds stabilise on 
improved capital flows 

 Equities remain resilient within a 
range, cushioned from Asia's AI 
sell-off 

In India, headline CPI edged up from 3.9% to 4.4% in June, while the 
merchandise trade deficit widened to USD 30.4bn on stronger crude 
oil and gold imports. After an earlier bout of large foreign outflows 
weighed on the currency, the rupee stabilised as capital inflows 
improved. The RBI's measures to incentivise inflows into domestic 
markets appear to have contributed, though much of the recovery 
reflected investors' calmer reads on recent Middle East 
developments. Government bonds benefited from an improved 
appetite for Indian assets more broadly. Meanwhile, Indian stocks held 
up well, largely shielded from the AI-driven sell-offs seen elsewhere in 
Asia, and supported by better-than-expected Q1FY27 earnings and 
sustained domestic inflows. 

LatAm  USMCA renegotiation ends without 
renewal, keeping the trade 
framework intact but prolonging 
uncertainty through annual reviews 

 Chile’s pro-investment bill clears a 
key legislative hurdle  

 LatAm equities outperform global 
markets in July, supported by a 
Brazilian rebound, particularly in 
energy stocks 

The USMCA review ended without a new 16-year extension after the 
US declined renewal. Although the current agreement remains fully in 
force, preserving Mexico’s preferential access to the US market, 
annual reviews are likely to prolong uncertainty. Chile’s pro-investment 
bill cleared a major legislative hurdle in July, marking a clear shift 
toward a more investment-friendly agenda. LatAm equities rebounded 
last month, outperforming global markets. Brazil led the recovery as 
foreign selling eased and renewed Middle East tensions fuelled a rally 
in energy stocks. Still, fragile flows and rising electoral volatility 
support a neutral stance on Brazil. We continue to favour Chilean over 
Mexican equities, given a clearer path toward stronger fundamentals 
under Chile’s pro-investment agenda. 



Appendix 1

Valuation snapshot (MSCI Indices)
Current trailing valuations

Current trailing valuations relative to MSCI world

Source: Bloomberg

Overbought / Oversold*
* Overbought / Oversold = 14D RSI is above 70 / below 30

Source: Bloomberg



Appendix 2
Earnings estimates - Full fiscal year

Source: Bloomberg

Historical margins

Source: Bloomberg



Appendix 3

Yield Curve Steepness (10yr - 2yr)

Source: Bloomberg

Credit Markets (US & Europe)

Source: Bloomberg



Appendix 4
Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg



Appendix 5

Economic Data

* Trend = Mean last 3m - Mean previous 3m

Source: Bloomberg

Spread Snapshot (Generic Government Yield 10yr, bps)
Spread over US Treasuries (bps) Spread over German Bund (bps)

Source: Bloomberg
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Disclaimer and cautionary statement 

This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed 
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to 
change without notice. 

This publication has been produced solely for informational purposes. The analysis contained 
and opinions expressed herein are based on numerous assumptions concerning anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties 
and contingencies. Different assumptions could result in materially different conclusions.  
All information contained in this publication have been compiled and obtained from sources 
believed to be reliable and credible but no representation or warranty, express or implied,  
is made by Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their 
accuracy or completeness.  

Opinions expressed and analyses contained herein might differ from or be contrary to those 
expressed by other Group functions or contained in other documents of the Group, as a result 
of using different assumptions and/or criteria. 

The Group may buy, sell, cover or otherwise change the nature, form or amount of its 
investments, including any investments identified in this publication, without further notice for 
any reason.  

This publication is not intended to be legal, underwriting, financial investment or any other type 
of professional advice. No content in this publication constitutes a recommendation that any 
particular investment, security, transaction or investment strategy is suitable for any specific 
person. The content in this publication is not designed to meet any one’s personal situation. 
The Group hereby disclaims any duty to update any information in this publication. 

Persons requiring advice should consult an independent adviser (the Group does not provide 
investment or personalized advice). 

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon 
publication. Certain statements in this publication are forward-looking statements, including, 
but not limited to, statements that are predictions of or indicate future events, trends, plans, 
developments or objectives. Undue reliance should not be placed on such statements 
because, by their nature, they are subject to known and unknown risks and uncertainties and 
can be affected by other factors that could cause actual results, developments and plans and 
objectives to differ materially from those expressed or implied in the forward-looking 
statements. 

The subject matter of this publication is also not tied to any specific insurance product nor will  
it ensure coverage under any insurance policy. 

This publication may not be reproduced either in whole, or in part, without prior written 
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither 
Zurich Insurance Group Ltd nor any of its subsidiaries accept liability for any loss arising from 
the use or distribution of publication. This publication is for distribution only under such 
circumstances as may be permitted by applicable law and regulations. This publication does 
not constitute an offer or an invitation for the sale or purchase of securities in any jurisdiction. 

 


	2026_08_Monthly Investment Insights_Text.pdf (p.1-4)
	Appendix Aug-2026.pdf (p.5-9)

