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A reshuffling
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Historically, US midterm election years have been more challenging for investors with 
increased volatility and lower average returns, particularly up until the actual election in 
November after which markets have shown a decent performance into year-end on average. 
January 2026 certainly did live up to the historical evidence. Following the new record high 
early in the month, equity markets suffered a short sharp dip only to come back with more 
fervour to reach yet another all-time high at the end of the month. This is remarkable given 
everything that was thrown at investors within a just a few weeks: rising tensions around 
Greenland paired with new tariff threats against a range of European countries, the build-up 
of US forces in the Middle East for potential strikes against Iran, another sharp sell-off in 
Japanese government bonds on renewed fiscal concerns, the rising risk of another US 
government shutdown and the US dollar falling to the lowest level in years. 

Investors have mostly been looking through the news flow because fundamentals remain 
supportive for equities. Economic growth in the US is expected to be robust, particularly in 
the first half of the year, helped by a significant fiscal boost in the coming months. The 
average profit margin of all the S&P 500 companies is close to the highest ever and 
corporate earnings keep growing at a solid pace. The reporting season is still gathering 
steam, but early signs point at another quarter with positive surprises and double-digit 
earnings growth. Nevertheless, investors are increasingly differentiating between sectors and 
companies as shown by the different stock price reactions in the aftermath of Meta’s and 
Microsoft’s earnings releases. Solid earnings growth is expected to be the main driver of 
equity performance this year as valuations are unlikely to expand much further and interest 
rates are not expected to fall significantly to provide additional support. Materials, energy and 
industrials have been important drivers of recent stock market gains while the technology 
sector has been consolidating following the strong run in the aftermath of ‘liberation day’. The 
rotation in leadership is also clearly visible in smaller capitalised companies handsomely 
outperforming their larger peers since the beginning of the year. At the same time, investor 
sentiment is positive but not exuberant and market setbacks are being used as a buying 
opportunity, indicating that positioning is not extreme either.  

2026 is unlikely to be an exception when it comes to higher volatility in an election year. 
Nevertheless, given the benign growth and earnings environment, potential market setbacks 
can still be considered a buying opportunity. 

Market Assessment 

Key developments 

 Global growth is robust, with 
solid investment spending and 
contained inflation 

 Japan suffers a sharp sell-off in 
JGBs on renewed fiscal 
concerns 

 Equity markets remain well 
supported, with investors rotating 
between regions and across 
sectors 

Zurich’s view 

Markets had a choppy start into the 
new year, influenced by growing 
geopolitical tensions, rising bond 
yields triggered by fiscal worries in 
Japan, and the US dollar weakening 
to the lowest level in years as 
investors scrutinise the US 
administration’s latest policy 
initiatives. At the same time, however, 
global growth remains robust and the 
outlook for corporate earnings is 
solid. While we expect elevated 
volatility as we approach the US 
midterm elections, equities remain 
our preferred asset class. Sector 
rotation and more selective investors 
are a healthy development, 
broadening out the stock market rally 
and reducing the concentration risk 
that has been building up in the 
aftermath of ‘liberation day’.  

Bond markets reflect economic 
fundamentals and appear to be 
rangebound with the exception of 
Japan where fiscal concerns are a 
potential headwind for government 
bonds. Credit markets are likely to 
hold in for the short-term, but risk 
reward continues to build negatively. 

 

 

 

Monthly 
Investment Insights 
3 February 2026 



 

 2 

 Key developments Zurich’s view 

Global  Economic activity remains resilient, 
supported by fiscal and monetary 
easing and robust capex spending 

 Inflation has been contained with 
further declines expected, though 
AI and tech related input price 
pressures are emerging 

 The global rate cutting cycle is 
approaching its end, though some 
further rate cuts should be 
forthcoming 

Despite the unpredictable geopolitical backdrop, the global economy 
remains robust. The Flash PMIs point to solid growth in early 2026, 
supported by fiscal and monetary easing and strong AI and defence 
spending. Global trade remains on an uptrack despite tariffs, boosted 
by surging tech related exports in Asia. Inflation data have been 
constructive globally, with further declines in inflation reflecting both 
softening services dynamics and disinflationary goods prices. While 
further progress is expected, price pressures around the AI and 
technology buildout are emerging, reflecting surging demand for key 
components in combination with constrained supply. This poses a risk 
to the relatively benign inflation outlook and warrants continued 
vigilance from central banks. 

US  Services activity picks up, with 
strong new orders and employment 

 The Fed remains on hold as inflation 
rates are still elevated 

 Stocks were up in January with 
smaller companies doing 
particularly well 

The US economy remains in good shape according to the latest batch 
of economic data. The outlook for manufacturing is improving and 
services activity has picked up, with strong new orders and 
employment expanding for the first time since May 2025 based on the 
latest ISM survey. Inflation rates held steady at the end of 2025, but 
price pressure remains elevated, and a pickup in trimmed mean 
measures shows that the Fed will have to proceed with caution. This is 
also emphasised by both longer term inflation expectations and 
Treasury yields rising to the highest since last summer in recent 
weeks. Meanwhile, stocks had a rather volatile start into the new year, 
but most indices ended January in positive territory, with smaller cap 
stocks doing particularly well given the solid economic background. 

UK  Business activity picks up markedly 
at the beginning of the year 

 Inflation rates remain elevated, but 
are expected to fall over the course 
of the year 

 Smaller cap stocks outperform their 
larger peers as the domestic growth 
picture improves 

Business surveys show that the UK economy enjoyed a solid increase 
in output levels at the start of 2026, with the Composite PMI rising to 
the highest level in almost two years. Services activity was the main 
driver of the expansion, but manufacturing also picked up to a level 
not seen since August 2024. Meanwhile, the labour market continues 
to show signs of weakness, with the unemployment rate remaining at 
5.1%. 10yr gilt yields briefly dipped to the lowest in more than a year 
before rebounding as inflation rates remained elevated at the 
beginning of 2026. UK equities enjoyed a good start into the new year, 
supported by a benign global environment. Helped by a stronger 
domestic growth picture, smaller capitalised stocks handsomely 
outperformed their larger peers in January. 

Eurozone  There is growing evidence of an 
economic recovery in Germany 

 In France, the budget is adopted, 
but political stability is likely fleeting 

 Equities start the year strongly, lead 
by Energy, Industrials and Utilities 

US-EU trade tensions escalated and receded in record time over 
Greenland. Despite a truce, and a deal with Mercosur, the reality is that 
trade is likely to be a drag on growth this year. At the moment, 
however, German economic activity is showing clear signs of 
improvement. PMI activity indicators accelerated markedly in January, 
although other measures like the ifo were more muted. Structural 
issues clearly remain in international manufacturing competitiveness, 
but domestic orders are surging. By contrast, French data have been 
disappointing, with PMIs in contractionary territory. The bond market 
reacted positively to PM Lecornu passing a budget, although an 
extension of supposedly one-off corporate taxes hurts French-
domiciled equities. Political stability is fragile, as is the fiscal situation. 

Switzerland  Economic activity begins to improve 
as external headwinds diminish, 
though the manufacturing sector 
remains under pressure 

 Inflation weakness is set to persist, 
though a return to broadbased 
deflation remains unlikely  

 The SNB is expected to keep rates 
unchanged, despite inflation 
weakness 

Economic activity remains subdued, though the latest data suggest 
that growth momentum has started to recover. The Manufacturing PMI 
marked stronger orders and output dynamics in January while services 
activity has bounced following weakness in H2 last year. A key driver is 
the reduction of US tariffs in Q4, but improving economic activity in 
the Eurozone, which remains the key trading partner for Switzerland, is 
also important. Inflation is notably weak, with producer prices in 
deflation and a lack of upward pressure on consumer prices. 
Furthermore, the strong franc is set to amplify the weak dynamics in 
coming months. While we do not anticipate any further rate cuts from 
the SNB, risk to the rate outlook remains to the downside. 
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 Key developments Zurich’s view 

Japan  Snap election announcement 
triggers sharp moves in JGB yields 
and the yen 

 The Bank of Japan keeps rates 
unchanged but also maintains a 
hawkish tone 

 Equities remain volatile due to 
election uncertainty and FX 
fluctuations 

The currency and bond markets saw wild moves following PM 
Takaichi’s surprise announcement of a snap election on February 8. 
Long dated JGB yields jumped, with 10-, 30- and 40 year bonds now 
at 2.2%, 3.6% and nearly 4%, levels unthinkable just years ago. The 
JPY/USD traded close to 160 before verbal intervention by Japanese 
authorities triggered an unwind of crowded JPY shorts, strengthening 
the yen notably. We expect volatility to remain until the election 
outcome. Mounting pressure on JGB yields, coupled with fresh JPY 
volatility, makes additional BoJ tightening increasingly likely near term. 
We expect the BoJ to have raised rates by 50bps in total by year end. 
Equity earnings, especially in banking, remain strong. We are medium 
term constructive but near term cautious given election uncertainty. 

China  Domestic momentum remains weak, 
with the property slump dragging on 
confidence and investment 

 Export strength, supported by 
China’s role in key global supply 
chains, is helping to cushion 
domestic softness 

 Equity valuations are attractive, with 
resilience in AI, renewables, and 
selective consumer names 

Momentum on the domestic front is weak as the ongoing property 
sector slump continues to weigh on consumer confidence. Retail 
sales have slowed notably and investment has contracted. But this 
softness is partly cushioned by strong exports, which are supported 
by China’s dominant position in global supply chains in everything 
from critical minerals to batteries, EVs, and solar panels. Policy is likely 
to remain supportive, with targeted fiscal measures and selective 
monetary easing aimed at stabilising the property market and shoring 
up confidence; however, we expect the scale to remain modest. Equity 
valuations remain attractive, but near term performance will hinge on 
incremental policy catalysts. AI infrastructure, renewable supply 
chains, and selective consumer names will likely be resilient. 

Australia  December sees strong jobs growth 

 The RBA hikes rates by 25bps 

 The AUD/USD exchange rate is 
pushing to fresh highs 

Recent economic data releases have underscored the narrative that 
the rate cut cycle is over. Inflation has remained stubbornly high, with 
the December print rising 3.8% YoY, whilst on the jobs front, full-time 
employment grew very strongly, rising by 55,000 for the traditionally 
quiet month of December. The RBA hiked rates by 25bps at its 
meeting in early February, a stark reversal from the start of December 
when the market was pricing a rate cut. The appreciating AUD/USD 
exchange rate is in part a reflection of expectations for a widening 
interest rate differential to US rates as much as it is a reflection of a 
global weakening trend for the US dollar. The Australian dollar is now 
at levels not seen since June 2022, and has risen 5% YTD relative to 
the US dollar. 

India  Inflation remains weak while growth 
momentum stays strong 

 The government budget is 
projecting a fiscal deficit of 4.3% of 
GDP for FY27 

 Persistent rupee weakness 
underscores external pressure and 
keeps FX intervention in focus 

Consumer price inflation ticked up modestly in December, with 
headline CPI around 1.3% YoY, still well below the Reserve Bank’s 
comfort threshold but edging up from near record lows. The central 
government budget signals a balanced stance, with a fiscal deficit for 
FY27 of 4.3% of GDP, which appears credible. Despite decent growth 
momentum and a supportive policy backdrop, India’s assets remain 
unloved by investors, with foreign outflows weakening the currency 
further. Bond yields edged higher as Bloomberg postponed inclusion 
of Indian debt in its Global Aggregate Index while equities have 
become a major regional underperformer. We think the recent moves 
look overdone and equity performance should gradually recover, 
reflecting a strong growth backdrop and looser monetary policy. 

LatAm  Inflation wrapped up 2025 on a 
constructive note across LatAm 

 Brazil’s Central Bank held the Selic 
rate steady, but signalled an easing 
cycle starting in March  

 LatAm equities opened 2026 
strong, supported by renewed 
foreign inflows, a softer USD, and 
favourable terms of trade 

Mexico and Brazil’s December inflation prints were within their 
respective central bank’s tolerance bands, while Chile is on track to 
reach its 3% target as early as Q1 2026. As expected, Brazil’s Central 
Bank kept the Selic rate unchanged at its January meeting. However, 
the Committee provided explicit forward guidance that the easing 
cycle is set to begin in March, provided the baseline scenario 
materializes. LatAm equities opened the year with solid momentum. 
We remain constructive on the region, with Brazilian equities offering 
the greatest upside given the substantial monetary easing cushion 
ahead. While the October presidential election will add volatility, rising 
support for opposition candidates suggests a competitive race, with 
politics likely becoming a key market driver later in the year. 



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_02_Monthly Investment Insights_Text.pdf (p.1-4)
	Appendix Feb-2026.pdf (p.5-9)

