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Summary

Over the second quarter of 2026, the MSCI ACWI Index, a 
representative measure of global equities across developed 
and emerging markets, added 14.2% in sterling terms. Asia 
Pacific, emerging markets and the US led the way, with most 
other regions also performing robustly. Growth stocks were 
strongest as a group over the second quarter, but value-
oriented stocks also made headway. Equity markets were 
positively influenced by an easing of tensions in the Middle 
East, notable strength in some AI capex-related stocks and 
improving corporate earnings growth estimates. In fixed 
income, the ICE BofA Global Government Index declined 0.5% 
in sterling terms but gained 0.7% in local terms. Sterling was 
broadly flat against the US dollar but rose against the euro.  

Crude oil futures prices declined sharply as oil supplies started 
to improve through the Straits of Hormuz. 

UK equities 

The FTSE 100 Index, a commonly used representative 
benchmark of the UK’s largest equities, moved 4.0% higher. 
Meanwhile, the FTSE All Share Index was up 4.7%, as mid-

cap stocks outperformed larger names. The UK market trailed 
the rise in other markets as lack of exposure to technology 
stocks hindered the performance of the large caps. There was 
also some political uncertainty as Prime Minister Keir Starmer 
resigned. The Bank of England’s Monetary Policy Committee 
kept rates on hold over the period. In its June policy meeting, 
two of the nine rate-setters voted for an interest rate rise. 
Overall, there was some caution about the possibility of 
elevated inflation being persistent and spilling over to affect 
wages. However, over the course of June, the market started 
to anticipate fewer rate hikes over the coming year as energy 
prices retreated. Meanwhile, the UK’s annual inflation rate 
slowed to 2.8% in April and May, from 3.3% in March, in part 
due to the energy regulator’s price cap change in April. The UK 
manufacturing Purchasing Managers’ Index (PMI) remained in 
expansionary territory over the quarter, with the preliminary 
reading for June down slightly on the previous month’s figure. 
The UK services sector PMI dipped into contraction during the 
quarter and the preliminary reading for June showed a further 
weakening on soft new orders and exports. Note that a PMI 
reading over 50 indicates that the manufacturing or services 
sectors are likely to be expanding.
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Europe equities

The MSCI Europe ex UK Index gained 12.3% in sterling terms. The 
Netherlands, Spain, Switzerland and France were among the strongest 
markets in local currency terms. The European Central Bank (ECB) increased 
interest rates by 25 basis points (bps) in June as it looked to curb inflation. 
The ECB also nudged down its annual gross domestic product (GDP) growth 
forecasts for the euro area from 0.9% to 0.8% expansion for 2026. During 
the first quarter, GDP growth contracted by 0.2% on the previous quarter, 
with Ireland a notably weak component. On an annual basis, GDP growth 
to end-March softened to 0.3% year-on-year (y/y), from 1.2% in the previous 
reading. Following a rise in inflation over the first quarter, eurozone consumer 
prices continued to rise in the second quarter, with May’s reading coming 
in at 3.2%. Eurozone manufacturing PMI continued to expand but readings 
softened as the quarter progressed. Meanwhile, the services PMI remained in 
contractionary territory.

Economic and Political BackdropLooking back: market review Q2 2026 (continued)

US equities

In US equities, the S&P 500 Index increased 14.4% in sterling terms. The Nasdaq Composite Index, which has a growth focus, rose 
20.8%. US stocks benefited from strength in growth-oriented sectors. The Federal Reserve (Fed) held rates steady at its meetings 
in April and June. Minutes from the monetary policy meeting in April signalled the potential for a tighter policy stance if inflation 
was to persist. June was the first monetary policy meeting presided over by the new Chair Kevin Warsh, who flagged the Fed will 
no longer provide forward guidance on interest rates. Annual inflation stepped up to 4.2% by May, having been as low as 2.4% in 
February, as gasoline and fuel oil costs impacted the data series. Non-farm payrolls slowed over the quarter, with the June reading 
hitting 57K new hires, which was below expectations and down from the revised figure of 129K in May, as the hospitality and 
leisure segment weakened. The unemployment rate dipped from 4.3% in May to 4.2% in June. The US manufacturing PMI remained 
in expansionary territory over the quarter. 
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Looking back: market review Q2 2026 (continued)

Japan equities

Japan’s equities, as measured by the MSCI Japan Index, added 13.5% 
in sterling terms and 16.7% in yen terms The yen weakened against 
both the US dollar and sterling over the second quarter, despite 
supportive currency-market intervention by Japan’s authorities at 
the end of April. Yen weakness continued to boost the country’s 
exporters. The Bank of Japan (BoJ) upped its key interest rate by 25 
bps to 1.0%, as seven of the eight policymakers that voted opted 
for a hike, against a backdrop of further inflation risks. However, 
annual inflation was little changed over the quarter and remained 
below the central bank’s target level of 2%. The manufacturing PMI 
was in robust expansionary territory. Meanwhile, the services PMI 
recorded an expansion in June’s preliminary reading, rebounding 
from the cusp of contraction in May. 

Emerging market equities

The MSCI Emerging Markets Index grew 23.3% in sterling terms. Korea, Taiwan and India were among the main gainers, 
while China and Brazil declined in local currency terms. Taiwan and Korea made strong gains and their main stock markets 
hit record highs helped by demand for semiconductor and other technology hardware companies. The Bank of Korea 
kept interest rates put at 2.5%, though the won weakened somewhat and inflation edged up to 3.1% by May, taking it 
further above the central bank’s 2% target level. The country’s annual GDP growth expanded 3.8% year-on-year in the 
first quarter, helped by private consumption and government funding. In India, the central bank kept rates at 5.25% as it 
balanced ongoing currency weakness, as well as both growth and inflation worries. The central bank trimmed its growth 
forecasts for the FY2026-2027 from 6.9%y/y to 6.6% y/y, though the country’s calendar first-quarter 2026 GDP grew 7.8% 
y/y. India’s inflation had stepped up from 0.25% in October 2025 and by May had hit 3.93%, its seventh successive month of 
acceleration, led in part by food inflation. Brazil’s weakness was due in part to softness in energy companies. Inflation rose 
for three readings in succession to reach 4.72% by period-end. Despite this rising inflationary pressure, the country’s central 
bank introduced two interest rate cuts during the quarter amid general economic uncertainty. 
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Looking back: market review Q2 2026 (continued)

Asia Pacific equities

The MSCI AC Pacific ex Japan Index increased 26.0%. At the 
country level, Korea, Taiwan and India were among the main 
gainers, while China declined in local currency terms. China’s 
weakness was partly due to weakness in equity sectors such as 
automotives. China’s GDP growth improved to 5.0% y/y in the 
first quarter, coming in above market expectations for 4.8%, 
helped by exports. Industrial production posted a reading of 
4.5% y/y in May, an improvement on the previous month and 
above market expectations. Exports came in with better-than-
expected growth of 19.4% y/y in May amid potential ongoing 
stockpiling on worries about supply chains. Imports remained 
elevated, with growth of 27.4% y/y in May, helped by demand 
for semiconductors and hardware components. In Indonesia, 
rates increased in three increments over the quarter, jumping 
from 4.75% to 5.75%, to help support the rupiah and combat 
price rises. Australia’s benchmark interest rate was increased in 
the central bank’s third hike this year given inflation concerns. 
However, inflation softened somewhat, from 4.6% in March to 
hit 4.2% and 4.0% in April and May, respectively. 

Bonds 

In the second quarter, fixed income market returns were 
mixed. The 10-year US Treasury yield moved up (prices fell) 
from 4.31% at the start of the quarter to 4.42% by end-June. 
There was a large yield spike in the middle of the period, as 
inflationary pressures influenced activity. However, hopes of 
a ceasefire in the Middle East and softening oil prices helped 
bring the yield down as the period progressed. The UK’s 10-
year yield fell (prices rose) as weaker growth sentiment and 
falling inflation led to reduced expectations of rate hikes in the 
near term. Local elections led to volatility in the middle of the 
quarter, and political issues continued with the resignation of 
Keir Starmer in June. Japanese government bond yields rose 
against the backdrop of the central bank’s ongoing monetary 
policy normalisation. In credit, spreads narrowed in high yield 
and investment grade on reduced risk sentiment as softer 
inflation led to reduced expectations of central bank rate 
hikes in the coming months. Emerging market debt also gained 
ground helped by an easing of inflation worries.

Average total returns of funds in IA equity sectors over 
5 years to July 2026 (in UK sterling terms)

Average total returns of funds in IA bond sectors over 
5 years to July 2026 (in UK sterling terms)

Source: FE fundinfo (31/06/2021-30/06/2026). Past performance is not 
a reliable indicator of future results. The value of investments, and the 
income from them, may fall as well as rise. Investors may not receive  
back the full amount originally invested.*

Source: FE fundinfo (31/06/2021-30/06/2026). Past performance is not 
a reliable indicator of future results. The value of investments, and the 
income from them, may fall as well as rise. Investors may not receive  
back the full amount originally invested.*

* These graphs reflect the average performances of funds that feature in 
different IA (Investment Association) sectors. The performances are in 
sterling terms, which means that the effects of changes in the value of 
sterling versus other currencies are incorporated in the performance figures. 
Performances are calculated on a bid to bid basis, which means that any 
costs associated with the purchase or sale of shares/units are not included.

All index data are shown in total return sterling. Source: FE Analytic
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Looking forward: outlook as at end June 2026

After another strong run during the second quarter, 
we believe equities are relatively fully valued. Though 
equity market volatility reduced somewhat after its 
spike in the first quarter, we believe short-term volatility 
is likely to remain an ongoing feature of equity markets 
during the coming quarters given elevated valuations, 
market concentration, and the potential for geopolitical 
or monetary policy uncertainty to recur. In our view, it 
is important to have a spread of geographical equity 
market exposure, while continuing to monitor risks. 

In fixed income, inflation risk has waned somewhat in 
recent weeks as energy prices have retreated, which 
could provide support for government bonds in the 
short term. We believe in holding a diversified blend of 
government bonds and credit, in different geographies 
and with different characteristics, and which can 
continue to provide income-generation benefits. 

UK equities

Although UK equities rose, the market trailed the rise in 
global equities during the second quarter, as the UK’s 
lack of growth-related stocks held it back. Therefore, 
the UK remains relatively attractive on valuation 
grounds. The broad international revenue exposures of 
leading UK-listed companies, relatively high dividend 
yields and its diversification benefits, given its distinct 
sector composition, add to its current attractions, in 
our view. 

US equities

Relatively elevated US valuations have expanded 
further, and market leadership has remained 
concentrated in growth-related sectors. Sentiment 
around the AI capital expenditure build cycle will 
remain a dominant focus in the coming quarters. 
Further out, we believe diversification into other regions 
may prove beneficial as US returns could wane over the 
longer term.

Though we manage funds for the 
long term, here are our thoughts on 
markets as we look forward over 
the coming quarters.
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Looking forward: outlook as at end June 2026 (continued)

European equities 

The European Central Bank has started raising interest rates 
given inflation worries. Though valuations are relatively 
attractive, the continent’s equity-sector exposure to 
geopolitical risk and its lacklustre shorter- and longer-term 
economic growth prospects detract from the investment case. 

Japanese equities

Japan’s stocks have benefited from positivity around politics 
and longer-term structural reforms, and exporters have been 
given a boost by yen weakness. Japan is supported by near-
term earnings strength and its distinct economic, policy and 
market drivers. However, valuation levels are relatively full, and 
longer-term growth prospects are less compelling. 

Asia/Emerging Markets

Valuations remain relatively attractive in our view, though 
certain country-level markets have perhaps overextended 
in recent months. However, longer-term economic growth 
potential, demographic and structural tailwinds make emerging 
markets one of the more attractive regions further out. 

Developed Market Government Bonds 

The spike in energy prices on the back of the conflict in the 
Middle East has dissipated and inflation risks have lessened. In 

turn, expectations for the number of near-term interest rate 
hikes in the US and UK reduced during June in particular. Real 
yields are supportive of the asset class in our view. Overall, 
within the asset class, we prefer longer-term government 
bonds, and on a regional basis, we favour UK gilts, with a 
reduced exposure to global government bonds. Over the 
longer term, a skew away from government bonds and towards 
credit is likely to prove beneficial in our view. 

Credit

Credit spreads have tightened further in both high yield and 
investment grade bond markets, potentially limiting near-
term potential. Volatility could open opportunities over the 
coming months, particularly in high yield. Further out, we think 
investment grade and high yield corporate bonds will likely 
outperform government debt, and sterling corporate bonds 
could outperform global peers. 

Emerging Market Debt

Over the past few years, several emerging economies have 
benefited from fiscal pragmatism, but we continue to monitor 
for idiosyncratic risk on an ongoing basis. Longer term, the 
asset class is supported by structural growth. We prefer broad 
exposure to both hard and local currency emerging market debt. 

Sterling Panel Funds update

Emerging Markets:

Lazard Emerging Markets

JPM Emerging Markets Income

UBAM Positive Impact Emerging 
Equity

We undertake regular reviews of Sterling Panel funds and we are pleased to confirm that a number of new funds will be added to 
the Panel from July 2026 to boost our offering in the following sectors:

Global Equity:

Dodge & Cox Global Stock

Schroder Global Sustainable 
Value Equity

WS Havelock Global Select

Janus Henderson Global Smaller 
Companies

Multi Asset:

BlackRock MyMap 3

BlackRock MyMap 4

BlackRock MyMap 5

BlackRock MyMap 6

BlackRock MyMap 7

The Sterling Panel Funds Guide which is available on our website has also been updated to reflect these changes.


