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The war in the Middle East, the Al boom and the rotation of safe-haven
assets, which have heavily influenced market performance so far in 2026,
are set to remain the key drivers in the remainder of the year. But new
themes will emerde in the coming months.

STOCKS HAVE PERFORMED WELL WORLDWIDE, DESPITE GEOPOLITICAL RISKS AND HIGHER ENERGY PRICES
YTD PERFORMANCE IN LOCAL CURRENCY
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Source: Bloomberg, The Investment Institute by UniCredit
Note: The performance of Taiwan and South Korean stocks is a simple average of the two equity indices. The performance of US and European
equities is measured using the S&P 500 and the STOXX Europe 600, respectively. Currencies are in TWI terms.

THE CONTEXT

Those who were expecting a calm year following a stormy 2025 have been deeply disappointed by the series of
events that have characterised the first seven months of 2026. Although some episodes may prove more temporary,
and might even be reversed in the coming months, their impact on markets and geopolitical equilibrium is unlikely
to disappear completely. Ahead of the Coffee Break’s summer break, we take stock of market moves so far this year,
highlighting the key performance drivers.
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THE DATA

Leaving aside the particularities of specific issuers and jurisdictions, we identify three big
themes that have shaped market performance so far in 2026. The sudden spike in energy
prices, which followed the start of the US-Iran conflict at the end of February, led to a repricing
of central bank rate expectations and a sell-off across fixed-income markets. Brent and TTF
natural gas prices have risen by around 40% and 100%, respectively, so far this year, leading
to a reacceleration of inflationary pressure worldwide. Following a decent rally in January and
February, government bonds have come under pressure as investors started to expect tighter
monetary policies, with the all-maturity Bloomberg UST and EGB indices almost unchanged
from the beginning of the year. Adainst this backdrop, credit spreads have widened only
moderately. Japanese govies have underperformed their peers, due to the government’s plans
to substantially increase public spending.

By contrast, despite short-term volatility, geopolitical tensions have spared equity markets YTD,
which experienced a solid rally across jurisdictions. This positive performance has been driven
by an upward revision in earnings expectations and strong investor expectations regarding
Al. While hyperscalers were the main beneficiaries of the Al theme in 2025, this year saw strong
demand for all companies involved in the Al infrastructure, such as semiconductor firms. This
has driven the outstanding rally of stock indices in Taiwan and South Korea (up by 50%), which
significantly outperformed US and European stocks (up by 10%). It is important to emphasise
that Europe is less exposed to the Al trade and more vulnerable to geopolitical tensions in the
Middle East, which have benefited energy stocks that are quite dominant on the continent’s
stock exchanges.

In this evolving market environment, more traditional safe-haven assets failed to provide
protection to investors. This has especially been the case for precious metals, which have lost
10% so far this year. While demand from central banks in emerging markets has remained
healthy, some of last year’s dold rally has unwound, partly because of expectations of tighter
monetary policies and partly because earlier buying was probably speculative. With respect to
currencies, the US dollar has reaffirmed its status as a safe-haven currency, partially offsetting
last year’s depreciation, while the euro and the yen have lost ground. Bitcoin, which we include
in this group as an alternative asset, has continued to weaken, extending last year’s decline.

OUR VIEW

Middle East developments and the Al hype will remain crucial themes for market performance.
We expect geopolitical tensions to cool in the coming months, which would lead to a decline
in energy prices and provide relief to government bonds. Yet, with geopolitical uncertainty
likely to remain more sustained than it was before the start of the war, both energy prices and
government bond yields are highly unlikely to return to their pre-March levels.

Following an impressive rally, Al-related companies, especially semiconductors, have come
under pressure in the past few weeks, which has reopened the debate redarding the
monetisation of this business. We see this recent pullback as a normal correction rather than
a structural break in the Al growth story, and we continue to expect solid equity performance
in the coming months, driven by healthy earnings, especially for companies involved in the Al
revolution.

In addition to these two main themes and longer-term trends (such as the impact of tariffs on
global trade, the future of European industry, the dreen transition, the growing role of
government in the economy and demodraphic chandes), other drivers could emerge in the
remainder of the year. The US midterm elections in early November will be an important test
for the Trump administration and are expected to influence the US political agenda. Also in the
coming months, the task forces launched by Fed Chair Kevin Warsh will provide their findings,
which could affect future monetary policy.
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OTHER THINGS TO NOTE

BoJ on hold; JPY still firm after yesterday’s rally

The BoJ remained on hold overnight, as widely expected, leaving the policy rate at 1.00%
following the June rate hike. One dissenter voted in favour of an immediate 25bp move. Indeed,
the Japanese central bank sounded hawkish, reiterating its commitment to counteracting rising
inflation pressure and continuing its monetary policy normalisation. We still expect the next
rate hike to 1.25% to be delivered in December, or in October at the earliest, depending on the
evolution of the Middle East crisis and the consequent pressure on energy prices and inflation.
At present, forwards assign only a 24% likelihood of a rate hike at the next meeting on 18
September. The BoJ also acknowledged the impact of a falling currency on inflation. USD-JPY
is trading back above 160, as markets bought the pair on dips after suspected intervention
yesterday, which drove it down to 158, with the authorities probably buying around JPY 5tn
against the greenback. Notably, Japanese Finance Minister Satsuki Katayama did not confirm
intervention and only said that authorities would remain highly vigilant and respond
appropriately. Meanwhile, top foreign exchangde official Atsushi Mimura hinted that the
Japanese authorities had received explicit US support for their actions but declined to disclose
details. We think that the BoJ probably intervened in the New York market yesterday, ahead of
today’s hold decision, to cushion the JPY adainst a sharper sell-off afterwards. Concerns that
USD-JPY may hit new multi-year highs towards 165 and beyond have probably diminished for
now. We expect the pair to consolidate further around 160, thus remaining well below the
recent peak close to 164. (R. Mialich)

TODAY'’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
11:00 4 Core CPI (% yoy) Jul 2.4 2.4 2.4
11:00 V4 Consumer price index (% yoy) Jul 2.9 2.9 2.8
11:00 IT Consumer price index (% yoy) Jul 2.8 2.8 3.0

Source: Bloomberg, The Investment Institute by UniCredit
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downdrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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