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Hello and thank you for joining our latest financial market commentary. I’m going to review 

what happened in global financial markets during the first half of 2026, explain how that 

affected PMW client por'olios, and then set out our thoughts on the prospects for the 

remainder of the year. 

Review of the First Half 

It has been a vola(le start to the year. With the World Cup now in full swing, it is temp(ng to 

describe markets in footballing terms. England have already given us a useful example with 

their pool and knockout matches so far. 

We’ve been reminded that the final score never tells you the whole story of the match. It does 

not reveal the momentum shi+s, the periods of pressure, the nerves, the mistakes, the relief, 

or the late drama. The experience is always a combina(on of the expected and the 

unexpected. 

That is a useful way to describe the experience of investors this year. Looking at the first and 

second quarters, it has certainly been a game of two halves. The first quarter was 

uncomfortable. The war in the Middle East, the closure of the Strait of Hormuz, and the sharp 

rise in oil and gas prices brought infla(on fears back to the surface. Bond yields rose, equity 

markets became more cau(ous, and more adventurous por'olios, with greater exposure to 

shares, were marked down more than defensive por'olios. 

The second quarter was very different. As hos(li(es largely ended and the Strait of Hormuz 

reopened, energy prices moderated surprisingly quickly. Infla(on expecta(ons, which had 

spiked, began to se4le. That allowed investors to look again at company earnings and in 

par(cular, at the extraordinary demand created by the build-out of ar(ficial intelligence 

infrastructure.  

Back to football. In many cases, if you turned off the television at half-(me, you would have 

missed an exci(ng second half. It is a reminder that investors need pa(ence to be rewarded. 

This table shows the results achieved for PMW clients, categorised by por'olio profile. 

Defensive por'olios were down almost 1% in the first quarter but up over 7% in the second, 

leaving them around 6% ahead for the year to date. At the other end of the risk spectrum, 

Aggressive por'olios fell nearly 3% in the first quarter but rose over15% in the second, leaving 

them up around 12% for the first half. That is a very good overall result, par(cularly given the 

turbulence experienced on the way. 
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The main driver of the early weakness was the oil shock. The Strait of Hormuz is not just a 

distant shipping lane. It is one of the most important energy arteries in the world. When it 

was closed, oil and liquefied natural gas prices rose sharply because investors feared a 

prolonged interrup(on to supply.  

That fed directly into infla(on expecta(ons. Oil affects transport, food produc(on, plas(cs, 

chemicals and many household goods. So, when oil rises, the price of almost everything is 

affected. 

Bond markets responded quickly. At the beginning of the year, investors were s(ll hoping that 

infla(on would fall and that central banks could con(nue to cut interest rates. By the spring, 

that op(mism had evaporated.  

UK gilt yields rose because investors worried not only about infla(on, but also about the UK’s 

fiscal posi(on and the amount of debt that needs to be financed. The US and Eurozone faced 

similar ques(ons, but the UK remains par(cularly sensi(ve because confidence in fiscal 

discipline is so important when overseas investors are required to fund a significant part of 

government borrowing. 

Equity markets also rotated sharply. In the early phase, oil and gas shares outperformed 

because higher energy prices translated into higher expected profits. Later, as the infla(on 

outlook improved, technology reasserted itself. The strongest performers were not 

necessarily the fashionable so+ware names, but the less glamorous companies supplying the 

picks and shovels of the AI boom: memory chips, storage, processors, networking equipment 

and semiconductor manufacturing tools. 

The reason is simple. The huge build-out of AI infrastructure, primarily data centres, has 

exceeded available supply in several cri(cal components. Memory chip manufacturers in 

par(cular have enjoyed excep(onal pricing power and excep(onal earnings growth. That 

earnings growth, rather than blind enthusiasm, explains much of the share price performance. 

The ques(on is whether those earnings will be maintained. 

Future Outlook 

We can’t know for sure, but it would be wrong to assume that once the ini(al data centre 

build-out slows, demand for processors and memory chips will simply dry up. These 

components wear out. They become obsolete. New designs are usually faster and more 

energy efficient, and energy efficiency ma4ers enormously when data centres consume so 

much power. That creates a con(nuing incen(ve to upgrade. 

There are also signs of rota(on into other sectors. Industrial automa(on, power equipment, 

grid infrastructure, cooling systems, cyber security, defence, healthcare technology and 

selected financials are all a4rac(ng a4en(on. 
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The logic is that AI is moving from the narrow infrastructure phase into a wider adop(on 

phase. Investors are beginning to ask which companies will use AI to improve produc(vity, 

reduce costs and protect margins. 

It is also worth remembering that not all large technology companies have delivered 

spectacular share price returns recently. Microso+ and Meta, for example, have lagged the 

wider US market over the past year and are not obviously priced for perfec(on. Their heavy 

investment in AI has caused some investors to worry about capital intensity, but those 

investments may also protect and extend their long-term compe((ve posi(ons. There is no 

obvious bubble there. 

The Californian gold rush of the 19th century offers a useful analogy. It wasn’t the prospectors 

that made the reliable money. It was the people selling picks, shovels, denim and other 

essen(als.  

In today’s market, the picks and shovels are chips, memory, power, cooling, networking and 

the industrial infrastructure needed to make AI useful. 

For bonds, the outlook remains more finely balanced. If infla(on con(nues to moderate, 

central banks should have room to keep policy steady or eventually cut rates. In the UK, 

sluggish growth may give the Bank of England a reason to look through temporary infla(on 

pressure, perhaps limi(ng any further increase in rates to a single quarter point, if one is 

required at all. In the US, the economy has been more resilient, although the Federal Reserve 

will remain cau(ous if infla(on expecta(ons pick up again. The Eurozone looks weaker, which 

should make the European Central Bank more willing to support growth if infla(on allows. 

The UK gilt market remains vulnerable to fiscal mistakes. Whether we like it or not, we are all 

in hock to the bond markets. Un(l the country learns to live within its means and reduce its 

dependence on borrowing, that will remain the case. 

Postscript  

One final thought concerns the forthcoming appointment of Andy Burnham as Prime Minister 

and what it might mean for UK taxpayers and investors. 

On the nega(ve side, Burnham has historically been sympathe(c to policies that lean towards 

greater state control and are not always business friendly. If that ins(nct strongly influences 

policy, it will not help the pressing need for the UK economy to grow. Growth is not a luxury. 

It is required if we are to service the country’s moun(ng debts. 

On the posi(ve side, Burnham does appear to be listening to people with proven economic 

literacy, including Jim O’Neill, previously Chief Economist of Goldman Sachs, and Andy 

Haldane, previously Chief Economist of the Bank of England. These are experienced operators 

who understand markets and understand what is required to improve the UK’s growth rate. 
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There are lessons from the past that Burnham should pay a4en(on to. Poor policy choices can 

have an outsized nega(ve impact over long periods. At the turn of the century, the UK stock 

market was the third largest by value. One of the world’s most important. Today it sits in 8th 

place and is likely to fall further down the rankings.  

One important reason for this decline is that UK private sector defined benefit pension 

schemes used to be large buyers of UK shares. The removal of dividend tax relief in 1997, 

combined with accoun(ng changes such as FRS17, contributed to the decline of those 

schemes and encouraged a move away from equi(es and towards government bonds. 

That conveniently created buyers of UK government debt, helping to finance the government 

of the (mes’ preference for fiscal expansion. But those pension schemes are now in wind-

down as there are progressively less pensions to pay. So there is less natural gilt buying, which 

means we rely more heavily on overseas investors to finance our deficit. That is one reason 

UK gilt yields are higher than many peers. Contrast that with Japan, where most government 

debt is domes(cally held. 

The bo4om line is that policy ma4ers. Confidence ma4ers. Growth ma4ers. A government 

that encourages enterprise, investment and produc(vity can improve the outlook. A 

government that discourages those things will be scoring own goals and will make the bond 

market’s verdict more severe. 

Even so, PMW clients can look forward with confidence. Our por'olios are diversified 

interna(onally, have demonstrated resilience and proven that over (me, pa(ent investors are 

rewarded.  

Enjoy the rest of the summer. I’ll be back with another update at the end of the third quarter. 

In the mean(me, thank you for your a4en(on. 

 

 

The views and opinions expressed in this video are those of PMW. 

We use all reasonable skill and care in compiling the informa(on in this communica(on and in ensuring its 

accuracy, but no assurances or warran(es are given. You should not rely on the informa(on in this 

communica(on in making investment decisions. Nothing in this communica(on cons(tutes advice or a personal 

recommenda(on. 

Past performance is not a guide to future performance and may not be repeated and future actual returns will 

differ from any quoted past performance data. Investment involves risk. The value of investments and the income 

from them may go down as well as up and investors may not get back the amount originally invested. Exchange 

rates may cause the value of overseas investments to rise or fall. 

If you have any ques(ons regarding the informa(on contained in this video, please speak to your PMW adviser. 


