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Forward 

If 2025 was the year of transition, then 2026 is shaping up to be a year of rising fragmentation. 

The forces that began to reshape the global economic and political landscape over the past decade 

are advancing into a second phase—one in which fragmentation across trade, capital, labor, and 

policy becomes more pronounced, more entrenched, and more consequential. 

Our core lens for the period ahead remains the same one that framed last year’s work: MEGA 

(Make Everyone Great Again), not MAGA (Make America Great Again). What started as a U.S.-

centric slogan has matured into a broader global posture—nationalism, protectionism, and populist 

economic policy from both the right and the left. The structural direction is toward a more 

fragmented world, where policy choices rather than market forces will increasingly determine the 

constraints on labor, capital, and trade. 

That shift has consequences. It changes the cost of doing business across borders, the distribution 

of pricing power, and the durability of supply chains. It also changes the opportunity set: dispersion 

rises, correlations fall, and the winners and losers are defined more by exposure to policy and 

geopolitics than by traditional cycle positioning or market forces. 

In Outlook 2026, we examine how the transition of 2025 is giving way to a more fragmented global 

environment, assess the macroeconomic and market implications of this second phase, and identify 

where risks and opportunities are likely to emerge as investors adapt to a world in which 

fragmentation is no longer a tail risk but a defining feature. 
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2025 Recap: A world in transition 

At the start of 2025, our macro theme was MEGA (Make Everyone Great Again), not MAGA 

(Make America Great Again): a world moving away from the rules-based globalization of the past 

seven decades and toward nationalism, protectionism, and populist economic policy. The core 

point was not a U.S. slogan, but a global operating system, one in which MAGA-style politics 

gained influence across multiple countries. 

We argued that the most meaningful impact of a MEGA world would be transmitted through three 

arenas: labor, capital, and trade. In 2025, each channel became more salient. Labor policy tilted 

toward tighter borders and less flexibility. Capital became more politicized, with greater scrutiny 

of cross-border ownership, technology, and strategic assets. And trade shifted away from a rules-

based framework toward an outcomes-based one, in which "fair" increasingly meant quantitatively 

balanced. The practical consequence was a less efficient but more domestically constrained 

allocation of resources, with wider gaps between winners and losers. 

The 2025 elections reaffirmed the trend. Right-wing and nationalist parties gained ground in 

Germany, Portugal, Poland, and Japan. Even in Australia and Canada, where the left prevailed, 

victories came on populist platforms with nationalist undertones. The common thread was a 

stronger mandate to prioritize domestic constituencies, even when doing so increased friction with 

trading partners and allies. 

Where we were right was the direction of travel; where we were wrong was the speed. Early in the 

year, Trump’s nationalist policy agenda, especially tariffs, moved from an abstract risk to a first-

order driver of business and market expectations. Liberation Day (April 2, 2025) became the focal 

point because it translated the narrative into an actionable tariff framework and pulled the trade 

channel to the front of the new regime. Subsequent delays, exemptions, and walk-backs mattered, 

but the larger lesson was that execution and the market’s perception of execution sets the volatility 

regime and determines which exposures are rewarded. 

 

Macroeconomic Consequences:  

1. Lower-than-otherwise economic output 

The MEGA shift is ultimately a tax on efficiency: tariffs, policy uncertainty, and the re-plumbing 

of supply chains raise frictional costs and delay capex. Global GDP growth, which by our estimates 

and after taking account of cyclical factors could have grown at 3.5% or higher over 2025-2027, 

is projected by the IMF to come in at 3.3%, 3.3% and 3.2% for 2025, 2026 and 2027, respectively. 

The IMF argues that shifting trade policies and the uncertainty they create have, and will continue 

to, weigh on the level of activity even as the global economy adapts. At the same time, technology-

linked investment (including AI) could provide an offset, helping explain why the aggregate 

headline in 2025 looked steadier than the underlying distribution of outcomes.  
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2. Higher-than-otherwise inflation in some sectors, but perhaps lower overall.  

MEGA-style trade policy tends to raise relative prices in tariff-exposed categories and can lengthen 

delivery times, but the net effect is often sectoral inflation pressure rather than a uniform 

reacceleration. The IMF estimates global headline inflation at 4.1% in 2025, and 3.4% on a 

purchasing power parity GDP-weighted basis (see Exhibit 1) and expects it to continue declining 

thereafter, even as tariff pass-through gradually materializes in some jurisdictions.  

Exhibit 1: Year-on-Year percent change in consumer prices-PPP weighted (%) 

 

Source: Bloomberg 

3. Lower-than-otherwise cross-border capital and investment flows.  

A more fragmented regime makes capital more selective, more strategic, and more concentrated. 

OECD data show global FDI flows remained subdued in the first half of 2025 (USD 663bn, 6% 

below a year earlier), with cross-border M&A slowing and quarterly volatility increasing. The 

OECD also highlights an uncertain backdrop from rising trade barriers and financial repricing, 

consistent with a world in which cross-border capital is less reliable and more politically 

conditioned. Relative to overall global economic activity, FDI continues to shrink, as we posited 

in our Outlook 2025, and appears likely to continue into 2026 and 2027 (see Exhibit 2).  
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Exhibit 2: Global inbound Foreign Direct Investments (FDI) as a % of global GDP (forecasts in dashed line) 

 

Source: ICG Advisors, OECD 
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Market Recap: 

2025 was the year of dollar debasement, and markets traded accordingly. The defining cross-asset 

signal was a weaker U.S. dollar (-8.10%), which reinforced a classic “hard-asset” bid and helped 

drive the year’s most dominant standout: precious metals (+80.15%). A softer dollar also supported 

non-U.S. risk assets more broadly and amplified commodity returns in dollar terms, even as policy 

uncertainty and tariffs created sharp air pockets along the way. 

If there was one graph to remember this Outlook by, it would be Exhibit 3. If 2025 was the year 

markets began to internalize the MEGA regime, this is where the regime becomes visible: the 

relative performance of global equities versus precious metals sits on top of a multi-year expansion 

in the money supply and central bank balance sheets across the largest Western economies. For 

clarity, the money supply (central bank balance sheet) growth series is plotted on an inverted scale, 

so higher growth appears lower on the chart. In 2025, that relationship reasserted itself in dramatic 

fashion, with precious metals far outpacing global equities, and it is difficult to view that as a one-

off.  

In a more fragmented MEGA world, governments face stronger political pressure to run larger 

structural deficits, fund industrial policy, and absorb the costs of security, supply-chain 

redundancy, and demographic headwinds. That implies heavier debt issuance and, over time, a 

renewed role for central bank balance sheets, whether directly or indirectly, in stabilizing financing 

conditions. The long-run consequence is straightforward: persistent growth in broad money and 

public liabilities tends to erode the real purchasing power of financial claims while increasing the 

relative appeal of hard assets, whose supply is constrained. If 2025 marked a turning point, Exhibit 

3 helps explain why and why the hard assets versus financial assets question is likely to remain 

central in the years ahead. 

Exhibit 3: Central Bank Balance Sheets and M2 Money Supply (U.S. + EZ + Japan + Canada) (Billions $)  

 
Source: ICG Advisors, Federal Reserve, ECB, Bank of England, Bank of Canada  
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Equities: 2025 was a year of whiplash and widening dispersion. Risk assets opened with 

optimism, but the tone shifted abruptly into Liberation Day as investors repriced the effects of 

tariffs and the downstream implications for growth, margins, and supply chains. What followed 

was less a clean “risk-on” reversal than a two-track recovery. First, the policy path softened in 

practice as implementation was delayed, narrowed, or partially reversed. Second, the AI data-

center buildout gathered momentum, providing a tangible capex impulse and a durable earnings 

narrative. By year-end, equities had performed well in aggregate, but the story was not one of 

broad U.S. dominance. Leadership skewed non-U.S., with Europe and China outpacing the United 

States, and Japan also strong, consistent with a year in which currency, policy sensitivity, and 

starting valuations mattered. Style was not the dividing line, size was: large caps led, while mid- 

and small-cap stocks lagged, reflecting the premium the market placed on scale, balance sheet 

strength, and resilience to policy uncertainty. 

Fixed income: The year was defined by carry, a late-year policy tailwind, and unusually sharp 

regional dispersion. In most markets, income did the heavy lifting, and the Fed’s September pivot 

toward lower rates provided an important inflection point for duration-sensitive assets and broader 

risk appetite following the tariff shock. Credit markets behaved as they often do late in the cycle: 

spreads stayed contained enough that lower-quality carry was rewarded, and high yield modestly 

outperformed investment grade. The outlier was Japan. A bear market in JGBs and a domestic rate 

back-up overwhelmed carry and left Japanese fixed income negative on the year, underscoring that 

“global rates” were anything but uniform in 2025. 

Commodities and real assets: If equities told a story about policy uncertainty and AI-driven 

growth, commodities told a story about the currency regime. A weaker U.S. dollar was the key 

cross-asset backdrop, and it showed up most clearly in hard assets. Precious metals dominated, 

industrial metals were strong, and the broader commodity complex posted solid gains, even as 

cyclicals were mixed and agriculture lagged. In the real economy proxies, EU carbon allowances 

rose, while U.S. housing and core real estate delivered modest positive year-over-year returns. 

Crypto, by contrast, was a notable laggard. The common thread across these outcomes was not a 

single macro data point, but a year in which currency, policy, and scarcity carried as much weight 

as growth. 
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Exhibit 4: Financial Markets Total Returns for 20251.  

Equities 

  Global DM EM US Europe Japan China 

Broad 22.1% 21.0% 31.4% 16.8% 35.4% 25.5% 31.5% 

Large Cap 23.0% 21.8% 34.4% 18.6% 34.8% 25.1% 30.7% 

Mid Cap 18.9% 17.2% 29.9% 8.4% 39.9% 23.7% 34.2% 

Small Cap 19.7% 19.9% 18.6% 11.6% 31.8% 28.7% 35.3% 

Growth 22.1% 21.0% 32.0% 20.3% 24.1% 18.1% 28.1% 

Value 21.8% 20.8% 30.6% 12.7% 47.2% 33.0% 35.4% 

 

Fixed Income 

  Global US Europe Japan China  EM 

Aggregate 8.2% 7.3% 14.9% -5.9% 5.1% 11.1% 

Treasury 6.8% 6.3% 14.2% -6.0% 5.4% 13.1% 

Corp 10.3% 7.8% 16.6% 7.6% 6.4% 8.1% 

High Yield 12.1% 8.6% 18.9% N/A 6.1% 8.7% 

 

Indices Total Return 

Commodity Index 15.8% 

Precious Metals 80.2% 

Industrial Metals 21.4% 

Agriculture  -2.3% 

US Dollar -8.1% 

Crypto* -18.9% 

EU Carbon Allowance** 19.8% 

S&P CL-CS US Home Price*** 1.5% 

NCREIF US CRE**** 3.7% 

 

 

Source: MSCI, Bloomberg 

  

 
1-  

* Bloomberg Crypto Galaxy Index 

** Generic Front Month ICE Exchange 
*** Year-over-year through 10/31/2025 

**** Year-over-year through 09/30/2025 

30%+ 20-30% 10-20% 0-10% Neg.
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Six Themes for 2026 

Latin America at the center of MEGA 

Latin America moves closer to the center of the MEGA landscape in 2026 because elections and 

policy choices across the region increasingly sit inside a world of higher trade friction, greater 

political polarization, and a renewed rise of populist nationalism. In that context, U.S. tariff policy 

is not just an external variable; it can become a domestic political input, especially when candidates 

frame tariffs as evidence that the global rules are changing and that national economic sovereignty 

must be defended. 

Venezuela remains a live fault line for the region, and 2026 begins with a materially different 

political backdrop after Nicolás Maduro was removed from power. Even with that change, the 

operating environment is still defined by uncertainty around the shape of the political transition, 

the durability and scope of sanctions relief, and the stability of the investment and compliance 

regime, which remains fluid and case-specific for many forms of engagement. The U.S. posture 

also matters more directly now. The Trump administration’s national security strategy elevates the 

Western Hemisphere as a core priority, emphasizing migration control, cooperation against 

transnational criminal organizations, and limiting hostile foreign influence over key assets and 

strategic locations. That framing makes Venezuela simultaneously an energy, sanctions, and 

security issue, and it raises the odds that policy outcomes remain headline-driven even as markets 

try to price a longer-term normalization path. 

The 2026 election calendar concentrates these MEGA dynamics into clear, investable decision 

points. Brazil (October 4, 2026; president and vice president, National Congress, state governors 

and vice governors, and state legislative assemblies) is the region’s largest political and macro 

anchor; the contest will be interpreted through the lens of policy continuity versus a shift in 

governing direction, with implications for fiscal, regulatory, and trade posture. Peru (April 12, 

2026; president and vice presidents, Congress, and Andean Parliament) is shaping up as a more 

explicitly nationalist contest: Rafael López Aliaga (Popular Renewal) is the early polling favorite 

and has been referred to as the “Trump of Peru” in campaign commentary. Colombia (March 8, 

2026: Congress; May 31, 2026: president and vice president) follows a two-step sequence that will 

define whether the country extends the current left-led direction under President Gustavo Petro or 

pivots toward a more centrist or right-leaning alternative. The backdrop includes a notably strained 

relationship with the Trump administration, with disputes spanning counternarcotics policy, 

migration, and security cooperation, tensions that can spill into trade and become campaign fuel 

in a populist nationalist environment. 

A separate flashpoint sits in Panama, where the canal has re-emerged as a U.S. China focal point. 

The news flow around a Hong Kong based company’s role in port operations at the canal’s 

entrances has become politically charged, and Panama’s move to unwind that concession has been 

interpreted through the same lens as Washington’s broader push to limit Chinese influence over 

strategic infrastructure in the hemisphere. In a MEGA world, the market relevance is 
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straightforward: chokepoints and logistics assets can go from commercial to geopolitical quickly, 

and the repricing tends to show up first in risk premia and cross-border capital decisions. 

Argentina enters 2026 with a clearer political signal after President Milei’s midterm test in October 

2025. In elections widely treated as a referendum on his program, Milei’s coalition won roughly 

40.8% of the vote and emerged strengthened, expanding its congressional position and reducing 

the opposition’s ability to block policy through supermajority mechanisms. The market relevance 

is not that Argentina’s path is solved, but that the political constraints around execution shifted: 

the probability of abrupt reversal fell, while the probability of continued liberalization, fiscal 

adjustment, and institutional change rose. In a MEGA world, Argentina also stands out as a case 

study in how bilateral alignments can become economically meaningful: Milei has cultivated a 

notably close working relationship with the Trump administration, and that political alignment has 

translated into formal steps to deepen trade and investment ties, including a U.S.-Argentina 

framework on reciprocal trade and investment. 

Latin America’s relevance to 2026 capital markets is magnified by the concentration of strategic 

assets and chokepoints in the region. The region holds one of the world’s largest concentrations of 

copper resources, an input that sits at the center of electrification and reindustrialization. Venezuela 

is commonly cited as the country with the largest proven oil reserves in the world, keeping energy 

geopolitics in the picture even when near-term production capacity is constrained. Brazil, as a 

BRICS member with deep commercial ties to Asia, particularly China, sits at the center of Global 

South-alignment dynamics. And the Panama Canal remains an outsized global artery for trade 

flows, which is precisely why governance, control, and operational disruption risk can have 

implications far beyond the region, including for inflation impulses, shipping costs, and risk 

pricing across global capital markets. 

Data Center Industrial Complex (D.C.I.C.) comes to the forefront 

In 2025, the data center buildout became a dominant capital markets focus because it stopped being 

an abstract AI theme and started showing up as visible, country-level capex and infrastructure 

demand. Research from the Federal Reserve Bank of St. Louis showed that in the first three 

quarters of 2025, investment in AI-related categories (i.e. Data Center construction, Software, IT 

equipment and R&D) contributed more to U.S. GDP growth during that period than the peak of 

IT spending and investment during the dot-com boom and explained roughly 40% of overall GDP 

growth during the first nine months of 2025 (Exhibit 5). What had previously lived inside the 

technology sector began to spill into power markets, industrial supply chains, construction, land, 

and local fiscal debates. By year-end, the market was no longer asking whether the buildout was 

real, but whether the projected pace could be sustained without creating bottlenecks that would 

force a policy response. 

As the cycle matures, the bottleneck shifts to the real economy: power availability, grid 

interconnection, land, water, and permitting capacity. Ireland is a clear illustration: new data center 

connections have been tied to requirements for on-site generation, storage, and grid-support 

measures, which means projects increasingly need to solve part of the power constraint themselves 

to move forward. Singapore offers a second example of managed growth, where approvals have 

been reopened selectively and conditioned on tighter efficiency and sustainability requirements. 
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The Netherlands provides a third, where limits around land, power, and local planning have pushed 

authorities toward tighter siting and permitting standards for hyperscale development. The broader 

point is that data centers now operate as their own ecosystem and that scale tends to draw a 

predictable policy response, including zoning limits, stricter energy and sustainability standards, 

and greater scrutiny of incentives and tax treatment. 

Exhibit 5: Contribution of AI-Data Center related investment to GDP growth (percentage points)  

 

Component of GDP 3/31/2025 6/30/2025 9/30/2025 Thru Q3 2025 Thru Q3 2000 

IT Equipment 0.90% 0.22% 0.16% 0.42% 0.58% 

Software 0.41% 0.57% 0.07% 0.35% 0.11% 

R&D -0.05% 0.22% 0.22% 0.13% 0.12% 

Data Centers 0.04% 0.15% 0.03% 0.07% N/A 

Source: Federal Reserve Bank of St. Louis, ICG Advisors 

That ecosystem dynamic is likely to come to the forefront in 2026 because the capex trajectory is 

being reinforced by both hyperscaler projections and national ambitions to anchor AI capacity 

domestically. As subsidies and strategic-industrial priorities intersect with local resource 

constraints, the political question becomes distributional: who gets power, who pays for upgrades, 

and who captures the tax base. The risk is not simply that projects slow, but that the rules of the 

game change midstream through new connection requirements, revised permitting standards, or 

changes to incentive structures. 

In the United States, the politics are likely to intensify into the midterm cycle and spread well 

beyond Virginia, but Virginia remains the natural starting point. As the country’s most 

concentrated data center hub, it has become a practical test case for how quickly the debate shifts 

from growth and jobs to questions about land use, grid reliability, water and infrastructure strain, 

and the design of tax and incentive regimes. The same debate is now emerging in other large-load 

states. In Georgia, the policy discussion is increasingly tied to the power buildout needed to serve 

data center demand and to the question of how costs are allocated between new large customers 

and existing ratepayers. In Ohio, the debate has been even more explicit, with a stronger focus on 

how data centers should pay for grid upgrades and capacity so that residential customers are 

insulated from the buildout’s costs. 

For capital markets, the key point is scale. In the United States, the data center and AI buildout is 

no longer just a technology sector story; it has become a meaningful component of business fixed 

investment and a visible contributor to growth. The implication is that the data center cycle can 

transmit into broader macro outcomes through construction, equipment, software, power 

infrastructure, and local government revenue. Put differently, this capex cycle helps explain why 

AI infrastructure has moved from a market theme to a macro variable. 

The 2026 setup, then, is straightforward. The capex path is visible and large, but the returns will 

increasingly be determined by who controls the scarce inputs and who sets the rules. The 

investment opportunity is not just AI, but positioning around the resource bottlenecks, the 

regulatory path, and the growing likelihood that data centers become a durable line item in policy 

and election-year politics rather than a purely private-sector buildout. 
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The key takeaway from 2025 is that data centers are no longer a niche buildout; they are becoming 

part of the macro plumbing. In 2026, the constraint is less likely to be demand for compute and 

more likely to be the availability and governance of the inputs that make that demand investable: 

power, grids, land, water, permitting, and tax treatment. That is why this theme sits at the 

intersection of markets and politics. As the buildout becomes a material contributor to growth and 

local fiscal bases, the policy response will increasingly shape the distribution of returns across 

regions and across the value chain. This also sets up the next theme. Once an infrastructure cycle 

influences GDP, jobs, and energy prices, it inevitably becomes election-year terrain, and the 2026 

midterms are the first real test of whether AI infrastructure is treated primarily as a strategic priority 

or as a target for regulation, taxation, and constraint. 

Mid-term elections: The end of MAGA? 

The 2026 midterms (November 3, 2026) have historically served as a referendum on the 

President’s agenda, and this cycle begins from an unusually tight starting point in Congress. In the 

House, Republicans currently hold a 218–214 edge (with a few vacancies that can change the 

effective margin from vote to vote), which makes control highly sensitive to turnout, special 

elections, and intraparty cohesion. In the Senate, Republicans hold a 53–47 advantage (counting 

independents who caucus with Democrats), and the 2026 map includes 35 Senate contests (33 

regular elections plus two specials), with a larger share of seats up on the Republican side than on 

the Democratic side, meaning the battlefield is structurally tilted, even if control ultimately hinges 

on a smaller set of competitive races. 

Redistricting adds another layer of uncertainty, and it is not confined to the normal decennial cycle. 

Texas and California are the headline cases, but there are several other states where map disputes 

and court rulings could still affect the playing field heading into November, including Florida and 

North Carolina, as well as ongoing Voting Rights Act and redistricting litigation that has remained 

live in places such as Louisiana and Alabama. The practical takeaway for markets is that the 

midterms are not just about sentiment; the mechanics of turnout, vacancies, and maps can 

meaningfully shape whether Washington moves toward constraint (gridlock) or acceleration 

(mandate) in 2027. 

The market relevance of the gridlock versus mandate path is straightforward, because the MAGA 

era’s policy has rarely depended on Congress as the primary transmission channel (with the 

exception of the One Big Beautiful Bill (OBBB). In practice, the biggest swings tend to come 

through executive authority and regulatory enforcement first, with new legislation as a secondary 

and often constrained path. A move toward divided government would likely reinforce that reality: 

fewer major laws, more governing through implementation, agency rulemaking, enforcement 

priorities, and executive action. That can lower the odds of large fiscal packages, but it does not 

eliminate policy risk. It can concentrate risk into less predictable tools, especially on trade, where 

the executive branch has wide latitude and where tariff policy can move faster than Congress. 
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Exhibit 6: Gains/losses of Presidents party in mid-term elections (y-axis) vs. change in President’s popularity in 

inauguration year (x-axis)        

 

Source: Gallop, ICG Advisors 

One reason this matters for markets is that several of the biggest 2026 policy risks sit precisely in 

the channels the executive branch can move most quickly through, and the approach of the 

midterms can amplify that impulse. If the election threatens realignment in Congress, the incentive 

to act before the window narrows increases, and policy can become unusually active and volatile 

in the months leading into November. The scheduled July 2026 USMCA joint review is a clear 

example: it is not an expiration, but it is a built-in decision point that can reopen North American 

trade terms and reprice tariff risk on a compressed timeline.  

Transatlantic risk has also moved beyond normal trade disputes, with the Greenland episode 

showing how security, tariffs, and alliance politics can become entangled. The Middle East 

remains another source of sudden policy acceleration, including the risk of deeper U.S. military 

entanglement in a volatile region. Panama is a more specific but highly symbolic flashpoint and, 

as discussed in the Latin America theme above, the canal and its surrounding port operations have 

become part of U.S.-China rivalry and domestic political rhetoric, which makes a commercial 

logistics issue vulnerable to geopolitical escalation.  

And none of this is occurring in isolation: the war in Ukraine remains unresolved, and the 

expiration of New START removes the last binding limits on U.S. and Russian strategic nuclear 

forces, adding another layer of geopolitical uncertainty to the 2026 backdrop. 

Exhibit 6 reinforces why the odds of a House flip are meaningful. Historically, when a president’s 

approval has declined from inauguration to the start of the midterm year, the president’s party has 
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typically lost House seats, with only rare exceptions such as 1998 and 2002. With Republicans 

holding such a narrow House margin, a seat loss consistent with that historical relationship would 

be sufficient for Democrats to regain control. In the Senate, the starting Republican edge means 

Democrats do not need a wave; gains in a handful of competitive states could be enough to change 

control. Prediction markets are also leaning in this direction, pricing a Democratic House as the 

most likely outcome and assigning the highest probabilities to either Democrats winning the House 

while Republicans retain the Senate or Democrats winning both chambers, with a Republican 

sweep materially less likely. 

So is 2026 the end of MAGA? The answer is no. A Congress that tilts toward divided government 

would likely narrow the legislative runway for the remainder of President Trump’s term, making 

it harder to deliver large, durable changes through statute. But 2025 was also a reminder that 

MAGA does not require Congress to stay active: the President has shown a willingness to use 

executive authority to advance the agenda, and a Republican Senate is unlikely to be a meaningful 

barrier to nominations and appointments that can shape policy through agencies, enforcement 

priorities, and rulemaking.  

At the same time, Congress still controls the power of the purse, and that means fiscal policy 

remains the most likely arena for open conflict. Spending, taxes, and debt and funding deadlines 

can become recurring stress points, and the shutdown dynamics that surfaced repeatedly in 2025 

are likely to persist and could intensify around the midterms, especially if both parties treat budget 

fights as leverage in a tighter political environment. 

Fiscal Policy: Deficits are super cool 

Fiscal policy was already a pressure point before 2025, but in 2025 it became a defining feature of 

the macro backdrop, and the direction of travel into 2026 is toward larger, stickier public spending 

commitments. The key point is not simply that deficits remain elevated, but that the drivers are 

broad-based and increasingly structural: higher defense outlays, industrial policy and subsidies, 

and demographic pressure on social spending, all layered on top of higher interest costs. The IMF’s 

October 2025 Fiscal Monitor frames this environment as one in which public debt is high and 

rising, with defense spending, aging, and higher rates adding strain. 

Defense spending is the most visible accelerant, and it is no longer a Europe-only story. The United 

States is central to this shift as well. The FY2026 National Defense Authorization Act reinforces 

that defense is now a durable fiscal line item rather than a cyclical add-on, authorizing roughly 

$882.6 billion of the national defense budget function within the bill’s scope. 

Across Europe, the war in Ukraine and a deteriorating security backdrop have pulled defense back 

to the center of fiscal policy, with Germany the clearest bellwether. Berlin has laid out a multi-

year step-up in defense spending targets and has moved to loosen the practical constraints of its 

fiscal rulebook, including carving out additional space under the constitutional debt brake and 

leaning on special funds tied to defense and investment.  

The same direction of travel is visible in Asia and other U.S. allies. Japan has approved record 

defense budgets as part of its multi-year plan to lift defense spending toward roughly 2 percent of 

GDP, while South Korea has finalized a larger 2026 defense budget. Australia’s budget documents 

similarly show defense spending rising in 2025-26, and Canada has signaled a step up in defense 



2026 ICG Advisors. All rights reserved.                                                                                          15 
 

investment. The practical implication for investors is that rearmament is no longer a cyclical 

impulse but a durable budget line that competes with everything else. 

Exhibit 7: General Government Overall Budget Balance                

 

Category 2020 2021 2022 2023 2024 2025 2026F 2027F 2028F 2029F 2030F 

Advanced Economies -10.3% -7.3% -2.9% -4.9% -5.0% -4.6% -4.9% -4.9% -5.0% -4.8% -4.8% 

Emerging Markets -8.6% -5.0% -4.8% -5.2% -5.6% -6.3% -6.1% -5.8% -5.6% -5.4% -5.3% 

Source: IMF, ICG Advisors 

MEGA adds a second pillar: industrial policy. The motivation is strategic resilience, supply chain 

reorientation, and domestic capacity in critical sectors, and it has translated into subsidies, tax 

credits, and public investment programs that are increasingly persistent rather than temporary. In 

the United States, CHIPS-style support continues to shape the capex cycle, and the toolkit has even 

extended toward quasi-industrial ownership in select cases, illustrated by the government’s 

agreement to take a large common equity stake in Intel to support domestic semiconductor 

capacity.  

At the same time, the OBBB reinforced the investment-first posture through the tax code by 

restoring permanent 100 percent bonus depreciation and creating a new pathway for immediate 

expensing of “qualified production property,” effectively encouraging front-loaded domestic 

manufacturing and production capex.  

Abroad, the same strategic logic is producing large, explicit subsidy packages and tax incentives: 

Japan is backing an advanced semiconductor buildout that includes both TSMC’s expanding 

footprint and heavy government support for Rapidus, while South Korea’s “K Chips” framework 

increases tax incentives for semiconductor R&D and facility investment, and Europe has relied on 

state aid approvals to crowd in fabrication capacity, including the Commission-approved support 

for the STMicroelectronics and GlobalFoundries project in France.  

The IMF’s Fiscal Monitor situates these choices within a longer arc in which government 

expenditure has risen substantially over decades and budgets have become more rigid as 

commitments accumulate. Other evidence also highlights the risk that subsidy regimes become 

self-perpetuating: the OECD finds that while industrial subsidies can increase firms’ market 

shares, they do not necessarily translate into higher investment or stronger productivity, which 

raises the odds that industrial policy becomes a recurring fiscal burden rather than a temporary 

bridge. 

Demographics are the third leg. Aging populations raise the political premium on pensions, health 

care, and long-term care, and these are among the hardest categories to compress once they become 

embedded in the budget. Japan is the clearest real-time example going into 2026: the Cabinet 

approved a record FY2026 initial budget, and the Prime Minister noted that social security-related 

expenditures also reached a record high, underscoring how aging dynamics keep ratcheting the 

baseline even before any new discretionary initiatives are layered on top.  

China is moving in the same direction through planning rather than a single budget headline. As 

Beijing prepares the 15th Five-Year Plan (2026-2030), official policy commentary has emphasized 

aging as a central economic challenge, alongside initiatives tied to pensions, long-term care 
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capacity, and the broader “silver economy,” all of which point toward structurally higher social 

spending commitments over time.  

In the United States, the CBO’s 2025 long-term outlook frames the same issue in budget form: as 

the population ages, spending for Social Security and major health care programs rises materially, 

and those pressures compound with higher net interest costs. The CBO projects that federal outlays 

rise to 26.6 percent of GDP by 2055, driven primarily by higher interest costs and increased 

spending for Medicare and Social Security, while revenues rise much more gradually, leaving 

persistent deficits in the baseline.  

The CBO’s September 2025 demographic update also underscores why the pressure is durable: 

slower population growth and an older age structure imply fewer workers per beneficiary over 

time, and the CBO reduced its net immigration estimates for 2025 to 2033, citing administrative 

actions taken since January 20, 2025 as the largest factor, with the 2025 reconciliation act also 

reducing the projected number of immigrants in the country. The IMF flags aging populations as 

a core source of fiscal strain in an environment where debt is already high and interest costs are 

higher than in the prior decade.  

External work reinforces the same direction. The OECD highlights rising pressures on pensions, 

health, and long-term care spending and the associated risks to debt dynamics without policy 

adjustment, and the World Bank similarly frames population aging as a direct stress test for pension 

and social insurance systems as coverage expands and benefit adequacy is maintained.  

Taken together, the fiscal story in MEGA is less about a one-year shock and more about a medium-

term baseline that stays in the red. The IMF’s Fiscal Monitor projections imply persistent deficits 

across both advanced and emerging economies through 2030, even under current policies: the 

advanced economy overall balance remains negative (roughly –5.4% of GDP in 2025, improving 

but still around –3.7% by 2030), while emerging and middle income economies also remain in 

deficit (about –6.3% in 2025, still roughly –5.3% by 2030).  

That is what Exhibit 7 should make visually obvious: across the G20 and the emerging complex, 

expenditures are projected to outpace revenues for the foreseeable future, meaning debt stocks 

keep grinding higher unless growth meaningfully surprises or politics delivers sustained 

consolidation. In emerging markets, the IMF’s debt path underscores the point: the average gross 

debt ratio is projected to keep rising into 2030 (and for the G20 emerging grouping as well), 

tightening the feedback loop between higher issuance, higher interest costs, and reduced fiscal 

flexibility. 

Monetary Policy: Get those printing presses rolling again 

With deficits large and persistent, and with policy rates coming down as inflation normalizes and 

growth softens, the key macro question for 2026 becomes absorption: who finances the rising stock 

and flow of sovereign issuance. In our framework, the private sector cannot be the sole marginal 

buyer indefinitely, especially in a MEGA world where home bias is rising and cross border 

ownership of public debt, particularly U.S. debt, is becoming more politically sensitive. That is 

the setup for a renewed role for central banks. Not necessarily a sudden return to crisis era QE, but 

a gradual shift back toward balance sheet accommodation through slower QT, reserve management 
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purchases, and market functioning interventions designed to prevent funding markets from 

tightening too far, too fast. 

Exhibit 8: Central Bank Balance Sheets and M2 Money Supply (U.S. + EZ + U.S. + Japan + Canada) Billions of $ 

 

Source: ICG Advisors, Federal Reserve, ECB, Bank of England, Bank of Canada 

The Federal Reserve is the template and likely the first mover. Even as the policy narrative is about 

rates, the balance sheet becomes the backstop when liquidity conditions tighten, and market 

functioning is at risk. The Fed has already signaled that shift in practice: in its December 2025 

statement and implementation note, the Federal Open Market Committee (FOMC) said it would 

initiate purchases of shorter-term Treasury securities as needed to maintain an ample supply of 

reserves, and increase the Feds  holdings through purchases of Treasury bills (and, if needed, other 

Treasuries with remaining maturities of three years or less).  

A leadership shift does not necessarily imply an ideological embrace of QE. Kevin Warsh, the 

incoming nominee to chair the Federal Reserve, has a record often described as skeptical of large-

scale asset purchases and supportive of a smaller balance sheet over time. But after several years 

of QT, the balance sheet has already come down materially from its peak (see Exhibit 8), and the 

endgame is increasingly about maintaining ample reserves rather than pushing the balance sheet 

back toward pre-crisis norms. In that context, it is plausible that Warsh could view the current 

degree of shrinkage as broadly consistent with the operating framework, leaving him more willing 

to pause further runoff and rely on QE-like tools only when they are framed as reserve management 

or market-functioning operations. 
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The same logic extends beyond the Fed, even if the labels differ. The ECB is still operating in a 

QT posture, but the direction of travel is constrained by the same arithmetic: heavy sovereign 

issuance, a higher term premium regime, and a growing need to preserve smooth transmission 

across a fragmented sovereign market. The practical signal to watch is not an announced “QE 

restart,” but any shift toward slower balance sheet shrinkage and a greater willingness to use 

reinvestment flexibility, liquidity operations, or backstop tools if spreads or funding conditions 

become disorderly. In our framework, the ECB does not need to announce a new asset purchase 

program for the balance sheet to become more accommodative at the margin; it simply needs to 

lean more heavily on operations that stabilize the plumbing and prevent a tightening in financial 

conditions that is inconsistent with its policy path. 

The Bank of England sits in a similar place. QT can continue in the background, but in a world of 

large financing needs and periodic market-functioning risks, the BoE’s reaction function is likely 

to place a higher weight on orderly gilt-market conditions than it did in the pre-2022 regime. The 

signal here is again less about headline QE and more about whether the pace and composition of 

balance sheet reduction becomes conditional on market stability, especially in moments when 

fiscal headlines and supply dynamics collide. In practice, that can look like a slower runoff path, 

operational adjustments, and readiness to deploy facilities that cap disorderly moves. 

In Asia, the balance sheet story is more explicit because the constraints are more visible. The Bank 

of Japan is already managing a market where small shifts in demand can create large yield moves, 

and the presence of a bear market in JGBs has made “market functioning” a live variable. The 

most plausible path is not a clean “exit,” but a stop-start process in which the BoJ slows the 

reduction of purchases and, if yields move too abruptly, temporarily increases buying to restore 

orderly conditions. In China, the PBoC’s equivalent is less about outright sovereign QE and more 

about credit and liquidity tools deployed at scale, but the macro effect can be similar: targeted 

facilities, reserve requirement adjustments, and balance sheet management that ensures the system 

can absorb heavy issuance and policy priorities without destabilizing funding conditions. 

Taken together, our view is that 2026 is likely to be remembered less for the number of rate cuts 

and more for the re-expansion of central bank footprints through “operational QE,” even when it 

is framed as reserve management, transmission protection, or market functioning. That is the 

bridge from the fiscal regime to the monetary regime in MEGA: central banks may not choose to 

finance deficits, but they are increasingly pulled into stabilizing the conditions under which deficits 

can be financed. 

De-dollarization: Picks up pace 

De-dollarization is best understood as an incremental, structural shift rather than a sudden event. 

The dollar remains dominant in trade invoicing, debt issuance, and global reserves, but the MEGA 

backdrop is changing the incentives at the margin. As sanctions, tariffs, and geopolitical alignment 

become more central to policy, more countries are treating currency exposure as a strategic 

vulnerability. That does not require a wholesale exit from the dollar to matter for markets; it only 

requires a steady decline in the dollar’s share at the margin and a rising willingness to hold 

alternatives, hedge, or settle trade outside the dollar when politically or financially advantageous. 
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The most visible channel is reserves and official diversification. In the ECB’s latest published 

assessment, gold overtook the euro to become the world’s second largest reserve asset at market 

value by the end of 2024, a shift driven by a combination of sustained official accumulation and 

price appreciation. Importantly, the rise in reserve allocations to precious metals has not been 

driven by price appreciation alone. Central banks have continued to add physical gold to reserves, 

with the World Gold Council estimating net official sector purchases of 863 tonnes in 2025, a flow 

effect that reflects active accumulation rather than just mark-to-market gains.  

Reported buying was led by Poland (102 tonnes), with other sizable additions from central banks 

including Kazakhstan, Brazil, Azerbaijan, Turkey, and China. China reports holdings rather than 

purchases, but the implied increase from its monthly filings was about 27 tonnes in 2025, taking 

official gold reserves to roughly 2,306 tonnes. As of the end of 2025, Brazil, Russia, India, and 

China’s holdings of gold now exceed those of the Fed (held at Fort Knox) by 20% (see Exhibit 9).  

Exhibit 9: Brazil, Russia, India and Chinese central bank holdings of Gold relative to the Fed vs. USD share of global 

reserves              

 

Source: IMF, ICG Advisors 

A separate channel is trade and payments architecture, where the shift shows up first in the 

plumbing. In 2025, the People’s Bank of China and the Central Bank of Brazil renewed a bilateral 

local currency swap line sized at CNY 190 billion and BRL 157 billion, explicitly tying the 

arrangement to support for local currency usage and payments infrastructure.  

In the Middle East, the UAE launched the Jisr network and executed a first cross-border payment 

using central bank digital currency between the UAE and China, a signal of how bilateral corridors 

are being built to reduce frictions and reliance on traditional correspondent banking rails. In Asia, 
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Thailand, Indonesia, and Malaysia harmonized and broadened their Local Currency Transaction 

Framework operational guidelines in 2025 to expand the scope of cross-border transactions that 

can be settled in local currencies.  

In Europe, the ECB has framed progress on a digital euro and improving cross-border payment 

systems as part of strengthening European sovereignty and increasing the euro’s global appeal, 

which is another expression of the same MEGA impulse toward resilient, domestically controlled 

payment infrastructure.  

The market implication is not that the dollar collapses, but that its premium becomes less stable. 

If the marginal demand for dollars and Treasuries becomes more price sensitive, the dollar can 

become more cyclical, and the United States can face a higher term premium even without a 

discrete crisis. That matters in a world where the fiscal and issuance backdrop is already heavy: a 

modest erosion of reserve demand is manageable, but it raises the bar for stable financing at low 

volatility. In that sense, de-dollarization is not a separate theme from deficits and monetary policy; 

it is the external channel through which those domestic choices are ultimately tested. 

Looking into 2026, we expect these currents not only to persist but to accelerate at the margin as 

trade and security politics become more explicit inputs into capital allocation. The USMCA joint 

review process is one obvious catalyst: even without a formal “exit,” the mere prospect of 

renegotiation or tougher enforcement can raise the incentive for corporates and policymakers to 

build redundancy in supply chains and settlement rails.  

More broadly, if tensions between the Trump Administration and key allies remain elevated, more 

countries are likely to treat dependence on U.S. financial infrastructure as a policy risk to be 

managed rather than a neutral convenience. China’s next Five-Year Plan cycle adds another 

tailwind, as Beijing’s planning framework for 2026-2030 is likely to further emphasize self-

reliance, strategic industries, and the infrastructure that supports cross-border trade on China’s 

terms.  

In that context, de-dollarization should be viewed less as a binary outcome and more as a 

compounding process: small, pragmatic shifts in reserves, settlement practices, and payment 

infrastructure that, over time, reduce the dollar’s monopoly on the marginal transaction and 

increase the sensitivity of the system to policy and geopolitics. 
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Market Implications and Opportunities:  

Our 2025 Outlook framed four market implications that we believed would define the opportunity 

set, and the year largely reinforced the logic behind each of them. Entering 2026, we still view 

those four as the foundation for positioning in a more fragmented world. What changes is that 

2025’s market path, especially the Liberation Day drawdown and subsequent rebound, clarified 

which forces are becoming more structural and which were more cyclical.  

As a result, we are carrying forward our original four market thoughts into 2026, and we are adding 

three that have moved from possibilities to increasingly visible trends: a continued decline in the 

U.S. dollar, sustained outperformance of international equities relative to the U.S., and a renewed 

cycle of emerging market outperformance relative to developed markets. 

1. Stock-Bond correlation continues to synchronize with inflation trends: Stock and bond 

correlations have begun to normalize (see Exhibit 10). One of our core 2025 views was that as 

inflation moved closer to target, the unusually high positive stock–bond correlation of the post-

2022 period would begin to fade. That is broadly what occurred: one-year correlations 

normalized significantly as inflation cooled, while three-year correlations improved only 

modestly, reflecting that the regime shift is still working its way through longer-horizon data. 

If inflation continues to normalize and remain well below 3% as we expect, 2026 should extend 

this process, reinforcing the role of high-quality duration as a more reliable diversifier than it 

has been in recent years. 

Exhibit 10: Stock-Bond rolling 3-year and 12-month correlation vs. CPI YoY change (lagged 15 months) 

 

Source: U.S. Department of Labor, Bloomberg, ICG Advisors 
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2. “Alpha” generation remains a theme for 2026: The opportunity set for active managers is 

widening as dispersion and rotations return. A second key view for 2025 was that a more 

fragmented macro backdrop would increase the potential for alpha as leadership rotated across 

size, regions, sectors, and industries. The mid-year 2025 “S&P Index vs. Active” report 

(SPIVA) evidence supports that direction in equities (see Exhibit 11). While a majority of 

large-cap active funds still lagged, the underperformance rate improved versus 2024, and the 

most notable shift was down the cap spectrum, where small- and mid-cap active managers 

were far more likely to outperform at the midpoint of the year.  

This pattern is consistent with an environment in which higher dispersion and sharper rotations 

create more opportunities for security selection and positioning to matter, even as mega-caps 

periodically reassert leadership. 

Fixed income was the counterpoint. Despite positive aggregate returns in many rate and credit 

segments in the first half, SPIVA showed materially higher underperformance rates across 

most fixed income categories, including particularly weak results in core investment-grade and 

high yield. In our view, this does not invalidate the broader thesis. It clarifies it.  

Fixed income alpha is likely to be more episodic and more dependent on flexibility across 

duration, curve positioning, credit quality, and liquidity, especially as policy rates fall, issuance 

remains heavy, and cross-market dispersion increases. Looking into 2026, we expect the same 

MEGA forces that drove rotations in 2025 to persist, creating a fertile backdrop for active 

managers in both equity and fixed income to add value through regional shifts, sector and 

industry leadership changes, and more frequent turning points in rates and credit. 

Exhibit 11: Percent of active U.S. large-cap managers who underperformed the S&P 500 Index 

 

Source: S&P Dow Jones 
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3. Asset dispersion has not normalized “yet”: Dispersion is still not fully normalized, but the 

case for it remains intact. Our third point for 2025 was that dispersion should rise from 

unusually compressed levels, improving the opportunity set for relative-value positioning and 

active risk-taking across a broader set of U.S. asset classes, not just equities versus risk-free 

Treasuries (see Exhibit 12).  

In 2025, it briefly appeared that this normalization was underway: the first half saw wider gaps 

open across equities, credit, and interest-rate-sensitive real assets as tariffs, policy uncertainty, 

and growth fears drove sharper differentiation. But the second half partially reversed that move 

as the rally broadened and correlations reasserted themselves across multiple risk markets.  

Even so, we view the underlying setup as unchanged. In a MEGA environment defined by 

fragmentation, policy-driven shocks, and an uneven business cycle, dispersion across U.S. 

asset classes should ultimately normalize higher over time, even if the path is non-linear and 

periodically interrupted by broad risk-on recoveries. 

Exhibit 12: Asset Dispersion at historic lows: ICG Asset Dispersion Index (Treasuries, Investment Grade Corporates, 

Equities, and RE Cap Rates) 

 

Source: ICG Advisors  
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4. U.S. “Real” yields are simply too high and too attractive to pass up: U.S. real yields are 

too attractive to ignore. Our fourth view was that once inflation began to normalize, the level 

of real yields would stand out as unusually compelling, creating an opportunity to accept 

greater duration as part of a higher quality, more balanced risk budget.  

2025 reinforced that setup. Even as inflation cooled, nominal rates and forward inflation 

expectations were broadly range-bound for much of the year, keeping real yields elevated and 

preserving the logic of the trade heading into 2026 and 2027 (see Exhibit 13).  

In a regime where correlations are improving and dispersion is gradually normalizing, adding 

duration at attractive real yields can improve risk-adjusted outcomes, particularly when growth 

risks reappear and policy rates are moving lower. As Exhibit 13 highlights, real rates remain 

near the high end of the post-2014 range, which continues to argue that high quality duration 

is more than just a hedge; it is increasingly a source of carry and potential capital appreciation 

if the disinflation trend holds. 

Exhibit 13: “Real” long-term interest rates in the U.S. (10-year U.S. Treasury yields minus year-over-year % in the CPI vs. 

Five-year forward five-year U.S. CPI Inflation Swaps 

 

Source: ICG Advisors 
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buildout of non-USD settlement channels reduce the dollar’s “scarcity premium” at the margin, 

while the fiscal backdrop raises the supply of dollar assets that must be absorbed.  
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As deficits remain structurally large and Treasury issuance stays heavy, the balance of 

payments and the buyer-base question matters more: if marginal demand for U.S. duration 

becomes more price-sensitive, the dollar does not need to lose reserve-currency status for the 

currency to weaken. It simply needs to become less one-way. 

Valuation reinforces the macro logic. Even after 2025’s move, broad measures such as the 

Goldman Sachs Real Effective U.S. Dollar Index (see Exhibit 14) still suggest the dollar 

remains meaningfully rich versus history. In our view, that leaves room for a multi-year 

depreciation trend that can persist well beyond 2026, particularly if the U.S. policy mix remains 

characterized by large fiscal deficits, declining real-rate advantage, and higher political risk 

premia.  

Exhibit 14: Goldman Sachs Real Effective U.S. Dollar Index 

 

Source: ICG Advisors 

6. International equity markets outperformance: International equities are likely to continue 

to outperform U.S. equities. 2025’s leadership was not an anomaly so much as an early signal 

of how MEGA can reshape the opportunity set (see Exhibit 15). When the dollar is no longer 

persistently strengthening, the U.S. no longer enjoys the same automatic valuation and 

translation tailwinds, and global equity performance becomes more sensitive to relative 

growth, relative policy paths, and sector composition. At the same time, the U.S. entered 2026 

with higher starting valuations and a narrower leadership profile than many international 

markets, raising the hurdle for U.S. outperformance in a world where dispersion and regional 

differentiation are increasing. 
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In our framework, the same forces discussed above - fiscal strain, heavy issuance, a gradual 

de-dollarization impulse, and more policy-driven volatility - create a constructive backdrop for 

non-U.S. equities. Europe’s rearmament and industrial investment cycle, Japan’s shifting 

policy regime, and select emerging-market reform stories are all examples of how regional 

dynamics can matter more than they did in the pre-fragmentation era. If the dollar trend remains 

weaker and global growth holds up, international markets should continue to benefit from 

valuation catch-up, broader sector leadership, and the diversification advantage that comes 

from not being tied to a single policy regime. 

Exhibit 15: MSCI Ex-U.S. Index performance relative to the MSCI U.S. Index 

 

Source: ICG Advisors 
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only relative value; it was that the developed world’s macro and policy questions were louder 

than those facing many large EMs, which reduced the hurdle for EM risk-taking. 

In 2026, MEGA raises the possibility of a similar setup. Populism, protectionism, and 

nationalism are increasingly defining features of the developed world policy mix, with tariff 

and industrial policy swings creating recurring uncertainty for corporates, supply chains, and 

capital markets. If that environment persists, parts of emerging markets can look “cleaner” by 

comparison, particularly where policy frameworks are stable, external balances are improving, 

and domestic demand is less exposed to the next turn in developed market trade politics.  

Combined with a weaker dollar, a potentially improving global rates backdrop, and still-

attractive relative valuations, the result is a plausible regime in which EM outperformance is 

driven as much by relative policy clarity as by the traditional growth story. 

Exhibit 15: MSCI Emerging Markets Index performance relative to the MSCI World Index (i.e. developed markets). 

 

Source: ICG Advisors 
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Summary: 

If 2025 was the year markets discovered MEGA in real time, then 2026 looks like the year 

investors have to live inside it. Fragmentation is no longer a tail risk that occasionally shocks the 

tape; it is becoming the operating environment. That matters because it changes what drives 

returns. In a more policy-driven world, outcomes will be less about a single macro forecast and 

more about the interaction of trade rules, fiscal choices, security priorities, and the political 

constraints that determine how quickly those variables can change.  

The result is a market regime that can feel noisier day to day but is actually more legible in its 

underlying logic: dispersion rises, leadership rotates, and the winners and losers are increasingly 

defined by exposure to policy, currency, and scarcity rather than broad beta alone. 

The market implications we carried into 2026 reflect that regime. Correlations are moving back 

toward more normal behavior as inflation cools, restoring diversification benefits that were 

unreliable in the post-2022 shock period. At the same time, the opportunity set for active decisions 

is widening, especially in a world where rotations across regions, sectors, and industries are being 

driven by politics as much as by fundamentals.  

Dispersion has not normalized in a straight line, but the setup remains intact across a broader mix 

of U.S. asset classes, including credit and real estate, and real yields remain compelling enough to 

justify rethinking how much high-quality duration belongs in risk budgets. Layered on top of those 

four carryover views are three trends that 2025 made harder to dismiss: a weaker dollar regime 

that may persist beyond a single cycle, a higher probability that international equities continue to 

lead the United States, and a credible case for emerging markets to outperform not only because 

valuations are cheaper, but because parts of the developed world are generating more policy 

volatility, more trade friction, and more headline-driven risk premia. 

The broader conclusion is that the “year of geopolitics” was not a one-off label for 2025; it is likely 

the characterization investors apply to the second half of this decade. Pricing policy uncertainty 

will never be clean, and it will often feel impossible to model with precision. But economies are 

still adaptive, technological progress remains a powerful offset, and markets still reward 

disciplined capital allocation.  

In a fragmented MEGA world, return paths will be less linear, and patience will matter more. 

Alpha is less likely to come from predicting every headline and more likely to come from building 

portfolios that can absorb shocks, lean into valuation and carry when they are attractive, and take 

advantage of rotations when dispersion creates mispricing. That is the opportunity set we see for 

2026 and why the work of diversification, selectivity, and timing is becoming more valuable, not 

less. 

 

As always, stay tuned. 

Ardavan Mobasheri 
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