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Looking back at 2025 and what it implies for 2026

2025 was a fantastic year for equity markets, which rose more than 21%. However, US markets lagged international 

markets, such as Europe, Japan, or the developing world, after years of US performance dominance. On top of a weak US 

Dollar, it was mainly a function of the non-Mag7 lagging the tech giants, which, as a group, managed to lead the US market 

again. However, this year, the Mag7 only outperformed by a few %, and we suspect that this group may now undergo a 

period of digestion and underperformance.

There are three reasons we see: Firstly, while in 2025 earnings growth of the tech giants was 24%, still more than double 

that of the rest of global markets (+11%), FCF growth barely surpassed 10% for the Mag7, as most companies ramped up 

their capex spend. This AI build-out is supposed to show still very high growth, outpacing expected earnings growth (25% in 

2026) again. This negative FCF leverage is likely an overhang, as investors question the RoI of this buildout. Secondly, the 

average Mag7 trades at 50x FCF, with some players' balance sheets weakening, leaving little valuation support. Thirdly, new 

companies, such as SpaceX, OpenAI, Anthropic, and others, may prepare for an IPO and compete for capital in the mega 

tech space.

Every outlook we read for 2026 is now calling for a rotation in the non-Mag 7. The earnings growth numbers for 2026 

(+25%) remain very supportive of the Mag7, but the competitive landscape is shifting, with the giants competing in the new 

AI world. Here, surprises are likely to lie ahead of us in 2026. Clearly, the largest mega-cap company, Nvidia, will have to 

prove that a slowing industry capex growth rate and potential technological competition will not yet harm its fat margins.

The overall monetary and fiscal backdrop remains very supportive, with a slowing economy and rate reductions a positive 

combination for equity markets – as long as we do not enter a recession. With markets becoming increasingly forceful in 

any direction they decide to move, we expect to see some pullback in H1 across the major indices. A key reason is the top-

heavy concentration in the S&P 500, which could easily lead to drops in the major components when the AI growth topic 

gets some cold water thrown at it. The crosscurrents we mention could well lead to a rotation into commodities, which saw 

so many years of underinvestment and are now suddenly at the forefront of people’s minds, with reindustrialization, 

electrification, and AI data center buildout putting heavy stress on the system. The debasement debate will, on the other 

hand, likely get less heated for a bit after a period of parabolic investment into that theme.
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More granularity for 2026 – 10 key possible trends to watch

Consensus calls now for some 10 % stock appreciation for 2026, the typical non-opinion, mean, boring forecast if 

there is nothing really to say about recession or economic recovery. Rarely, markets end up where consensus sees 

them. We have no crystal ball either, but we try to highlight the following key developments we see as likely for 2026, 

noting that severe geopolitical events may upset many of the points we cite below.

1. The divergence among the Mag 7 stocks in terms of performance will further grow in 2026 versus 2025

❑ In 2025, Alphabet was the big winner with a 66% gain, followed by Nvidia with a 39% gain. The rest of 

the pack delivered only 5-15% (see chart 1 below). Note that the podium was defined only in Q4.

❑ In 2026, investors will not only check the rentability of AI capex; their attention will also shift to new 

areas, such as physical AI, which will again split the group into winners and losers.

❑ In the entry paragraph, we already mentioned that new players will enter the field, such as OpenAI and 

SpaceX, competing for the same pool of capital, and likely leaving some Mag7 behind in that race.

2. Energy bottlenecks, higher electricity prices, and the physical challenge of building will continue to produce 

headlines, impacting AI capex

❑ Energy had already been in play for 2025 as an AI derivative, but we believe it will become a larger topic. 

The acquisition of Intersect, a renewable energy and energy storage company, by Alphabet is likely a 

prelude to what is to come in a battle to secure electricity access, while consumers increasingly will 

protest rising prices.

❑ Access to electricity, as well to all types of physical infrastructure, especially commodities like copper 

and critical metals will impede the AI build-out and become a larger bottleneck than GPUs.

❑ The combination of those two last points will lead to another DeepSeek-type of AI scare, potentially 

enlarged by new chips, such as a photonic chip breakthrough. The good news is that the latter will 

address the electricity problem, similar to how compression algorithms solved the bandwidth issues of 

the dot.com bubble.

3. We will see a rotation within the technology sector

❑ The rumoured IPO of SpaceX will increase investor interest in space technology and all related suppliers, 

from satellites to specific customer technology, maybe even (in the out years) datacenters in space.

❑ AI will not eat all software, but payment systems will be revolutionized by the use of blockchain 

technology, unlocking significant efficiencies within banks and supporting overall economic productivity 

growth already driven by AI. Financial companies may now be perceived more like tech companies, like 

Amazon, in the consumer discretionary sector.
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Chart 2: 
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4. Other sectors will take the limelight from technology

❑ While we see technology overall doing ok, other sectors will do better after a year where the sector 

was 3% ahead of the market.

❑ Candidates are especially healthcare due to a relatively cheap valuation, commodities due to the 

Western reindustrialization, and potentially subsegments of the financial sectors, as argued in the 

previous point

5. SPW outperforming SPX 

❑ The equal-weighted S&P 500 has underperformed the market-cap weighted index for three years in 

a row. That has happened in the past, but never by so much. The delta of 35 % is an all-time record!

❑ Some of the reasons cited about the issues faced by the Mag7 could lead to a reversal. However, we 

still have secular forces (the winner-takes-all) and strong earnings growth, making this not a foregone 

conclusion. See chart 2 below for the multi-decade relative chart. Key will be if more companies see 

productivity and earnings growth driven by using increasingly AI.

6. While the US continues to dominate in technology, valuation, and the above-mentioned issues are likely to lead 

to the US underperforming the rest of the world

❑ We have always supported the view that the second derivative is key in US market trends. With AI 

capex growth rates falling year over year, new favorites will be found elsewhere, and the key driver of 

US exceptionalism may start to stutter again.

❑ Other areas, such as emerging markets and Europe, show better valuation levels and should attract 

new investor money, even more if the US-Dollar continues to weaken.

7. Precious metals will stay a topic – but need a pause to refresh

❑ The latest move in that segment has gone parabolic, never a great point to keep adding.

❑ The debasement debate is for real, as highly indebted countries have no real alternative.

❑ However, we suspect the market will focus less on this topic in the short term after the current 

extreme phase.

8. Commodities will start a bull market

❑ In 2025, commodities already roared ahead, but a lot of that was in precious metals. Industrial 

metals, such as copper, had a good run, but lagged gold and silver.

❑ In 2026, we suspect that the physical build-out after so many years of underinvestment will support 

industrial commodity prices and extend the bull run.

❑ However, over the year(s), those higher input prices will also impact inflation rates. In the short-term, 

a slowing economy will keep inflation under control, and oil prices in check will also help.
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9. Defensives outperforming cyclicals

❑ The gap between those two groups has grown extreme over the past few years, and macroeconomic 

forecasts suggest this is also a less likely scenario to reverse.

❑ However, we already mentioned the attractiveness of healthcare, and we may well see a quite sharp 

reversal in a worse market than currently predicted. It does not need much!

10. Ten-Year US bond yields will stay elevated

❑ Despite efforts to bring rates down in the US, we think that shrinking demand for US bonds, a 

creeping inflation issue below the hood, and a weaker US dollar will keep the long-end yields up, even if 

the short end comes down with the slowing economy and a new FED chairman willing to cut fast.

❑ The US government will consider drastic measures to get the long end down, likely including some 

form of QE and other actions. But yield control may prove difficult in 2026, given the strong economy, 

ongoing stimulus, and less appetite for US bonds amid a weaker US Dollar and a growing fiscal deficit. 

Only a real recession may help, but with mid-term elections in November, the appetite among 

politicians to avoid it at all costs is very high.

Where do we find value in these markets, using FCF as our yardstick?

A lot of ink was spent on the dominance of the US market, and there were many reasons, especially the 

technology leadership, for the massive outperformance we have seen over the last few decades. However, it has 

led to specifically the tech leaders trading at very high valuations, while the rest of the US universe has shown only 

limited earnings growth.

This provides a good reason to use free cash flow yield as a screening tool for global markets where valuation 

remains attractive (which is exactly the approach we use for our equity income strategy).

Our target universe of high-free-cash-flow companies in the equity income strategy currently comprises 200 

companies in developed markets and a similar number in emerging markets. The US contributes only roughly 1/3 

to the qualifying developing market candidates, a sign for us, and a reason to be underweight the US in this value 

strategy. Consequently, we will continue to invest for the FCF strategy more outside the US, as better valuations 

are abundant in those countries. Hence, our approach may well be a nice diversification from standard passive 

world equity products or those that hug the indices.

Chart 3: 
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”Blue Box” Special: Our Proprietary AI Stock Picking Approach with excellent results

Over the past 6 years, we have developed our proprietary AI stock-picking system. It is baptized Horus AI and can 

predict, using the latest AI technology, which stocks are likely to do better (and worse) in any given equity universe 

over the next three months. Importantly, our domain expertise as portfolio managers over several decades is key to 

developing the algorithm that combines public data of different types, such as macroeconomic time series, company 

data, and market data (e.g., prices). Secondly, we focus on longer-term time periods. The reason is that our analysis 

showed effectiveness in this space, and it is also less crowded, because it requires patience. 

We have tested this system, which uses our own cutting-edge technology and runs on proprietary hardware, using 

data over a 30-year time span via out-of-sample tests. Careful setup and testing of the system were necessary to 

avoid common issues in this industry, such as overfitting. For close to two years, we have also been running a live 

client money actively managed certificate based on the system output without human oversight, and just last month, 

we launched another product on the European index Stoxx 600. 

Chart 4 shows the system's remarkable predictive power, highlighting the performance of the top and bottom 5 

predicted companies in the S&P 500. 

How to read this chart? Every three months, Horus AI ranks all S&P 500 index constituents on its performance 

potential. The top 5 picks get included in the portfolio shown above, equal-weighted. Since we went live with money 

invested in the strategy in the spring of last year, the Top 5 portfolio has returned 113% versus the SPW (S&P 500 

equal-weighted), advancing only 24%. The bottom 5 ranked names, however, lost 12 % in the same period, 

highlighting the predictive power of the system live!

The fantastic feature of our AI engine is that you can construct your own portfolio on any index! The above chart 

works, for example, also for the Top 10 or Top 36. Clearly, the more names are included, the lower the volatility, but 

also the performance is lower (still above the market, however). In that spirit, we also constructed a low-tracking-

error (TE) portfolio based on our signals: With a TE of 3%, it has beaten the SPX by 10%. (Past performance is no 

indication of future performance.) Based on our tests in Europe as well, we have now started a Top 10 for Europe.
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Chart 4: 
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Contact: email: info@hcp.ch    Office : Rue du Vieux—Collège 10, 1204 Genève     

Disclaimer: This document is a market ing document and is intended for informat ional and/or market ing purposes. This document is addressed solely to Recipients to whom it has been delivered by HCP Asset Management SA 

(“HCP”) . It may not be distributed in whole or in part to any other persons without the prior wri tten consent of HCP. Al l Recipients take ful l and sole responsibi lit y for compliance with appl icable laws and regulations in relation to any 

use they make of the Document. This Document contains informat ion about the certificate but does not constitute an issuance prospectus pursuant to art icles 652a or 1156 of the Swiss Code of Obligations , art icle 7 ff. of the Swiss 

Federal Act on Collective Investment Schemes or a simi lar law or regulation. The complete informat ion on the certificate, including the relevant risks , can be obtained from the simpli fied prospectus, which can be retrieved from 

www.ubs.com/keyinvest and which constitutes the sole binding basis for an investment decision. The Document is for general informat ional purposes only. Nothing contained in this Document constitutes legal, tax or investment 

advice. The informat ion in this Document does not constitute an offer, solicitation or recommendation to buy or to sell the certificate or any other financial instruments, or to engage in any other transaction involving financial 

instruments. Before making an investment decision the Recipient should always read al l relevant legal documents (e.g. the simpli fied prospectus) as wel l as any other material which might be required under local laws and regulation, 

especiall y al l relevant risk disclosures contained therein, and seek professional advice. Any investment decision lies in the sole responsibi lit y of the Recipient. Past performance is no guarantee for future performance. HCP provides no 

guarantee whatsoever pertaining to the future performance of the certificate. Although the Document is based on informat ion that HCP considers to be rel iable, HCP does not guarantee that the content is accurate, up-to-date or 

complete. HCP may amend the Document partly or entirely at any time without prior notice. HCP is not obliged to provide the Recipients with an amended version of the Document. HCP Asset Management SA is a portfol io manager 

affi liated to AOOS and licensed by FINMA.

HCP– an innovative Swiss asset manager using AI already now in the investment process

Just a summary: While our traditional approach is value-driven and uses free cash flow yield as the key parameter 

for defining value, we have developed an AI-based system that efficiently identifies outperforming stocks with very 

high precision.  We expect this machine-native approach to gain traction very quickly in the investing world and 

become a hot topic in 2026. Finally, we would like to thank our investors. Without your support, this company's 

growth would not have been possible! I also want to thank the great team at HCP, which helped to get this company 

to the next level. We are all here to build a genuinely differentiated asset manager innovation as the cornerstone 

principle.

With this, we wish you a great 2026! Please let us know if you have any questions, and reach out to the team for 

presentations and updates. We are happy to help! 
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