OPINION

Jury’s out

Hopes for a more predictable year quickly
went awry after the US started its war with Iran.
Jackie Bowie looks for the positive signs

ix months ago, 2026
looked like it should have
S been a straightforward

year, especially compared

to 2025. However, by the
end of February President Trump had
embarked upon Operation Epic Fury
and attacked Iran, changing all of that
in an instant. Ongoing Middle East
conflict has put inflation firmly back on
the agenda, with the IMF's April
forecast predicting global growth of
3.1% this year and inflation ticking up
to 4.4% before easing in 2027.

Growth has held up better than
feared, but the impact beyond the end
of this year is still very uncertain. If there
is another - more durable - ceasefire that
should unwind the short-term energy
shock. But if inflation expectations are
already embedded in the economy that
may not make much difference.

The US is actually a relative bright
spot. Al-driven capex and resilient
consumer spending are carrying
growth, even as the labour market cools.
The Fed, now under new chair Kevin
Warsh, held rates through the summer,
wary of declaring victory on inflation too
early. At the time of writing, the market
was pricing a 25bps increase this year,
but not a sustained hiking cycle - quite a
shift in expectations.

The ECB raised rates in June - its first
hike since 2023 - as energy costs
pushed inflation above its targets.
Growth across the euro area is scraping
along at under 1%. The UK sits
somewhere between the two: inflation
running hotter than the Bank of England
(BoE) would like, growth forecast to sit
at 1% for 2026, and a base rate held at
3.75%. As talk of stagflation intensifies,
the BoE is adopting a wait-and-see
approach. Markets, for now, are
accepting a higher-for-longer interest
rate environment.

The UK's fiscal position was tight
before the year began; the energy
shock has made it tighter. Keir
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‘Strip out a handful
of megadeals over
$5bn and underlying
global activity is flat
to down’

Starmer’s resignation in June was more
confirmation than shock - markets had
priced it in for months - and Andy
Burnham always seemed next in line.
What matters for markets isn't the
personality change, but the fiscal signal.
Ten-year gilt yields sit close to 4.98%,
among the highest in the developed
world. And long-dated gilts touched
their highest level since 1998 earlier in
the year. Gilt markets are watching
whether Burnham will stick to the fiscal
rules. A looser stance means more
borrowing and a risk of a permanently
higher yield premium on UK debt.

Deal outlook

Global M&A hit roughly $2.7trn in the
first half of the year - a record, and up
nearly 50% year-on-year. But headline
numbers mask a sharply divided market.
Deal value is up, but deal count is way
down. It's a ‘K-shaped’ market: a few
megadeals over $5bn account for

almost half of total value - double their
share from two years ago. Strip those out
and underlying activity is flat to down.

Three forces are driving activity. First,
pent-up demand. Second, corporate
balance sheets are strong. And finally,
private equity is under real pressure to
return capital, pushing sponsors toward
exits even at imperfect valuations.

Take-privates are a bright spot, with
UK public markets fertile ground, as
private equity firms and overseas
strategic buyers take advantage of
perceived undervaluation, fuelled by a
mix of subdued equity market
multiples, a persistent discount to
comparable US-listed companies and
sterling’s relative weakness. While this
is good for deal-makers, it raises
longer-term concerns about the size
and health of the UK listed market.

Private credit is still a cloud on the
horizon. The asset class has ballooned
past $1.8trn, and cracks are showing.
Default rates in Proskauer’s index rose
roughly 50% between late 2025 and Q1
2026. Regulators - the Fed, IMF, and
SEC - have been unusually vocal in
stating this isn’t systemic. It's more
correction than crisis, they say. But
sentiment has shifted and that caution is
filtering into leveraged deal financing.

The Al story cuts both ways. Buyers
are pulling back from software and
services targets where Al could gut
existing revenue models, but capital is
pouring into Al infrastructure - data
centres, power, cooling, grid capacity
- and into businesses that can prove Al
is driving real margin improvement.

A successful second half for this year
hinges on the Middle East conflict
being permanently resolved, the UK's
political transition holding fiscal
credibility, and central banks raising
interest rates to curtail inflation.
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