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Fed raised rates, potentially more tightening to come 

• The Fed raised interest rates by 25 basis points (bps) to 3.75% - 4.00%, its first rate hike since 2023.  

• The Fed is firmly focused on inflation, which has remained “too high for too long”.  

• This potentially marks the beginning of a renewed monetary policy tightening phase, as the Fed 

historically does not stop after one hike once it begins tightening policy.  

• UOB View: We now expect two additional rate hikes, one in December 2026 and another in 1Q 2027, 

followed by rates remaining on hold for the rest of 2027.  

• Our view has been downgraded to be more cautious due to uncertainty over: 

o Interest rate policy, oil prices, inflation concerns, and elevated investor expectations.  

Equity Outlook 

Asset Class 

Outlook 

Changes in View Rationale 

Equities From Overweight to Neutral While corporate earnings should stay strong, near-

term risks have increased due to oil prices, inflation, 

Fed tightening, and crowded investor positioning 

History shows growth and momentum stocks may 

come under pressure after Fed rate hikes begin.  

History shows a trend of market volatility leading up 

to US mid-term elections on 3 November 2026. 

With the S&P 500 already posting a solid 9.6% year-

to-date gain, and other stock markets delivering even 

stronger returns, the short-term risk reward for 

investors has become less attractive.  

 

Updates on UOB Views 

• We expect the Federal Reserve (Fed) to deliver two more rate hikes, in December 2026 and 1Q 

2027, before staying on hold for the rest of 2027.  

• We have revised and downgraded our Equity asset outlook from Overweight to Neutral. Our 

position is to be tactically cautious in the short term but strategically positive in the medium 

term.  

• Keep capital ready to deploy when oil prices ease and bond yields stabilise and look to 

accumulate quality assets and quality dividend-paying stocks on dips.  

• Be selective in artificial intelligence (AI), and diversify into financials, defence, and healthcare. 

 

Strategic Asset Allocation - Update 18 September 

2026 

UOB’s View on Fed Policy 

CIO Strategic Asset Allocation (SAA) – Turning more cautious 
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Regional Outlook Changes in View Investment Considerations 

United States From Overweight to Neutral Strong year-to-date gains, higher bond yields, 

renewed Fed tightening and elevated positioning 

have weakened the near-term risk-reward. 

Europe Remain Neutral Focus on structural beneficiaries of increased fiscal 

spending like defence.  

Japan Remain Neutral Selective approach, focusing on companies aligned 

with Japan’s priorities on fiscal policy, economic 

security, structural reform, and strategic industries.  

Emerging Asia From Overweight to Neutral South Korea and Taiwan: High concentration in AI 

hardware companies may lead to greater market 

volatility. 

China: Maintain diversification across quality dividend 

stocks, domestic stocks (A-shares) and innovation 

companies aligned with China's strategic priorities. 

 

Sectorial Outlook Strategy Rationale 

Artificial 

Intelligence (AI) 

Selective exposure: prefer AI 

beneficiaries and adopters 

rather than hardware 

suppliers. 

Companies that successfully deploy AI to enhance 

productivity and profit margins can participate in the 

AI structural cycle without committing high 

investments.  

Dividend Stocks Accumulate quality dividend-

paying stocks on market 

weakness. 

Any weakness may be short-lived, as a prolonged 

rate hike cycle appears unlikely. Offers sustainable 

income backed by resilient earnings and cash flows. 

Financials Build exposure to diversify 

the portfolio. 

Higher interest rates may support net interest income, 

while strong capital levels provide scope for dividends 

and share buybacks. 

Defence Build exposure to diversify 

the portfolio. 

Governments are increasingly prioritising strategic 

autonomy and defence spending. 

Healthcare Build exposure to diversify 

the portfolio. 

Earnings are less closely tied to the technology cycle, 

providing diversification benefits for investors with 

heavy AI exposure. 

 

 
• Tactically cautious in the short term due to the confluence of headwinds like: 

o USD100+ oil prices, above 5% US 10-year Treasury bond yields, and renewed Fed rate hikes.  

• But strategically positive in the medium term:  

o Economic fundamentals and corporate earnings remain solid.  

o Historically positive performance post-US mid-term elections offers buy-on-dips opportunity.  

o The oil shock typically reverses within 12-18 months following major geopolitical conflicts.  

• Keep capital ready to deploy when oil prices ease and bond yields stabilise.  

• In the event of market corrections, accumulate quality assets and quality dividend-paying stocks. 

• Diversify portfolios while being selective in investment opportunities. 

o Investors seeking AI opportunities should favour AI beneficiaries and adopters.  

o For those with heavy AI exposure, look to diversify into financials, defence, and healthcare.  

Investment Strategy 



 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

IMPORTANT NOTICE AND DISCLAIMERS: 

The information contained in this publication is given on a general basis without obligation and is strictly for information purposes only. 
This publication is not intended to be, and should not be regarded as, an offer, recommendation, solicitation or advice to buy or sell any 
investment or insurance product and shall not be transmitted, disclosed, copied or relied upon by any person for whatever purpose. Any 
description of investment or insurance products, if any, is qualified in its entirety by the terms and conditions of the investment or insurance 
product and if applicable, the prospectus or constituting document of the investment or insurance product. Nothing in this publication 
constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should consult your own professional advisers 
about issues discussed herein. 

The information contained in this publication, including any data, projections and underlying assumptions, are based on certain 
assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the date of the publication, 
all of which are subject to change at any time without notice. Although every reasonable care has been taken to ensure the accuracy and 
objectivity of the information contained in this publication, United Overseas Bank Limited (“UOB”) and its employees make no representation 
or warranty of any kind, express, implied or statutory, and shall not be responsible or liable for its completeness or accuracy. As such, UOB 
and its employees accept no liability for any error, inaccuracy, omission or any consequence or any loss/damage howsoever suffered by 
any person, arising from any reliance by any person on the views expressed or information contained in this publication. 

Any opinions, projections and other forward-looking statements contained in this publication regarding future events or performance of, 
including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events or results. 
The information herein has no regard to the specific objectives, financial situation and particular needs of any specific person. Investors 
may wish to seek advice from an independent financial advisor before investing in any investment or insurance product. Should you 
choose not to seek such advice, you should consider whether the investment or insurance product in question is suitable for you. 
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