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Overview

• Risk-off bites: MSCI World >1% lower; major US indices turned negative YTD; VIX spiked above 20; selling was

broad (tech, small-caps, commodities, crypto) with gold/silver whipsawed; software being “eaten alive” by AI.

• Drivers: Weaker US labour data, an AI valuation/capex-ROI rethink amid crowded positioning, a rotation to

safe havens, and a potentially hawkish leaning Fed Chair next contributed to the sell-off in risk assets.

• Investment implications: This correction reflects a valuation/positioning reset. Investors should trim

high-multiple AI stocks, tilt to quality compounders, S&P 500 equal-weight/low-vol, keep quality

FI/alternatives, and buy dips selectively. Cybersecurity companies are less likely to be disrupted by AI, while

other tech segments with narrow moats focused on cost efficiency and data processing have higher odds of

being disintermediated.

Market Move Summary – A Broad Risk-Off Phase

Global equity markets weakened this week, with the
MSCI World index down by more than 1% and most
major US indices falling, including the Dow Jones, S&P
500, and Nasdaq-100 (Fig. 1). Meanwhile, the
volatility index (VIX) has spiked above 20 (Fig. 2). The
US market now stands negative after recent declines.
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Navigating the Risk-Off Reset

The selling through the week was broad-based: tech
names, small-caps, commodities, and crypto all
suffered heavy losses — notably, Bitcoin slid sharply,
while precious metals like gold and silver were also
whiplashed by volatility following their meteoric rise.

Beneath the market indices, software and tech stocks
have also seen sentiment unwind across Europe and
the US as narratives about durable growth and sticky
recurring revenues are now being disrupted by AI.Figure 1: Major US indices and their support levels

Source: Bloomberg, UOB Private Bank

Figure 2: Volatility index on the rise

Source: Bloomberg, UOB Private Bank

What Drove the Sell-Off – Multi-Factor Stress

The rout cannot be attributed to one single event.
Rather, it is a convergence of pressures.

1) Macro Data & Growth Concern: Recent labour
market data disappointed — job openings hit multi-
year lows, layoffs spiked, and unemployment claims
rose above expectations — challenging the belief in a
continued “soft landing” for the US economy.

2) AI-Valuation Reset: The earlier narrative that AI
innovation would propel valuations inexorably higher
has encountered pushback. Against a backdrop of
crowded positioning, investors are questioning the
scale, cost, and profitability of AI deployments,
triggering a sharp correction in tech stocks.

3. Safe-Haven Rotation: Bond yields have fallen as
capital has shifted from risk assets into perceived
safer stores like government bonds and defensive
equities. Recent volatility in the prices of traditional
safe-haven assets like gold following their surge
suggests some speculative froth is being purged.
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Navigating the Risk-Off Reset

4. Appointment of “hawkish leaning” Fed Chair:
Recent volatility has been amplified by President
Trump’s nomination of Kevin Warsh as the next Fed
Chairman, triggering a repricing across global assets
as investors moved to discount a more hawkish-
leaning and balance sheet-tightening Fed regime.

Investment Implications

For the 2026 year-ahead outlook, we have advised
clients to reduce concentration risks in highly valued
tech stocks with stretched valuations or delayed
profit realisation, especially those with heavy AI
spending and capex narratives lacking clear ROI.

Instead, investors should diversify into other sectors
including healthcare, industrials and financials as
growth broadens. On this note, we also highlighted
our preference for S&P 500 equal-weighted index
and S&P 500 low-volatility index as opposed to the
tech-heavy S&P 500. Discernibly, these stocks have
more reasonable valuations and have held up much
better in the wake of the latest volatility spike (Fig. 3).

Taken together, the latest market drawdown appears
to be a correction rather than a regime shift. We see
it as a valuation and positioning reset, rather than a
2008-style system event. While US high-yield bond
spreads have widened more than 20bps from January
lows, financial conditions have remained relatively
benign in the absence of a liquidity crisis.

Importantly, earnings delivery will determine market
direction going forward. Despite the headline news
that corporate margins are under pressure from AI
capex, wages and financing costs, about 66% of the
S&P 500 companies which have reported results thus
far actually saw a sales beat. US corporate earnings
growth continues to grind higher as well (Fig. 4).

Figure 3: S&P 500 Equal Weighted and Low Volatility
indices saw positive YTD returns

Source: Bloomberg, UOB Private Bank

Figure 4: S&P 500 companies have mostly been
beating earnings per share (EPS) expectations

Source: Bloomberg, UOB Private Bank

In terms of asset allocation, quality fixed income
continues to play a pivotal role as both a diversifier
and yield generator in portfolios. We also advocate
alternative assets such as hedge funds and other
private-market funds. These strategies provide less
correlated returns to public markets and have been
demonstrating resilience in times of volatility.

Having said that, with company guidance dispersion
widening, the stock-level volatility is set to rise. The
market is shifting from multiple expansion to earnings
scrutiny; stock selection will be of utmost importance.
Overall, we prefer companies with strong pricing
power and balance sheet flexibility. In our view,
cybersecurity companies are less likely to be
disrupted by AI. Other tech segments with narrow
moats focused on cost efficiency and data processing
have higher odds of being disintermediated.

In terms of portfolio positioning, investors should
refrain from excess concentration in high-multiple
growth names, rebalancing into quality compounders
with cash flow visibility. Market dislocations will
create selective opportunities; investors can gain
defensive equity exposure via sell-put strategies.
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Disclaimer

General
This document contains material based on publicly-available information. Although every reasonable care has been taken to

ensure the accuracy and objectivity of the information contained in this document, United Overseas Bank Limited (“UOB”) makes no

representation or warranty as to, neither has it independently verified, the accuracy or completeness of such information (including

any valuations mentioned). UOB neither represents nor warrants that this document is sufficient, complete or appropriate for any

particular purpose. Any opinions or predictions reflect the writer’s views as at the date of this document and may be subject to

change without notice.

The information contained in this document, 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 publication, all of which are subject to change at any time without notice. Past performance figures are not indicative

of future results.

Not an offer or solicitation to any particular person
This document should not be regarded as an offer or solicitation to any particular person to transact in any product mentioned.

Before deciding to invest in any product mentioned, please seek advice from your financial, legal, tax or other appropriate

advisers on the suitability of the product for you, taking into account your specific investment objectives, financial situation or

particular needs (to which this document has no regard). If you do not wish to seek such advice, please consider carefully whether

any product mentioned is suitable for you.

Risks
An investment in any product mentioned in this document may carry different risks of varying degrees, including credit, market,

liquidity, legal, cross-jurisdictional, foreign exchange and other risks (including the risks of electronic trading and trading in

leveraged products). Nothing in this publication constitutes personalised accounting, legal, regulatory, tax, financial or other

advice that regards the personal circumstances of a particular recipient. Please speak to your financial, legal or other appropriate

adviser to understand the risks involved and whether it is appropriate for you to assume such risks before investing in any product.

Any description of investment products is qualified in its entirety by the terms and conditions of the investment product and if

applicable, the prospectus or constituting document of the investment product.

Valuation
Product valuations in this document are only indicative and do not represent the terms on which new products may be entered

into, or existing products may be liquidated or unwound, which could be less favourable than the valuations indicated herein.

These valuations may vary significantly from those available from other sources as different parties may use different assumptions,

risks and methods.

No liability
To the fullest extent permitted under applicable laws and regulations, UOB and its affiliates shall not be liable for any loss or

damage howsoever arising as a result of any person acting or refraining from acting in reliance on any information, opinion,

prediction or valuation contained herein.

UOB and its affiliates involved in the issuance of this document may have an interest in the products mentioned in this document

including but not limited to, marketing, dealing, holding, acting as market-makers, performing financial or advisory services,

acting as a manager or co-manager of a public offering, of persons mentioned in this document. UOB and its affiliates may also

have alliances, contractual agreements, or broking, investment banking or any other relationships for the provision of financial

services, with any product provider mentioned in this document. UOB and its affiliates may have issued other reports, publications

or documents expressing views which are different from those stated in this document and all views expressed in all reports,

publications and documents are subject to change without notice.

Others
Unless you are notified otherwise by UOB, UOB deals as a principal in any transaction which UOB has been instructed to

effect, other than transactions relating to securities traded on an exchange, unit trusts and funds on your behalf where UOB acts

as your agent.

Singapore. This document and its contents are intended for Accredited Investors (as defined in Section 4A of the Singapore

Securities and Futures Act (Chapter 289)).

Hong Kong. This document and its contents are intended for “professional investors” (as defined in the Securities and Futures 

Ordinance (Chapter 571 of the Laws of Hong Kong) (the “SFO”) and its subsidiarity legislation) (“Professional Investors”). Shares 

or debentures in a company may not be offered or sold in Hong Kong, by means of any document, other than (i) to Professional 

Investors; or (ii) in other circumstances which do not result in the document being a “prospectus” within the meaning of the 

Companies (Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong)(the “CWUMPO”) or 

which do not constitute an offer to the public within the meaning of the CWUMPO. Unless permitted to do so under the laws of 

Hong Kong, no person may issue or have in his/her possession for the purpose of issue, or will issue, or have in his/her possession
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for the purposes of issue, any advertisement, invitation or document relating to the securities, structured products or interests

in collective investment schemes whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely

to be accessed or read by, the public of Hong Kong, other than with respect to the securities, structured products or interests

in collective investment schemes that are or are intended to be disposed of only to persons outside Hong Kong, or only to

Professional Investors.

WARNING: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised

to exercise caution in relation to this document. If you are in any doubt about any of the contents of this document, you should

obtain independent professional advice.

This document may only be distributed in countries where its distribution is legally permitted. This document is not directed to any

person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such publications are prohibited

This document may contain proprietary information of UOB (or its product providers) and may not be reproduced or disseminated

in whole or in part without UOB’s prior consent.

If there is any inconsistency, or any difference in meaning between the English version and any translation of this document, the

English version shall apply and prevail.

United Overseas Bank Limited. Co. Reg. No. 193500026Z
United Overseas Bank Limited is a licensed bank in Hong Kong and is a registered institution in respect of Types 1 (Dealing in

Securities) and 4 (Advising on Securities) regulated activities under the SFO.
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