
FASHION TRENDING

As 2026 begins, many major equity indices are 
at or near all-time highs. The prevailing baseline 
implies for another year of positive but 
potentially modest returns across both equities 
and bonds, with growth improving versus 2025 
and inflation remaining above most central 
bank targets without, as consensus suggests, 
posing a material threat to financial stability.

As a tail risk manager, we continuously scan for 
asymmetric shocks and consider diversified 
approaches aimed at building crisis-agnostic 
hedged portfolios, to support different stress 
archetypes rather than a single scenario. 
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HEDGING TAIL RISKS - 2026 KEY THEMES

This summary outlines the principal risk vectors 
we are monitoring for 2026. The breadth and 
potential severity of these risks appear to be 
greater than at any point in recent memory, 
underscoring the need for heightened vigilance 
and robust risk management strategies.

As we approach these potential risks, we do so 
with a sense of humility. By their very nature, 
tail events are notoriously difficult to predict in 
terms of timing and origin. Therefore, our goal is 
not to pinpoint the exact catalyst with undue 
precision. Instead, we aim to ensure that our 
portfolios are suitably prepared to handle a 
range of plausible downside scenarios.
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Private Credit: Risk Build Up and Transmission

Risk seems to be building in US private credit as 
tech sector issuance accelerates and 
underwriting standards  appear to be loosening. 
Recent high-profile failures of Tricolor Auto 
Group and auto parts manufacturer First Brands 
Group generated much attention across market 
participants; further deterioration could result in 
a sharper widening in credit spreads. Private 
credit has scaled to a structurally significant 
share of the US corporate financing stack—
heightening the possibility that stress transmits 
into public markets via overlapping issuers, 
sectors, and sponsors. 

• Structural scale: Since 2015, loan markets 
have compounded at high single to low 
double-digit rates. According to UBS (UBS: 
Global Economics & Markets Outlook 2026-
2027), private credit and leveraged loans now 
represent ~6% and ~5% of US GDP (vs. ~1% 
and ~5% in 2008). Investment grade credit 
has expanded to ~25% of GDP, nearly double 
its 2008 share. This migration of origination 
from banks to private lenders raises 
questions about system capacity to absorb 
shocks.

• Not a crisis, but ingredients appear to be in 
place: Banks and insurers have built 
meaningful exposure to private credit and 
alternatives. Size, leverage, sector 
concentration combined with limited 
disclosure complicate macro risk calibration 
and increase the risk of non-linear repricing 
when stress surfaces.

• Sector concentration: Current portfolio tilt 
according to UBS (UBS: Global Economics & 
Markets Outlook 2026-2027), services (~25–
30%), technology (~20–25%), healthcare 
(~15–17%), amplify the risk that a sector 
specific shock cascades through defaults.
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• Valuation: most investment vehicles are 
valued to model. Some of the underlying 
securities are not listed either and enjoy 
potentially questionable economics and 
accounting practices for example, in the 
technology sector.

• Contagion channels: Stress is unlikely to 
remain ring fenced. Borrowers increasingly 
tap both private and syndicated markets; 
overlapping issuers and sponsors create 
transmission pathways into public credit and 
other risk assets when funding conditions 
deteriorate.

Concentration Risk

A single disappointing earnings season for mega 
cap US technology, or the emergence of credible 
new competition could result in a material de 
rating in sector leaders. Given the sector’s 
outsized index weight and the dominance of a 
handful of platforms in global and especially US 
benchmarks, such a move could be sufficient to 
trigger a broader market correction. We saw a 
preview of this dynamic in Q1 2025, when 
DeepSeek’s release challenged perceived AI 
moats and jolted leadership, prompting a rapid 
reassessment of tech earnings durability and 
multiples. 

Despite renewed interest in European equities, 
portfolios remain heavily tilted to US risk and 
the USD leaving overall performance highly 
sensitive to a US centric tech shock and 
reinforcing the need for deliberate 
diversification across regions, factors and 
currencies.

The evolving global landscape appears to be 
tilting towards a confluence of factors capable 
of challenging longstanding US exceptionalism, 
the stability of the US dollar, and paradigm shifts 
that extend beyond the scope of current market 
assumptions. 
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Weaker Economic Growth

A growth shock led by rising unemployment or 
any other hit to confidence could raise 
correction risk given the combination of strong 
equity performance, above average valuations, 
and the outperformance of cyclical sectors in 
2025.

Into 2026, the starting point for both valuations 
and EPS expectations sits near the upper bound 
of the past half century, and this extend beyond 
the Mag7 cohort. Relative to their own history, 
non Mag7 EPS expectations are running at a 
10.2% two-year CAGR versus 7.6% realized since 
2012, while the Mag7 stand at 18% versus 19.4% 
realized, evidence that a broadening of growth is 
already priced.

Deteriorating growth and inflation dynamics, 
which did not emerge in early 2025, may 
materialise in the first half of 2026—potentially 
increasing volatility and exerting pressure on 
retail flows, margins, and returns.

Geopolitics

The probability of a major international conflict 
appears high, underscoring the urgent need for 
robust geopolitical risk assessment within 
investment frameworks. Recent developments 
are being interpreted as a potential structural 
shift in international relations, where the use of 
force, particularly by dominant powers against 
smaller, less resilient states, is being increasingly 
normalised.
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Key flashpoints suggested by geopolitical 
commentators include:

• China–Taiwan: Persistent uncertainty 
surrounds the risk of a Chinese military 
move against Taiwan, with significant 
implications for global supply chains and 
market stability. The latest developments in 
a new world order, make it easier for China 
to act whenever the logistics are in place.

• Middle East: Competing interests amongst 
Iran, Israel, Syria, Turkey, Saudi Arabia, and 
the UAE has heightened regional instability, 
increasing the risk of energy market 
disruptions. Unless a secret deal is in place 
between the superpowers an attack on Iran 
will most probably ignite a response from 
China and Russia. 

• Eastern Europe: The ongoing conflict 
involving Russia continues to threaten 
broader regional escalation, prompting 
European markets to price in higher risk 
premiums.

Additionally, the United States apparent 
adoption of a more assertive foreign policy 
stance, combined with the recent rhetoric of 
political analysts suggest a willingness to 
pursue territorial expansion. This further 
amplifies global uncertainty and complicates 
risk modelling for international portfolios.

Given this environment, it is imperative that 
investment professionals systematically 
integrate geopolitical risk into their analysis. This 
includes scenario planning for conflict 
escalation, stress-testing portfolios for supply 
chain and commodity shocks and considering 
diversifying portfolios as well as risk assets 
hedges. The interconnectedness of global 
markets means that geopolitical shocks can 
rapidly propagate across asset classes, 
amplifying volatility and challenging traditional 
risk models.
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Policy Shocks

Recent policy shocks have manifested through 
measures such as export and import bans on 
strategic products, the introduction of 
extraordinary trade tariffs, and the politicisation 
of central banking. These interventions are no 
longer isolated incidents but are becoming a 
structural feature of the current macroeconomic 
landscape. The persistent widening of income 
inequality has accelerated the emergence of 
populist governments globally, further 
complicating an already challenging post-Covid 
policy environment. As a result, volatility has 
increased, with new administrations 
demonstrating a willingness to deploy 
unconventional policy tools in response to 
evolving economic pressures. This readiness to 
experiment with non-traditional approaches is 
expected to inject additional uncertainty and 
volatility into financial markets.

Persistent challenges to central banks’ 
independence are introducing significant risks 
to the credibility of inflation targets, financial 
stability and undermining market participants’ 
confidence.

Digital Currencies

More than 15 years have passed since the 
introduction of the first cryptocurrencies, and 
until recently, these assets have not posed 
significant challenges to the stability of financial 
markets. As cryptocurrency prices soared, a 
proliferation of new digital currencies and 
assets emerged, expanding the ecosystem and 
prompting the gradual introduction of regulatory 
measures.

While institutional investors have only 
cautiously begun to integrate digital assets into 
their portfolios, retail investors adopted this new 
asset class much earlier and on a relatively 
larger scale.
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However, for the first time, experts are 
expressing concern about the potential 
systemic risks associated with digital assets. 
This shift in sentiment is driven by the rapid 
growth of the crypto ecosystem, increased 
interconnectedness with traditional financial 
markets, and the emergence of complex 
products that could amplify market shocks.

Climate

Climate risk is increasingly a financial and macro 
risk. Current pathways imply 2.3–2.5°C of 
warming this century with a high likelihood of 
exceeding 1.5°C within the next decade, making 
adaptation a strategic imperative for allocators 
and risk managers, not a discretionary theme. 
This elevates the probability of shocks to 
growth, inflation (via food and energy), and asset 
valuations through both physical and transition 
channels.

Transmission channels to markets:

• Physical risk (acute & chronic): Climate 
impacts threaten economic output and 
infrastructure, raising the prospect of higher 
insured/uninsured losses and capex needs 
for resilience; equity volatility and regional 
risk premia can rise as events cluster.

• The rollout of data centres is putting huge 
pressures on electricity, gas and water 
resources. According to JP Morgan research 
(JP Morgan: 2026 Year-Ahead Outlook), “data 
centre developers Digital Realty Trust and 
Blue Owl have projects in NVIDIA’s 
hometown of Santa Clara that sit empty 
since utilities aren’t ready to supply power. 
Dominion Energy recently cited 5-7 years as 
completion timeframes for some data 
centres, and Amazon is in a legal dispute 
with a Berkshire Hathaway-owned utility 
regarding data centre access to power.
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Most data centre construction is taking place in 
locations that NERC describes as already being 
at “elevated risk” regarding foundational grid 
reliability. Even though utility companies charge 
data centres more, the shortages will have price 
implications for other consumers.

• Transition & policy risk: Regulation and 
disclosure are tightening. China is rolling out 
exchange led ESG disclosure rules by 2026 
for >400 large issuers standardising 
reporting and reducing greenwashing risk, 
with implications for capital access and cost 
of equity. EU policy is also shifting ESG from 
exclusion to transition (SFDR proposals), 
implying future portfolio reshuffling rather 
than blanket divestment.

• Carbon markets: Compliance systems (EU, 
UK, US state markets, NZ) are trending 
toward multiyear supply/demand deficits, 
creating a pro cyclical, policy sensitive asset 
class that can hedge transition risk or add 
uncorrelated return but with elevated policy 
beta. Recent manager updates highlight 
tightening balances and the case for medium 
term upside.

Conclusion

The extent and historical severity of some of the 
risks that we face cannot be overstated, and this 
reinforces the need for a comprehensive 
approach to mitigating them. 

It is crucial to incorporate diversification into 
portfolio construction, ensuring that we are not 
overly reliant on a single outlook or factor. This 
will help spreading risk and reduce the potential 
impact of adverse events. Additionally, one must 
conduct a thorough analysis of adequate 
hedging tools to protect against potential 
volatility before a crisis unfolds.
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Important Information

This document has been issued by Tages Capital LLP.

The information contained herein is sourced from third parties and/or provided by Investcorp-Tages. Investcorp-Tages is 
the brand name under which Tages Capital LLP (“Tages Capital”) and Investcorp Absolute Return Investments LLC (“IARI”) 
operate. Tages Capital is authorised and regulated by the Financial Conduct Authority in the United Kingdom (Reference 
number 563369) and is registered with the U.S. Securities and Exchange Commission under CRD number 337285 / SEC 
number 801-134112. Tages Capital is incorporated in England and Wales under registered number OC364873 with registered 
office 39 St James’s Street, London, SW1A 1JD. Investcorp Absolute Return Investments LLC is registered with the U.S. 
Securities and Exchange Commission under CRD number 306860 / SEC number 801-118192 with registered office 280 Park 
Avenue, New York, NY 10017.

Investcorp-Tages is a 50/50 joint venture (“JV”) between Investcorp S.A. and Tages S.p.A formed in May 2020 from merging 
Investcorp’s Absolute Return Investments business (IARI) and Tages Capital, the absolute return subsidiary of Tages S.p.A. 
IARI is an indirect wholly owned subsidiary of Investcorp S.A. organized in 1996, and Tages Capital is an indirect wholly 
owned subsidiary of Tages S.p.A organized in 2011. IARI provides investment management (“IM”) services to accounts that 
prior to the JV were clients of each of Investcorp Investment Advisers LLC and Investcorp Investment Advisers Limited, each 
an indirect wholly owned subsidiary of Investcorp S.A. Similarly, Tages Capital will continue to provide IM services to 
accounts that prior to the JV were existing clients of Tages Capital.

This is a marketing document. This white paper represent the views of the strategy manager which are based on certain 
assumptions and the analysis of information available at the time this letter was prepared. Any opinions, estimates and 
projections are subject to change without notice. There is no representation, warranty or other assurance that any 
projections contained herein this letter will be realized. 

If you wish to invest in a specific investment or product managed by Investcorp-Tages you should refer to the risk warnings 
in the relevant prospectus for that product or investment. Information and details of such investments, managers or their 
products or laws or circumstances may change, and it is the requirement of any investor or those making or considering to 
make such investments that they conduct due diligence on any and all investments made or considered. All investments 
should be made with discretionary capital set aside strictly for speculative purposes.
 
This is a financial promotion. Without limitation, this document does not constitute investment advice and does not 
constitute an offer or recommendation to buy or sell an investment. This document should not be relied upon as including 
sufficient information to support an investment decision. Prospective investors should seek professional advice before 
making any investment decision. This communication and any investment or service to which this material may relate is 
exclusively intended for persons who are Professional Clients or Eligible Counterparties for the purposes of the FCA Rules.

Past performance (whether real or proxy) should not be viewed as a guide to future performance. Investment and/or 
products described herein carries the risk of potential total loss of capital. Alternative Investment fund investments are 
speculative in nature and involve a high degree of risk. There can be no assurance that a fund’s investment objectives will be 
achieved, and investment results may vary substantially over time.Investments in alternative investment funds are not 
intended to be a complete investment program for any investor. There is no secondary market for an investor’s interest in 
alternative investment funds and none is expected to develop. Alternative Investment funds are generally not registered 
under the Investment Company Act of 1940 and accordingly are not extensively regulated. Opportunities for redemption 
and transferability of interests are restricted, so investors may not have access to capital when it is needed. Leverage may 
be employed in these funds, which can make investment performance volatile. Valuation of the securities in alternative 
investment funds may involve uncertainties and the exercise of judgment and could adversely affect the value of any 
investment in hedge funds. An investor should not make an investment in hedge funds unless the investor is prepared to 
lose all or a substantial portion of its investment. The value of your investments and the income received from them can fall 
as well as rise. You may not get back the amount you invested. The Paladin strategy is designed to be uncorrelated with 
broader markets and offer protection against sharp dislocations in global equity and bond markets. As a result, it may be at 
risk of underperformance during both benign and strong market conditions.

Certain information contained herein may constitute forward-looking statements which, owing to various risks and 
uncertainties, could result in actual events or results or the actual performance of an investment differing materially from 
those reflected or contemplated in such forward-looking statements. This document is being provided on a confidential 
basis and is for informational purposes only. 
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