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Market Report
Behind the “bull”

8 January 2026

No major economy is in recession, inflation is still falling back from its spike in 2022-
23 and central banks have been cutting interest rates. The global economy has also
displayed considerable resilience by shrugging off everything that has hit it in recent
years. President Trump’s tariffs are the latest dog that didn't bark and have not
derailed the fundamentally benign economic backdrop. Moreover, corporate profits
growth is very strong.

Defying fears about Donald Trump, sluggish economies, and an Al bubble, 2025
proved to be another strong year for stock markets (along with gold and other
metals). US technology stocks were not the only game in town. Stock markets in
Europe, Japan and many emerging markets outperformed the US in local currency
and by even more once the weaker dollar was factored in.

Last quarter, we shifted our market outlook from "cautiously optimistic" to “neutral”
on the basis that the optimistic and pessimistic scenarios are now evenly balanced,
and are sticking to this view. The most likely scenario for 2026 is more of the same:
benign economies, falling inflation and gradual interest rate cuts. The benign state of
the global economy has been a critical and underestimated driver of the equity bull
market. But there are important risks. Probably the biggest economic risk is a
possible pick-up in US inflation, which would throw a spanner in the works by
stopping Fed rate cuts and raising long-term bond yields. Another common refrain
is that we are in an Al bubble. While we do not believe we are in a bubble, this does
not preclude a downturn in technology stocks or the Al story. An upset in another
corner of the markets or a geopolitical event are, of course, also possible.

Navigating this report
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Reasons to be optimistic

Benign economic conditions: The global economy is continuing to recover
from the post-COVID surge in inflation and interest rates. Although growth is
not particularly rapid, economies are growing in unison globally, and no major
economy is in recession. This is in itself unusual. Corporate profit growth
remains strong, especially in the US. President Trump's tariffs have merely
slowed and diverted global trade, but not derailed it. Moderate, mostly below-
potential growth rates should help to squeeze out the last vestiges of inflation,
particularly wage inflation, and allow central banks to continue lowering
interest rates.

Tariff war less damaging than expected: Most countries and regions have
struck trade deals with the US at a tolerable tariff rate of typically 15%. Those
such as India and Brazil with punitive 50% tariffs have either negotiated some
of these down (Brazil) or are expected to strike a trade deal soon (India). After
a face-to-face meeting between Presidents Trump and Xi, the "Liberation Day"
tariffs on China were suspended for another 12 months in November 2025. This
storm appears to have largely passed for now, with less damage to the world
trading system than feared. The Supreme Court is set to rule on the legality of
some of the tariffs in early 2026 and is widely expected to strike some down.
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However, the president will likely be able to use other legislation to re-impose
them.

Limited inflationary impact from tariffs: Even if the full impact has not yet
been felt, so far there are few signs that Trump's tariffs are sparking inflation
in the US. This has raised hopes that inflation will continue to ease in the
medium term and pave the way for Fed interest rate cuts. OPEC (the
Organization of the Petroleum Exporting Countries) has raised its production
quota, which led the oil price to slide by 16% in 2025 and so also lent a helping
hand in keeping inflation down. However, some observers believe hopes of
further disinflation will be dashed.

Reasons to be cautious

Risk of upturn in US inflation: The effect of President Trump’s trade tariffs is
still working through the system. So far, tariffs are estimated to have boosted
inflation by perhaps 0.7 percentage points. Even if the pass-through of tariffs
increases in the coming months (which some observers believe it will), it would
still be a one-off effect, which arguably the Fed should “look through”. A more
serious risk would be an upturn in inflation due to the strength of the domestic
US economy (caused, for example, by the tax cuts US consumers will enjoy in
2026). That could cause havoc in the financial markets by forcing the Fed to
stop, or in an extreme case even reverse, interest rate cuts.

Change at the top of the Fed: President Trump is set to name his pick for the
new Fed chairman to succeed Jerome Powell, who steps down in May 2026.
The two names that are being most widely touted are Kevin Hassett, a Trump
loyalist, and Christopher Waller, who is seen as a more conventional central
banker. Whoever ends up being chosen (and confirmed by the Senate), there
are fears that the new chair could attempt to do Trump’s bidding by cutting
interest rates more rapidly than justified by economic fundamentals, with
possibly damaging effects on inflation and the dollar.
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o Could the AI boom turn sour? Some observers believe Al is a bubble
comparable to the dotcom mania of 1999-2000, but others draw comfort from
the strong business models and evident profitability of the leading tech
companies. Capital spending on Al infrastructure by the “hyperscalers”
Microsoft, Meta, Alphabet and Amazon will reach colossal levels in the next
few years. Any disappointment in the uptake of Al or shift in expectations
about the dominant product could hit this capital spending, weaken the tech
companies’ profitability and threaten market valuations, with knock-on effects
through the economy.

Tech & Al

Is there an Al bubble?

These days there is much talk of an Al bubble and no shortage of experts warning
that the current equity bull market is destined to end in much the same way as the
dotcom bubble of 1999-2000. It is certainly true that the Nasdaq index has risen
inexorably in recent years, doubling since 2023. But this is relatively slow compared
to the dotcom boom, when the index doubled in just six months between October
1999 and March 2000.

Perhaps the most important difference between then and now is that today’s leading
technology companies are all hugely profitable and, in some cases, quasi-
monopolies. They are well-run businesses and global leaders in their field. The
“hyperscalers” Meta, Microsoft, Alphabet and Amazon can basically afford their huge
capital spending on Al infrastructure. If Al were to disappoint as a technology, it
would not be life-threatening for them. Moreover, the market has not blindly
rewarded all things Al over the past year. In fact it has scrutinised the spending of
the technology giants closely and punished those - such as Meta and Oracle — whose
capital spending it has judged to be unaffordable. All of the Magnificent 7 technology
stocks, apart from Alphabet and Nvidia, actually underperformed the broader market
last year (and even Nvidia underperformed in the fourth quarter). Alphabet had a very
strong stock-specific story, while Nvidia has a virtual monopoly in the chip that
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powers a rapidly growing new technology, so it would be surprising if it wasn't a stock
market darling.

Our conclusion is that we are not in an Al bubble and do not face a re-run of the
dotcom crash. Which is not to say, of course, that there will not be a correction at
some point in technology stocks, either because Al adoption is slower than expected
or for other reasons. By their nature such corrections are not pre-announced and
are often fast and severe. But a peak-to-trough drawdown of almost 80% like we saw
in 2000 to 2002 is highly unlikely in our view.

The debate about whether there is a bubble in US technology stocks and Al is, in one
sense, academic, as market downturns are an intrinsic part of equity investing and
the market does not need to be in a bubble for there to be a pullback. Hard to believe,
but anyone buying Nvidia in late 2021 was sitting on losses of around 60% by October
2022! In spite of the vertiginous since that low point (of around 1,700%) those
investors didn’t return to profit until mid-2023, in other words were in loss for around
18 months. Ironically, if there was a market downturn for economic rather than Al-
related reasons, technology stocks might actually outperform more economically
sensitive stocks and markets.

Quarterly tech summary

It was a mixed quarter for US technology stocks. The Nasdaq index was up just 2%,
and among the “Magnificent 7", Meta and Microsoft were down, while only Alphabet
performed strongly with a gain of almost 30%. Looking at 2025 as a whole, Alphabet
and Nvidia were the standout performers and the other Mag 7 stocks all lagged the
broader market to varying degrees. Market movements in the fourth quarter show
that the market is very far from uncritically accepting an Al narrative and has
punished stocks whose capital spending plans it believes to be excessive (such as
Meta and Oracle).
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Q3 results for the Tech Titans

Market Revenue
Q32025 Q32025 capin$tn | CPAREE ol hange 0 change
Turnover Profit (31/12/20 over1 over 3 DT

Alphabet $102.3bn $26.6bn $3.7tn 13.4% 29.7% 124.5%
Amazon $180.2bn $16.9bn $2.4tn 11.5% 24.8% 98.7%
Apple $102.5bn $23.4bn $4.1tn 6.4% 8.6% 51.6%
Meta Platforms S51.2bn $17.9bn S1.7tn 21.3% 49.2% 139.9%
Nvidia Corp S$57bn $19.4bn $4.5tn 65.2% 317.1% 1166.4%
Microsoft $77.7bn $25.7bn $3.7tn 15.6% 34.6% 99.7%
Tesla $28.1bn $1.5bn S1.5tn -1.6% -0.3% 239.4%

» Alphabet was the standout technology stock in the fourth quarter, with its
share price climbing 29%. It was also the best-performing Mag 7 stock in 2025
with a rise of 65%. There has been a turnaround in the market’s view, as
Alphabet is now seen as an Al leader, rather than being vulnerable to
disruption. It has successfully integrated Al into Google search, and its Gemini
LLM is regarded as at least ChatGPT’s equal. Its strong cash flow means it can
comfortably cope with the increased investment in data centres. The stock
also continued to benefit from the favourable ruling in the antitrust case that
imposed only limited remedies. Q3 results were strong, with revenue rising by
16% and net income up 33% compared with a year earlier.

o Reflecting the heavy capital spending on Al data centres by its fellow
technology giants, demand for Nvidia's products remained buoyant in the
third quarter. Sales jumped by 62% year-on-year, with net income up 65%.
With only a little hyperbole, Jensen Huang commented that “Al is going
everywhere, doing everything, all at once” The US government has authorised
Nvidia to sell its cut-down H200 chip to China in return for a 25% share in the
revenues. The stock was flat in the fourth quarter.

o Apple had a solid fourth quarter, with the share price rising by 7%,
underlining its defensive characteristics in a generally weaker quarter for
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the tech sector. Its rise of 9% in 2025 was well behind the S&P 500, however.
Q3 results were in line with expectations, with revenues rising 8% year-on-
year and earnings per share up 13%. Concerns about the impact of tariffs have
eased. The market remains worried about its underwhelming Al offering, but
this also means it is not involved in the risky capital spending of the
hyperscalers. The stock also continued to benefit from the Google antitrust
ruling, which allowed Google to continue paying Apple to make Chrome the
default browser on Apple devices.

Even though Meta’s results were in line with expectations, with revenues up
25%, the stock was hit by concerns that it is overspending in Al. The share
price slipped by 10% on the quarter and was up 13% over the year. Mark
Zuckerberg is gambling that his vision to develop "personal superintelligence”
will pay off in the long term.

Microsoft delivered solid results in the July to September quarter: sales
advanced 18% and net income was up 12%. The one niggle was in its cloud
division, Azure, whose sales growth of 39% missed the expected 41%. As with
the other tech giants, the market is concerned about the level of Al capital
expenditure and the stock price fell 7% in the fourth quarter, leaving it up 15%
for the year, roughly in line with the performance of the S&P 500, which was
up 16%.

Tesla vehicle deliveries rose 7% in the third quarter, helped by customers
pulling forward purchases to beat the expiry of the electric vehicle (EV) tax
credit at the end of September. The core automobile business now only
accounts for around 75% of Tesla’s revenues. Its energy storage, batteries and
other services are growing rapidly, which helped overall revenues to grow by
12% in the third quarter, although net income fell by 40%. Tesla optimists are
pinning their hopes on robotaxis, which have launched in some parts of the
US, although still with a human safety monitor on board. Humanoid robots are
seen as a possible opportunity further in the future.
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« Amazon beat expectations in the third quarter, with its critical AWS cloud
division growing sales by 20%. The stock had a solid fourth quarter, rising 5%,
but was the weakest Mag 7 stock in 2025 as a whole, increasing by 5%.

Economic review
US

Growth surprises on the upside

The month-long government shutdown in the US led to the cancellation of some
economic releases and may have distorted some data. Nonetheless, recent data has
painted a picture of an at least stable, if not strengthening, economy and lower-than-
expected inflation. Third-quarter US GDP growth surprised on the upside with
quarterly growth of 4.3%, following 3.8% in Q2 and -0.5% in Ql. Furthermore, the
One Big Beautiful Bill Act will deliver tax rebates to many Americans in the coming
months, which should boost consumer spending. If the Supreme Court strikes down
some of the president’s tariffs, the administration could be forced to temporarily pay
refunds to importers, even if it finds ways to re-impose tariffs through different
legislation, potentially boosting the economy even more.

The latest consumer price inflation data for November was better than expected,
with headline inflation falling from 3.0% to 2.7% and core inflation from 3.0% to 2.6%.
The data is widely believed to be distorted by the shutdown, however, and probably
overstates the fall in inflation. The underlying picture is that inflation has shown
some persistence and is only converging slowly with the Fed’s target. Tariffs have
probably added between 0.5-1 percentage point to headline inflation, but some
analysts fear the worst of the tariff impact may be yet to come through, as importers
have either been running down stockpiles or absorbing much of the cost until now.
The more reliable Personal Consumption Expeditures (PCE) inflation index edged up
to 2.8% in September from 2.7% in August; more recent data is not available yet due
to the shutdown.
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The weakening of the labour market earlier in 2025 led to concerns that this could
become a self-sustaining trend and has been one of the justifications for the Fed
cutting interest rates. In the event the deterioration has been modest and there are
signs it has come to an end (subject to the data shortage due to the government
shutdown). The unemployment rate has only ticked up marginally from 4.2% in
November 2024 to 4.6% in November 2025. Meanwhile, the JOLTS (job openings and
labour turnover) survey has shown private job openings steadying in recent months.
The risk that weakness in the labour market could beget further weakness and feed
through to consumer spending and other areas of the economy therefore seems to
have dissipated for now.

Manufacturing remains one of the softest parts of the economy. With the exception
of two months at the start of 2025, the ISM purchasing managers’ index has
remarkably been below the expansion/contraction threshold of 50 for over three
years. It softened further to 47.9 in December, its weakest reading in 2025. Consumer
spending has held up relatively well, however, with retail sales growing at around 4%
year-on-year in recent months (around 1% in real terms), although consumer
confidence has been persistently weak.

Europe

German economy disappoints

Overall, euro area data has been respectable, with GDP growing by 0.3% quarter-on-
quarter in the third quarter and 1.4% year-on year. Retail sales were up 1.5% year-on-
year in October, while the unemployment rate was 6.4%, just marginally higher than
6.3% in October 2024. The S&P Eurozone composite Purchasing Managers’ Index
(PMI) stood at 51.5 in December, consistent with a growing eurozone economy. The
big disappointment, however, has been Germany. There had been hopes that the
loosening of Germany’s debt brake and resultant increased spending on defence and
infrastructure would boost German growth, but these hopes have now been pushed
out to 2026 and even 2027, as there has been little sign of an economic upturn in
2025. The Ifo business climate index, a reliable leading indicator of the German
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economy for decades, showed signs of a recovery in the early months of 2025, but
stalled in the latter part of the year.

Where Europe differs most markedly from much of the rest of the world is inflation,
which is now back on target. Euro area CPI inflation was 2.1% in November, with core
inflation at 2.4%.

UK

Welcome signs of a slowdown in inflation

The UK economy remains sluggish. GDP grew by just 0.1% quarter-on-quarter in Q3
and was up 1.3% year-on-year. In a possible irony of Brexit, this was once again almost
an identical performance to the euro area.

All parts of the economy are performing in line with this overall sluggish picture.
Unemployment has risen by 0.8 percentage points over the past year to 5.1% in
October 2025. Retail sales were up just 0.7% year-on-year in real terms in November
and are still 3% below the pre-pandemic level of February 2020. One encouraging
sign has been a pickup in the S&P manufacturing PMI in the last few months, with
the index reaching 50.6 in December, its highest level in 16 months. The services PMI
was 51.4 in December, showing modest growth, though it is well below its long-run
trend of around 54.

One of the UK's main economic challenges has been its stubbornly high inflation.
There was some good news in November, however, with the CPI falling 0.2% on the
month for an annual increase of 3.2%, down from 3.6% in October. The services sub-
component of the CPI edged down from 4.5% to 4.4%, but remains high, as does wage
growth at 4.6% year-on year in October. The encouraging inflation data in November
paved the way for the Bank of England’s 25bp rate cut in December, but further
progress will be needed, particularly in the sticky components of inflation such as
services prices and wages, to permit further cuts.

Asia
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Welcome to “Sanaenomics” - China remains sluggish

The policies of Japan’s first female prime minister, Sanae Takaichi, have been dubbed
“Sanaenomics” in imitation of the pro-growth “Abenomics” espoused by her
predecessor Shinzo Abe. The main elements of this policy are expansionary fiscal
policy, boosting domestic investment and structural reform. She has already
launched a stimulus package and called on the corporate sector to raise wages to
combat stagnant living standards due to high inflation.

The Chinese economy remains sluggish and continues to be held back by the ongoing
slump in the property sector, with house prices still falling year-on year. Exports have
been the sole area of strength. Manufacturing and services PMIs recovered just into
the growth zone in December, rising to 50.1 in manufacturing and 50.2 in non-
manufacturing. However, retail sales, industrial production and investment have all
been weak in recent months.
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How have the markets performed?

Change
Deczrlnber 31 %;;Ch 33 (’)1‘21;1 € Septge(r)nber Decz:nber Deitlr:l:)er
2024 2025 2025

S&P 500 5,882 5,612 6,205 6,688 6,845 16%

Dow Jones 42,554 42,002 44,095 46398 48063 13%

Nasdaq 19,311 17,299 20,370 22,660 23,242 20%

FTSE 100 8,173 8,583 8,761 9,350 9,931 22%

DAX 19,909 22,163 23,910 23,880 24,490 23%

Nikkei 225 39,895 35,617 40,487 45,494 50,339 26%

Global bonds 463 476 497 500 501 8%

UK bonds 228 240 245 244 252 5%

Energy 29 32 29 27 25 -14%
Index

NB: Figures rounded up to the nearest whole number. We have also selected key indices as a representation of the markets
rather than a substitute for the whole market as they are the most recognisable for our clients.
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Interest rate outlook

The Fed cut interest rates by 50bp in the fourth quarter to a target range of 3.5-
3.75%, which was justified by ongoing softness in the labour market. However, the
Fed remains concerned by above-target inflation and the resultant conflict between
its dual mandate to keep inflation low while also ensuring maximum employment.
At the most recent press conference, Chair Powell implied that the recent rate cuts
have been part of the process of “normalisation” that has brought interest rates
from a restrictive stance to the neutral range. He also emphasised that monetary
policy is not on a preset course. The "dot plot" of the Federal Open Market
Committee’s (FOMC's) interest rate forecasts is split, with three FOMC members
forecasting that rates will go up by 25 basis points by the end of next year and
others forecasting anything from unchanged rates to cuts of up to one percentage
point (plus one outlier, presumed to be President Trump’s temporary appointee
Stephen Miran, forecasting cuts of 150 basis points).

All of this may become irrelevant when the new Fed chairman takes over in May.
President Trump will nominate the successor shortly and the two leading candidates
are reported to be Christopher Waller, a fairly mainstream economist who has been
a Fed governor since 2020, and Kevin Hassett, a more fringe figure seen as a Trump
loyalist through and through. Both have made appropriately dovish statements,
however. The president may also have the opportunity to appoint other members of
the Federal Reserve Board, which could further tilt the balance towards supporters
of much easier policy. It remains to be seen how much pressure the president will
exert on the Federal Reserve to slash interest rates. If the economy is performing
well, he may decide that it is wiser to keep his hands off it and let the Fed do its job
undisturbed.

The European Central Bank (ECB) stayed on hold between October and December

for the second quarter in a row, maintaining the discount rate at 2%. Inflation is
basically at target, which leaves the ECB in a comfortable position. President Lagarde
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has indicated that the central bank will take a data-dependent and meeting-by-
meeting approach from now on. Theoretically the next interest rate move could
therefore be in either direction, though no one is expecting an interest rate hike this
year.

The Bank of England trimmed interest rates by another 25bp to 3.75% in December.
However, it was a close-run decision, with a majority of just 5-4 in favour of the cut.
Although there are hopeful signs, services and wage inflation remain stubbornly high
and well above levels consistent with inflation being on target, in spite of the fact
that growth has been soft and unemployment edging up for some time. Further
sustained improvement in inflation indicators will be needed to allow the Bank of
England to lower rates sharply from current levels.

The Bank of Japan (BoJ) raised interest rates by 25 basis points in December to 0.75%.
If it had hoped to reverse yen weakness it would have been disappointed, as the
market was underwhelmed by the lack of clarity about future rate hikes. The BOJ
acknowledges that real interest rates are still negative and it has further to go to
normalise monetary policy, but remains cautious about monitoring the impact of
higher interest rates on the economy. Prime Minister Takaichi has toned down her
opposition to monetary tightening, probably in recognition of the widespread
concern in Japan at high and persistent inflation.
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Currency themes and risks

The following themes are intended as food for thought and do not represent a formal currency
forecast.

EUR/USD
Recent trend: neutral
Outlook: ambiguous

Euro/dollar has been stuck in a sideways range at between 1.15 and 1.18 for the last
six months. It is likely to break out from this range at some point in 2026. As in 2025,
the chief threat to the dollar is a loss of confidence in US policymaking, especially if
the market believes the new Fed chair will run an excessively loose monetary policy.
Interest rate differentials are less clear-cut. Further Fed rate cuts should narrow rate
differentials, as the ECB is now on hold, but this would not necessarily weaken the
dollar if rate cuts are seen as reinforcing the strength of the US economy. Conversely,
the dollar may not benefit if inflation is higher than expected and the Fed chooses
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not to cut rates. Overall, the strength of the US economy continues to support the
dollar, unless there is an upside surprise on European growth.

GBP/USD
Recent trend: neutral
Outlook: neutral to up (weaker dollar)

Sterling /dollar is likely to continue moving in broadly the same direction as
euro/dollar, with its fortunes largely dependent on how much the market likes or
dislikes US economic policy and the US economy. If the UK finally gets on top of its
stubborn inflation problem, allowing the Bank of England to cut interest rates more
rapidly, this could lead sterling to strengthen if it leads to a revival in UK growth.

EUR/GBP
Recent trend: neutral to down
Outlook: neutral to down (stronger sterling)

Interest rate differentials have narrowed in recent months as the Bank of England
has cut interest rates while the ECB has stayed on hold. Despite this, sterling has
recovered since November. If the recent improvement in UK inflation data is
sustained, allowing the Bank of England to reduce interest rates more rapidly and
this is seen as boosting the UK economy, sterling could strengthen, in spite of
narrowing rate differentials. Conversely, an upturn in the European economy with
the prospect of a possible ECB rate increase later in 2026 would benefit the euro.
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6 month

12 month

Currency December | change % | change % | change % 2025 High | 2025 Low
EUR/USD 1.175 +0.2 +0.2 +12.9 1.187 1.024
GBP/USD 1.347 +0.3 -1.8 +7.4 1.375 1.217
EUR/GBP 0.872 -0.2 +2.0 +5.1 0.884 0.825

Which asset classes should we consider?

Our “neutral” outlook on the financial markets implies holding a moderate allocation
in all mainstream asset classes. It would not be surprising if non-US and emerging
stock markets outperform the US in 2026, just as they did last year. However, if there
is a market downturn in 2026, ironically, US markets could outperform (and the dollar
might also rise).

The way to deal with market downturns is to hold a well-diversified portfolio that
cushions stock market losses and, in most cases, stay invested and await the upturn
that inevitably follows in time.

One of the standout assets in 2025 was gold, which rose by a further 65% and is up
over 100% over the last two years. As we have highlighted in past quarterly reports,
the rally has been driven by a veritable cocktail of concerns, the most potent of which
is possibly the weaponisation of the dollar, encouraging central banks to increase
their holdings irrespective of price. While it is impossible to call the top for gold, we
can be fairly certain that this year’s performance will not be repeated. Although gold
remains a valuable hedge, there could be a case for lightening up on holdings or at
least not adding at current levels.

Bonds are in some ways the linchpin asset class in 2026. If inflation continues to fall
and central banks carry on cutting interest rates, bonds should perform well, but
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equities would probably remain the best-performing asset class. If, however, there is
an inflation disappointment and central banks, particularly the US Federal Reserve,
stop cutting interest rates, there could be a sell-off in the bond markets, which could
potentially pull the rug from under the equity markets. In these circumstances, bonds
would probably outperform equities. A downturn triggered by other risks, such as
geopolitics or a market accident, would probably have similar effects.

Conclusion

Stock markets have had another good year. We are now neutral between optimistic
and pessimistic views of the future, which implies pegging back risk a little. It is more
important than ever to maintain a well-diversified portfolio, maintaining a moderate
and geographically diversified exposure to all mainstream asset classes depending on
each individual's situation. With our help, constant dialogue with your investment
manager is the key to understanding your own risk /reward asset allocation.

Mark Estcourt
CEO
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