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New hurdles for Christmas travels, Ben Jennings, 12 December 2025

Powell offers some liquid cheer

We are into the last active investment days of a truly remarkable year. After a short note on this
week’s events, we offer some thoughts about 2025 and an outlook for 2026.

Most equity markets have been solid this week but this was one of the few occasions when the
major tech firms underperformed. US cloud computing giant Oracle took another blow, when its
earnings results showed debt-fuelled capex expansion had accelerated faster than sales. Oracle
spent $12bn on capex in the second quarter, up from $8.5bn in the previous quarter and way
above analyst estimate of $8.25bn. Cloud sales increased 34% to $7.98bn and infrastructure
business revenue gained 68% to $4.08bn, but both metrics fell (just) short of analysts’ estimates.
Subsequently, its shares fell 10%. Its cost of capital has risen, and it needs to raise more money
to meet spending plans for the next two years.

Then, this Friday afternoon, Broadcom disappointed investors when its CEO said that they had
(only) $73 billion in Al product orders to be shipped over the next six quarters. Its shares fell over
8% before the open. Both companies show how difficult it is for anybody outside the ‘Magnificent
Seven’ tech companies to compete, to generate results in the near-term which satisfy investors.
The current optimism about big tech’s capex splurge could therefore dwindle, if the spenders drop
away (see the chart in our 2026 Outlook).
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Before Oracle’s disappointment, on Wednesday, US assets had gained across the board after the
Federal Reserve gave markets what they wanted and expected: a 0.25 percentage point rate cut
to a mid-point of 3.625%. Perhaps more importantly, the Fed acknowledged that liquidity has
become a little tight. We wrote previously that the US government shutdown combined with the
Fed’s longer-term wish to constrain money, had increased volatility in risk markets.

The Fed will begin buying $40bn of government bills per month for six months (at least). While
similar, this is not exactly the same as the Fed'’s previous quantitative easing programs. It is clearly
time-limited to six months (QE was open-ended, although this program could be extended), and it
is focussed on short maturities as opposed to the QE program of buying longer maturity bonds.
Most importantly, unlike the QE of Ben Bernanke, there is no intention to drive down risk premia.
With government spending back on track, liquidity will likely improve into the end of the year.

Overall, despite equivocal comments from Fed chair Jerome Powell, the markets deemed the rate
and liquidity outlook to have improved and therefore the cut to be a lot less hawkish than expected.
Given smaller companies have been suffering from higher rates much more than large ones,
smaller and mid cap stocks were this week’s winners and bond yields fell slightly, as did the dollar.
We note that cryptocurrencies are not benefitting quite as much as their fans had hoped, though.
There may be more crypto pain to come before the year is out.

Last week’s US 2025 National Security Strategy release has made clear that our erstwhile ally is
intent on disengaging from Europe to pursue an agenda in Latin America. This has boosted
Europe’s defence stocks somewhat, after three months of lacklustre performance. Europe’s
leaders are displaying a growing sense of urgency, accessing locked-up Russian financial assets
so they can support Ukraine. This meant declaring an emergency which allowed a majority vote
(rather than unanimity) and removing the effective veto power of Hungary’s Viktor Orban.

European stocks are doing better in general again, buoyed by the likelihood of more joint-
enterprise fiscal expenditure. As Europe will be a big issuer of bonds, European government bond
yields have shifted up. In the past six months, the US 10-year yield has declined from 4.5% to
4.1%, while Germany’s 10-year yield has risen from below 2.5% to 2.85%. One can see this as a
recognition of potentially higher growth in Europe, or that Europe needs to attract capital from
global investors. Either way, the Euro has resumed its upward trajectory.

Lastly, the shouting match after the UK budget seems to have subsided, and we see evidence that
domestic investors are putting some of the money back into risk assets, after being a little defensive
before the event.

Instead of specialised articles, this week’s Tatton Weekly features our comprehensive 2026
outlook. Read on for our views on how major regions and asset classes might fare next year!
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The outlook for 2026
Overview

Change and rotation are the big themes for 2026. The outlook for investment returns is broadly
positive — for the first half of the year at least — but there are many factors which are likely to cause
significant regional or sectoral differences in performance.

State of play

Asset class GBP performance for 2025
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At the outset, 2025 looked like it would be a year of deep uncertainty. In some ways, that turned
out true but, looking back, it is remarkable how many of the major market themes were predictable.
We argued a year ago that investors were too optimistic about US markets and too pessimistic
about elsewhere. So it proved: US stocks have underperformed every major equity region in 2025.

We warned that Donald Trump’s tariffs could be disinflationary, by weighing on US consumer
demand, but that the Federal Reserve would be unable to cut interest rates as it waits to see the
full impact of price levies. Sure enough, tariffs have not led to sharp US inflation, but the Fed held
rates steady for most of the year, even as the employment market weakened.

Global stocks have had a great run since April’s “Liberation Day” sell-off, but momentum has
dropped coming into the end of 2025. Tighter liquidity conditions have led some investors to
crystallise profits. Retail investors are nervous that three years of strong returns could be coming
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to an end, while most institutional investors see a broadly supportive outlook for equities next year.
That is a role reversal from earlier in the year, and it creates some interesting opportunities for the
discerning investor.

The rotation thesis in 2026

The positive case for 2026 is based on central banks cutting rates in the short-term, fiscal stimulus
across the world’s largest economies, and a wave of investment from Al-related companies
building their capacity. This should boost global growth and corporate earnings, in the first half of
2026 at least. Those strong points are not guaranteed (resilient growth could turn monetary policy
restrictive, for example) but we think the risk that they will go wrong is low until the second half of
2026.

Just like in 2025, the biggest potential shocks for next year are geopolitical or policy-related. The
most obvious geopolitical flashpoint is a broadening of Russia’s war in Ukraine, which could
seriously hamper the European outlook. Given China’s current strategic aims, openly hostile
moves against Taiwan seem unlikely — but there is always a risk. Meanwhile, much has been made
of US actions against Venezuela but, in market terms, this is unlikely to have a major impact, even
on oil prices, given how little oil Venezuela currently provides to global markets .

We still do not know the long-term economic impact of Trump’s tariffs, but they are not going away,
even if the US Supreme Court rules the current tariff regime illegal. The administration’s need for
tax revenues means it will opt for sectoral tariffs if it loses the current legal fight. Regrettably,
sectoral tariffs could disrupt global supply chains even more.

The Trumpian backlash to globalisation carries on, and will continue to affect the growth of global
trade in 2026 — at least between the main economic powerhouses of the world. Over the last few
decades, we have come to associate global trade growth with global growth itself. This year, global
trade growth has detracted from relatively strong overall global growth, but this will not likely be
the case next year. Instead, we think the desire to invest and build within regions, both in terms of
infrastructure and stimulating domestic demand, will be the key driver. Global growth should
benefit, but the components of that growth are changing.

There are two distinct but related aspects of this investment drive: state-led and Al-related private
investment. Germany’s historic defence spending (which will only begin to properly flow next year)
is the clearest example of state-led investment, but China’s continued stimulus and Trump’s
potential ‘tariff dividend’ are also important sources.
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Massive Al-related capital expenditure is promised for next year, and we are already seeing it
benefit sectors other than tech itself. Significant capex is going towards building energy
infrastructure, for example, and stocks involved in datacentre electricity supply are being rewarded.

Hyperscaler capex
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We are entering a higher risk phase of rapid geopolitical and technological change, but with strong
sources of capital to keep growth and profits ticking along all the while.

The market has already ascribed very strong odds to the largest players being the winners in the
Al race, but we do not know whether future profits will justify their high current prices. In new and
highly complex technologies, analysts with the greatest knowledge also tend to be the most
enthusiastic, so might not be the best judges of future profits, especially as time goes on.

What we do know is that these firms have to spend a lot of money now to convince us they will be
winners. The significant investment drive underlies our rotation thesis — which suggests that
previously unloved parts of the market (US small cap, cyclical stocks) have the potential to start to
outperform. On the flipside, a more even spread of capital could mean that the previous
outperformers — notably, big US tech stocks — struggle to maintain their growth advantage.

The sheer size of big tech stocks, relative to the rest of the global market, means that any
underperformance could result in aggregate stock indices struggling. As the real economy
increases spending and building, it means a higher demand for operating capital. This might not
present a problem for asset markets, if money supply growth is allowed to meet the demand for
shorter-term funding. However, the central banks have to be accommodative in the face of rising
economic growth, allowing rates to lag the increased rise in nominal activity. If they (and here, we
are really thinking about the Fed) are restrictive, capital could get dragged away from the longer
duration “growth” assets. That could mean less supportive liquidity conditions and, hence, more
volatile asset prices — exactly as we have seen in recent months.
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Choppy aggregate prices with significant variation are fodder for active investment managers. After
an extended tough period for active fund managers, they could therefore prove their worth over
index-trackers next year.

Looking into the second half of 2026, the outlook is less clear, of course. If the global investment
drive fails to meaningfully boost growth, then Al capex could run out of steam and the fears of an
‘Al bubble’ would likely resurface. The opposite scenario is also a risk to the rotation thesis: if
investment is highly effective at boosting growth, it could stoke inflation. This is a particular worry
when you bear in mind the likely disruptions to global trade.

If higher inflation returns, central banks will end the current easing cycles. The Fed could turn more
hawkish (preferring higher rates), causing markets to tighten up, credit to become less widely
available and the economy, especially smaller companies, to suffer.

Policy could always undo momentum too. With affordability rising as an issue across developed
markets, the likelihood of price or capital controls increases. It is unclear how this might affect
markets overall, but it is unlikely to be good.

Stretched affordability is one of the key reasons why many have not felt good about the economy
for a long time. In our Weekly, we have often pointed out that investment returns have been
significantly better than the prevailing public gloom suggests — certainly in the UK. We hope that,
through all next year’s changes, that gap might be rectified.
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Regions
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Conditions are supportive for US stocks heading into 2026. The Federal Reserve is set to continue
cutting rates (albeit gradually), the White House looks likely to deliver a mild fiscal boost (as a
minimum) and tech companies are investing billions in infrastructure to accommodate the Al
buildout. That should continue the strong corporate profit growth, at least for the first half of next
year.

There are complications to this outlook, though. One is whether the growth impulse might be too
strong, causing higher inflation and a tighter Fed in second half of the year. Another, for
international investors, is how the dollar fares against international currencies.

The big themes of 2025

US stocks underperformed global peers in 2025, and dollar weakness was the biggest contributor.
For many years, the world’s largest economy has had a ‘twin deficits’ problem: it buys more from
other countries than it sells to them, and it keeps borrowing more than its domestic savers set
aside and so has to turn to global bond markets for funding. When US growth was consistently
stronger than the rest of the world and international investors had unshakeable faith in the depth
of US asset markets, the twin deficits were not headwinds for the dollar. But Trump’s tariffs made
people doubt US growth, while simultaneously undermining the safe haven status of dollar assets.
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Anecdotally, we hear that many US investment managers are looking to diversify their holdings
abroad.

For much of this year, investors were worried about a potential ‘Al bubble’ in US tech stocks.
Recent earnings results from tech companies quelled many of those fears (among institutional
investors, at least), proving that Al investment is still profitable. All the talk now is about the “K-
shaped economy”, the idea that virtually all US growth is coming from tech assets, while the
traditional parts of the economy struggle, and the population is divided among similar lines into
‘have’ and ‘have nots’. The aforementioned dollar weakness exacerbates this divide, as the big
multinational tech firms are much more likely to have beneficial overseas revenues.

How will these themes develop?

The K-shaped narrative makes it difficult to assess overall US growth prospects. On the one hand,
monetary and fiscal policy is supportive, and the sheer size of the Al infrastructure build already
planned means you would not want to bet against the US economy. On the other hand, the
employment market has clearly weakened, most notably in smaller companies and consumer-
focussed sectors. US companies are not firing en masse (despite some high profile layoffs), but
they are not hiring either.

Labour market weakness is why the Fed has been mildly dovish. That stance will likely continue
in the early part of next year although it will take a clear deterioration in the economy to precipitate
further rate cuts quickly. A further variable in the 2026 rates equation is that President Trump will
appoint more voting members to the Federal Open Markets Committee (FOMC). Kevin Hassett, a
close Trump ally and the betting market’s leading candidate to replace current Fed chair Powell,
has said he would have already cut rates, were he in the position. Labour market weakness and
the Fed’s marginal dovish tilt will steepen the yield curve in the coming months (the difference
between long and short-term government bond yields) by pushing down the short-term end of the
curve.

The US midterm election is scheduled for Tuesday 3 November next year, with a full election of
the 435 seats in the House of Representatives and (at least) 33 of the 100 seats in the Senate.
There will also be special elections including the Senate seats of JD Vance and Marco Rubio.
Trump’s currently low approval rating raises the likelihood for economic stimulus. It might also bring
about less market-friendly interventions such as price controls on certain goods and services. Any
policy initiative is likely to be signalled (and so affect markets) well ahead of the autumn, even if
not implemented this year.

Meanwhile, Trump’s tariff policies are undergoing a legal challenge in the Supreme Court, and
there is a good chance the current tariff regime will have to be modified — likely resulting in lower
tariff revenues.
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However, any tariff defeat is unlikely to stop Trump giving a promised ‘tariff dividend’ back to
businesses and consumers. That effectively means a loosening of fiscal policy, which could push
up long-term bond yields and hence steepen the yield curve that way as well.

That points to a stronger growth environment — and potential overheating in the second half of
2026. And, when combined with delayed tariff effects and dollar weakness, there is a risk of
inflation resurging. Even with Trump’s dovish appointees to the FOMC, the Fed will only tolerate
so much inflation before it has to change course.

As for the dollar, the conditions are still there for it to weaken further. While the world’s reserve
currency has fallen this year, it is still highly valued on a purchasing power parity basis, and the
twin deficits have not gone away. Indeed, correcting these imbalances is one of the Trump
administration’s key motivations for curtailing US trade with the rest of the world. The problem, for
international investors, is that, while that correction is going on, the US becomes a much less
attractive place to invest.

The US has the biggest globally operating companies with the strongest near-term profit growth,
and there are strong reasons to expect a broad upturn in economic growth. On that fundamental
basis, it is hard to get overly negative on US stock market prospects. But, when you bear in mind
the broad macroeconomic risks, the US outlook as experienced by the US public gets much
murkier and, well, K-shaped.

UK

UK assets are in a decent place heading into 2026. The outlook for bonds, interest rates and
sterling is supportive, and Britain is well-placed to benefit from inward investment. UK stocks have
lower price-to-earnings valuations than some global peers (namely the US) so they have room to
grow, but we should bear in mind that 2025 returns were strong, which might dull future returns.

Britons’ perceptions of the UK economy are decidedly negative, but this does not match up with
how UK assets have fared in 2025: UK stocks are among the world’s best performers this year,
and bond yields have fallen sharply since the autumn. The recent autumn budget was the clearest
sign of this disconnect. The British media reaction talked about tax rises, mishaps and fiscal
indiscipline, but markets took the budget well. Stocks gained (including small-cap), bond yields fell
and sterling strengthened.

UK assets have a notoriously low rate of domestic ownership, which means that international
investor sentiment is typically more important than what Britons themselves think. International
investors viewed the budget as a decent, if uninspiring, compromise between medium-term
economic growth and long-term fiscal health.

We think this sentiment will remain in 2026. International investors see this government as more
credible and fiscally responsible than some peers, like France (and perhaps, in 2026, even the
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US). Domestic politics is unlikely to change that next year, even if the Labour leadership changes
or the populist (and less fiscally disciplined) Reform party wins big in local elections. This is partly
because the next general election is still so far away, but also because Britain’s brand of populism
is still less debt-inducing than the likes of France.

The Bank of England (BoE) looks certain to close the year with another interest rate cut, and will
likely cut further next year. Inflation is slowing — partly due to the recent strength of sterling, but
also due to the recent weakening in employment. Downing Street is reportedly close to signing a
UK-EU youth mobility scheme next year, which will ease the tight labour supply we have seen
since the pandemic. That will not take effect next year, but it could help lower long-term inflation
expectations.

For much of 2025, rises in regulated prices have contributed significantly to UK inflation, but we
expect regulated prices to ease next year. The BoE’s own analysis shows that cost of living
measures from last month’s budget could ease 2026 inflation by 0.5 percentage points. Some BoE
policymakers are still unconvinced that inflation has been beaten, but we expect lower inflation
pressures in the next few months will shift the balance.

Lower interest rates are usually a boon for property prices, but we think it is unlikely that house
prices will significantly increase in 2026. The supply of existing homes on the market is increasing,
and lower mortgage rates will likely increase supply further by incentivising construction.

Globally, we are seeing a reallocation of investment capital away from the US, and the UK could
be a big beneficiary if that continues. US tech companies have already promised significant
investment to build Britain’s Al infrastructure and we should not underestimate the growth impacts
this could have.

Overall, conditions are supportive for UK assets. Stocks have already had a very strong year,
however, so next year’s returns might be decent rather than spectacular.

Europe

The European economy has promise in 2026 but, as ever, there are serious question marks over
whether that promise will be delivered upon.

European stocks have outperformed the US in 2025. Markets judged that the negative impact of
Trump’s tariffs were outweighed by the historic defence and infrastructure investment by Germany
and elsewhere. This investment drive will start in earnest next year, but markets have already front-
run much of the potential effects on European growth. Recently, the European rally has run out of
steam, with US stocks pacing ahead in the last three months. However, the continued strength of
the euro, relative to the dollar, suggests that the US-to-Europe capital rotation is still going on.

11
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European stocks still have lower forward price-to-earnings valuations than in the US. If valuations
catch up, it will mean outperformance for Europe. The challenge there, though, is whether
European corporate earnings growth can match the US — which has proven exceptionally difficult
in recent years.

The ECB has signalled that it is unlikely to cut interest rates further, though lower inflation
pressures could change that next year. The onset of defence and infrastructure spending will likely
boost Eurozone growth, but this may not translate over to equities, as much of it is already ‘priced
in’. If investors are to get more excited, they would probably need another Europe-wide policy
boost. Given the EU’s infamous lack of unity, that seems unlikely.

European financial companies look well placed against this backdrop. Banking profits have
improved, thanks to expectations of a cyclical turnaround, and banks are using those profits to buy
back their own shares. Financials have been, and will continue to be, key to the performance of
European equity. Ultimately, though, share buybacks are only ever a minor factor in equity
performance; this alone will not ensure outperformance.

The best thing the EU could do to help its asset markets would be to finally implement a single
financial market. There have been improvements in the free flow of capital recently and this is
helping private sector capital demand — facilitated by private credit investment firms — but there are
entrenched barriers to trading across European borders. We had hoped that German Chancellor
Friedrich Merz — formerly a chairman at BlackRock Germany — would recognise the importance of
a single financial market and drive it forward, but the jury is still out on that front.

Despite the increase in defence spending, the Eurozone as whole will likely be more fiscally
prudent than the US next year (with France as the one notable exception). German politicians are
already talking about tightening the belts before the spending package has even started, for
example. That could put a lid on long-term bond yields, while the ECB keeps short-term yields
steady. As such, we expect yield curves (the difference between long and short-term yields) to be
flatter in Europe than the US.

Russia complicates that story, however. If the threat of Russian expansion further into Ukraine or
into other parts of Eastern Europe gets greater, European nations will be forced to spend even
more on defence — and hence loosen fiscal restraints. The Trump administration has suggested
that it wants the sanctions regime against Russia to fall. If that happens, European policymakers
will get extremely nervous.

Japan

We remain positive on Japan’s long-term prospects, and we expect continued gradual
improvement to corporate earnings in 2026. There are two key parts to our optimism on Japan:
corporate reforms and the cheapness of the yen. Reforms to corporate structures are making
Japanese companies increasingly profitable, while the weakness of the yen in purchasing power

12
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parity terms effectively means that Japanese goods and labour are extremely competitive on the
global stage.

The yen remains remarkably cheap against global currencies. The exchange rate to the dollar is
roughly where it was at the start of 2025, but it has fallen against other key trading partners — most
notably China’s renminbi. This weakness has detracted from Japanese equity returns in sterling
terms, but it benefits exporters’ profits.

Unfortunately, new Prime Minister Takaichi is doing little to help Japan benefit from the yen’s
cheapness. Dispute with China is hampering a vital trade relationship, while her expansion of
borrowing is putting more pressure on government bond yields. Unlike most developed market
central banks, the Bank of Japan is likely to raise interest rates next year. That would normally
help the yen strengthen, but loose fiscal policy means the currency will likely remain weak.

The Bod is concerned by persistently high inflation (by Japanese standards; ~3%), but the flipside
to this is strong economic growth. Corporate reforms and higher wages — making consumers more
confident — are key to that growth story. Growth is also motivating Japanese investors to buy their
own market, which will support equities next year.

China

The long-term outlook for Chinese assets is positive, but the government’s tendency to restrict
economic policies (or, at least, only allow short periods of expansionary policies) could constrain
returns in 2026.

Chinese stocks have been some of the best performers this year in sterling terms, thanks to
Beijing’s stimulus measures and signs of a growth recovery. Recently, however, the government
has been less inclined to boost consumer demand or financial market liquidity than it was earlier
in the year. That has led to a pullback in Chinese equities and, if liquidity stays relatively tight, it
will be hard for China to push ahead in the short term.

The People’s Bank of China has been steadily forcing the renminbi higher against the dollar since
April. That is slightly strange, as China’s weak period of growth would normally call for a weaker
currency and export-led recovery. Beijing’s currency play is not about the economy, though; it is
about international status. China is presenting itself to the world as the more reliable trade and
finance partner, and a stable place for international investors to store their capital. The signs are
that this is working, particularly with other emerging markets. China’s long-term vision of an
alternative world order — with itself at the centre — is now taking shape. We expect that to continue
next year.

At the same time, Beijing is being careful not to upset the old world order too much. There have
been flashpoints with the US in 2025 — most notably when China restricted exports of rare earth
metals and Trump responded with punishingly high tariffs — but generally speaking, Beijing has
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avoided being dragged into fights. When Trump first re-entered the White House, there were
suggestions that Washington would force its European allies to choose between the US and China.
If that is the US’ plan, it is currently not working.

That is why we do not think China will risk upsetting the balance by coming close to action over
Taiwan in 2026. There is a risk that the US leadership might feel it is falling behind in the global
soft power battle, and becomes more aggressive towards China and American allies to try and
force the issue. There is little sign that is happening yet, however.

Emerging Markets

Emerging markets’ prospects for next year largely depend on how they are affected by the various
investment drives across the world’s major economies. Exporters of certain commodities —
particularly industrial metals — will likely benefit from the build-up of energy and tech infrastructure.
Asian EMs stand to gain from China’s continued building of a regional economic hub. Other EMs,
particularly those like India with large Al challenged services sectors, could struggle. The change
and rotation we expect to see will impact EMs differently.

EM equities have been strong in 2025, outperforming US stocks in sterling terms. This was largely
driven by China, but other notable standouts include South Korea’s tech-led boom. EMs’ strong
performance is impressive considering the high tariffs imposed on many by the US, the traditional
source of demand for EM goods and services. Those tariffs, and their chaotic and forever changing
implementation, have led to a sense among many EM governments that the US is now a much
less reliable trading partner. Those that trade more heavily with China, meanwhile, have been
rewarded.

Exporters of raw materials, particularly metals, will benefit from global Al and infrastructure
spending. Central American countries are potentially at risk if the US escalates its military actions
against Venezuela, but even in the case of an invasion, the broader fallout for EMs overall will only
be minimal.

We have seen an interesting reverse correlation between Chinese and Indian equities in recent
years: when one rallies, the other typically sells off, and vice versa. The two EMs make up a
massive proportion of global EM stock indices, and often seem to compete for the same investment
pool. Unfortunately for India, its biggest export — services — looks vulnerable to Al displacement,
as companies cut labour costs.
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Asset classes

Bonds and money markets

Market consensus on central bank rate paths for 2026 and beyond
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The outlook for bonds in 2026 varies significantly by region. Divergence in growth, inflation and
interest rates will likely result in differently shaped government bond yield curves (the difference
between long and short-term yields). Meanwhile, the overarching theme of change and rotation
could mean higher corporate bond yields in the aggregate — but we do not expect any systemic
credit problems, yet.

The US Federal Reserve cut rates this month (December 2025) but indicates that only one more
cut is likely at some point in H1 2026. As the US Fed rate chart above shows, markets believe
more will be forthcoming. That is partly because President Trump hopes to force the central bank
to be more dovish by appointing a new chairman. The current frontrunner is his economic adviser
Kevin Hassett.

Either way, the balance of risks is for short-term US bond vyields to fall further. However, partly
because of this, US growth looks set to accelerate in the first half of 2026. Other important drivers
are renewed fiscal impetus and a wave of Al investment. A likely weaker dollar and global supply
chain issues could push up inflation too, resulting in higher long-term yields. Against this, new
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government and private-sector supply is likely to be focussed on shorter maturities. Still, overall,
we expect the US yield curve is to steepen further.

In Europe, bond markets are currently not anticipating any rate cuts from the ECB in 2026. That is
despite European inflation pressures dissipating marginally. National fiscal policy looking slightly
less stretched than expected for much of this year, although this could be counteracted by renewed
Europe-backed issuance because of the Russia-Ukraine conflict. Overall we expect that long-term
bond market stability will likely result in flatter European yield curves, at least relative to the US.

UK Gilt yields have started to fall somewhat, helped by the Chancellor of the Exchequer's
determination to keep a lid on mortgage rates by being nice to bond investors — at the expense of
being less nice to tax payers. Much will depend on the internal stability of Keir Starmer’s position
within the Labour Party, but international investors continue to like the higher yields available in a
currency that appears to be stronger than the US dollar. Continued softness in wage pressures
could allow the Bank of England to cut rates to 3% before the end of 2026, beyond the market’s
current expectation of a bottom at 3.5%. Generally we expect bond prices to be stable to slightly
stronger (meaning yields should fall), and the yield curve could steepen marginally.

On the corporate credit side, default rates have risen this year. This is partly tied to the issues at
private credit firms earlier in the year. The private credit fallout now looks well contained, but the
need for capital in the real economy (to build infrastructure) means more debt issuance, and that
will likely mean wider credit spreads (the premium corporates pay above government bonds) in
aggregate. Differing fortunes across regions and global sectors will also mean that some
companies lose out and go bust.

We should distinguish between the natural process of winning and losing companies — creative
destruction — and a systemic collapse in credit markets. The former is healthy, and there is no sign
of the latter. With differing prospects, though, fixed income investments are unlikely to be as
exciting as equities next year.

Equities

Stocks look well supported for the first half of 2026 at least, but regionalisation and the demand for
capital to build infrastructure will create some interesting dynamics. We think there is a strong
possibility that previously unloved parts of the market perform better — but there are risks to this
outlook. If growth disappoints, investors could flock back to the old favourites. If growth is stronger
and broader than expected, central banks could turn hawkish and spook markets with rate hikes.
The middle path is where we could see stock market rotation.

The market trends in 2025 varied substantially by region. In the US, small and mid-cap stocks
lagged big tech stocks by some distance — while in Europe, small and mid-cap stocks actually
performed quite well. That says a lot about the major sources of growth in the respective areas:
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Europe’s defence and infrastructure spending push is expected to help broader growth and smaller
companies in particular, but in the US it is all about Al.

Corporate earnings have held up well this year, and we expect that to continue in 2026. Interest
rate cuts, fiscal spending and Al capex should boost growth, resulting in stronger earnings growth.

There has been much talk of a potential Al bubble this year, but there is no real sign that it is about
to burst. Even if you believe the comparisons between generative Al today and the dotcom bubble
decades ago, it feels like we are in the late 1990s, rather when the bubble burst in 2000. Jumping
ship too early and missing out on a year or two of strong returns has historically been worse for
investors than riding out the boom and bust. Al-related profits are still growing extremely well, and
price-to-earnings valuations rarely fall when profits are growing.

That being said, it could still be difficult for big tech to outperform in 2026. Big tech stocks are highly
valued, but some of the capital encased in those valuations is now needed to build the
infrastructure required to accommodate Al. That capital is already being released in the form of
borrowing to invest. We therefore see valuations remaining stable, rather than rising, meaning
higher stock prices require continued earnings growth.

It will be interesting to see how the Al theme develops next year. One area that will reportedly
benefit is pharmaceuticals, thanks to expedited drug design and trials. Meanwhile, companies
relying on digital advertising revenues are starting to lose out, thanks to the increased use of Al
searches over traditional search engines.

The wave of investment —from Al capex and from nation states spending on their security — will
create new opportunities. A few years ago, markets had plenty of savings capital to work with, but
a scarcity of investments they were interested in. Now we have the opposite situation. That is a
healthy thing, but it makes markets feel bumpy in the aggregate. Excess liquidity being soaked up
by infrastructure investment needs mean less liquidity in markets — making the risks feel riskier.

Commodities and cryptocurrencies

Commodities, in dollar terms, are likely to be strong in 2026. This is expected to be concentrated
more on industrial metals than oil, however, as the world needs to build. Of course, oil prices
generally do not fall if metal markets are buoyant.

Until the fourth quarter of this year, gold and cryptocurrencies were the best performing assets
around. Trading liquidity then tightened up and upward price momentum slowed — triggering sharp
corrections. Gold prices have mostly recovered, but cryptocurrencies are still languishing.

In many ways, gold and cryptos are alike: it is very difficult to put a utility-based ‘fundamental’ value
on them, but both are alternatives to fiat currencies. For the past hundred years, the US dollar has
been the primary counterpart, and so US dollar liquidity conditions are a big factor. The recent
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divergence points to a key difference, though: gold is a trusted currency alternative, while cryptos
act more like a speculative risk asset.

Central banks are still buying gold to diversify away from the dollar, so gold prices are unlikely to
fall sharply next year. But as far as dollar alternatives go, there are some interesting trends building:
so-called stablecoins (which are effectively fiat currencies with a digital transactional wrapper
around them) have come out as a leading candidate, and the Chinese renminbi is growing in global
status.

For gold, but especially for cryptos, the idea that the renminbi could be an alternative safe haven
to the US dollar is a problem. This is important for broader asset markets too, as leveraged
cryptocurrency traders have often also been marginal buyers of equity. We suspect this autumn’s
sell-off in Bitcoin was a key reason behind stock market volatility in recent months.
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Global Equity Markets 12-Dec Technical Valuations

siwesk | ooesk MSE';';':m Div¥LD% | LTMPE | NTMPE lr?T\r::E
UK FTSE 100 9700 +.0 a & 32 145 152 128
UK FTSE 250 21975 -0.7 -0.7 = > 41 13.8 122 159
UK FTSE All-S5hare 5227 -0.1 -0.1 a & 33 14 4 131 1249
FTSE Small x Inv_Tsts 6118 -0.1 -0.1 = > 43 142 113 113
France CAC 40 8144 +.2 +0.8 => > 32 171 154 141
Germany DAY 40 24389 +12 +17 = > 2.4 17.6 15.7 13.2
US Dow 48B23 +17 +14 a & 15 237 222 178
US S&P 500 BEEE +0.2 -0.1 = A 11 25.6 22.4 189
US NASDAQ comp 23478 -0.4 -0.7 s A 0.6 370 283 253
Japan Nikkei 225 50837 +0.8 +0.1 A A 16 228 227 18.3
Woaorld Bloomberg 2358 +.3 -0.0 A A 21 180 164 146
China mainland 4581 -0.1 -0.1 = & 16 226 20.2 17.3
Emerging Bloomberg 1520 +0.0 -0.3 > A 24 173 141 124

FTSE100 Top 6 S&P Global Top 6 (GBP terms) Global Sectors (GBP terms)

Company k. Company Sector

WPP +12.4 Panasonic +16.7 Tech -0.8 Staples -0.0
Freznilla +9.1 Warner Bros Discovery +142 Financials +19 Energy -0.9
Babcock Int'l +B.6 Newmaont +13.2 Health -0.1 Materials +19
Scottizh Mortgaze IT +79 Aisin +129 Discretionary +0.2 Utilities -0.6
Ashtead +7.9 WPP +12.4 Industrials +1.7 Real_Estate -0.4
Standard Chartered +69 AP Moller - Maersk +119 Communication: -20
FTSE 100 Bottom & S5&P Global Bottom 6 (GBPterms)} Fixed Income
Company * Company (GEP terms) 3 Govt bond HYield
Land Securities -5.5 Galp Energia SGPS -19.1 UK Govt Syr Gilt 3.96 +0.03
Informa -54 Pop Mart Internaticnal -116 UK Gowt 10yr Gilt 452 +0.04
Next -5.0 Oracle -11.0 UK Gowt 15yr Gilt 491 +0.03
Marks & Spencer -48 Aeon -9 8 US Govt 10yr Treasury 418 +1.05
Hikma Pharmaceuticals -4.6 AutoZone -9.3 France Govt 10yr QAT 3.59 +0.06
Melrose Industries -44 Welltower -9.0 Germany Govt 10yr Bund 287 +0.07

Japan Govt 10yr JGB 145 +0.01
Currencies Commoaodities UK Mortgage Rate Estimates

Rates (LTV c.75%, no fee) 2 12-Nov
USD per GBP 1337 +0.3 Oil Brent 5:bl 61.12 -3.8 UK BoE base rate 4.00 4.00
GBF per EUR 0.878 +.5 Gold 5:02 4338 +14 2yr fixed 3.89 422
USD per EUR 1174 +0.8 Silver 5:0z 64.05 +9.7 Jyr fixed 4.00 420
IPY per USD 15598 +.4 Copper 5:1b 551.1 +14 Syr fixed 3.96 419
CMY per USD 7.051 -0.3 Alumnm S:mt 2873 +0.2 10yr fixed 455 459
USD per Bitcoin 92,497 +3.5 Agriculture BBG 55.08 -2.0 Standard variable b.78 b.78

Prices taken today's current level and final close last week.
LTM PE is the index price as a ratic of last 12 months earnings. NTM PE is next 12 manths earnings.
Mortgage estimates are derived fram sterling swaps markets and moneyfacts.co.uk

Please note: Data used within the Personal Finance Compass is sourced from Bloomberg/FactSet and is only valid for the publication date
of this document. The value of your investments can go down as well as up and you may get back less than you originally invested.

Lothar Mentel
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