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After !ǇǊƛƭΩǎ equity market correction , following the ratcheting up of trade tensions, 2025 is shaping up to be another solid year for 

equit ies and multi -asset portfolios. Public equities have climbed the wall of worry from AprilΩǎ lows, as recession fears have receded, 

and higher US tariffs are yet to have a material impact on either consumer prices or corporate profit s. Economies that were most 

exposed to the trade frictions  have performed much better than feared and this , along with enthusiasm for artificial intelligence (AI),  

has helped support a recovery in investor sentiment and driven share prices higher. Low unemployment  along with the ongoing 

recovery in consumer spending power as well as lower interest rates have also supported global growth in 2025. 

  
 

When we compare how this year has unfolded relative to our expectations in ƭŀǎǘ ȅŜŀǊΩǎ outlook , we were mostly correct with  our 

predictions . As expected, the global economy has grown at around trend rates, driven by a better environment for  consumer s and 

stronger investment activity in areas such as data centres, artificial intelligence, defence, reshoring and energy transition.  One area 

that we did get wrong was our view that inflation would continue to decline this year, whereas inflation has moved sideways or 

increased in many countries, including Australia . 

On geopolitics, as we expected, the second Trump presidency brought  a substantial increase in trade tensions, higher tariffs, 

broader policy uncertainty , mass deportations and some deregulation . Last year we also discussed the likelihood that Israel and 

the US may use bunker buster bombs to destroy LǊŀƴΩǎ ƴǳŎƭŜŀǊ ŦŀŎƛƭƛǘƛŜǎ in 2025. Ongoing increases in defence spending, 

technological decoupling between the US and China in areas such as semiconductors, quantum computing and AI have also 

played out as we ŜȄǇŜŎǘŜŘΣ ǿƛǘƘ b!¢hΩǎ plans to lift defence spending to 5% of GDP over the next decade being the best example. 

Lƴ ƭŀǎǘ ȅŜŀǊΩǎ ƻǳǘƭƻƻƪ ǿe also highlighted the possibility that China may impose export controls on critical minerals  and that we 

could see escalation of the Ukraine conflict ahead of potential peace talks. 

Although there are still a few weeks to go, it looks like we were once again too conservative in our expectations for equity returns  

this year. After 2023 and 2024 saw global equity returns above 20%, last year we wrote that more moderate high single to low 

doubt digit equity returns would be most likely, largely driven by underlying earnings growth . It looks like global equity returns 

could be close to or even above 20% in 2025 based on year-to-date returns. This has mostly been driven by stronger than expected 

global corporate earnings growth as well as a modest increase in valuation multiples.  Within fixed income , as we expected, returns 

this year largely came from income rather than major moves in government bond yields and credit spreads. 

Lƴ ƭŀǎǘ ȅŜŀǊΩǎ ƻǳǘƭƻƻƪ ǿŜ ŜȄǇŜŎǘŜŘ the US economy to grow by around 2.7% this year compared with  2.8% in 2024, whereas US 

growth is now looking like it will come in at around 2.0%. This miss was largely due to incorrectly expecting that the incoming 

Trump administration would prioritise pro -growth initiatives such as deregulation and tax cuts in a similar playbook to 2017, before 

then turning its attention to trade policy. Like many others we underestimat ed ǘƘŜ ǎƛȊŜ ŀƴŘ ǎŎƻǇŜ ƻŦ ¢ǊǳƳǇΩǎ ǘŀǊƛŦŦǎ and the 

resulting negative impact that they had on both business and consumer sentiment . We also underestimated the strength of the 

9ǳǊƻȊƻƴŜΩǎ ŜŎƻƴƻƳȅ, which we forecast would grow only 0.8% this year, whereas the latest economist poll has average growth of 
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1.4% for 2025, partly ƘŜƭǇŜŘ ōȅ ǘƘŜ ƭƻƻǎŜƴƛƴƎ ƻŦ DŜǊƳŀƴȅΩǎ ŘŜōǘ ōǊŀƪŜ ŀƴŘ ƛƴŎǊŜŀǎŜŘ European defence spending. Our growth 

forecasts for China and Australia look like they will come close to the rates we expected in last yearΩǎ ƻǳǘƭƻƻƪ. 

As we roll into a 2026, what will the next year bring for the major economies and key asset classes? Our views for the year ahead 

can best be summarised as cautiously optimistic.  We expect macroeconomic trends we have observed this year to continue next 

year including  low unemployment, further improvements in consumer spending power , stronger  financial conditions (from lower 

interest rates , easier credit conditions  and rising stock prices ) and higher government  spending in some countries due in part to 

increased defence and infrastructure spending. Business investment should also continue to grow driven by AI, data centre 

construction and the ongoing rollout of renewable energy projects . Although recessions are difficult to predict, given they are often 

caused by an unforeseen economic or financial shock, recession chances for the year ahead are low; economists are currently 

estimating chances of a US or Eurozone recession at around 20-22% in the next 12 months, down from 45% in April following the 

announcement of the Liberation Day tariffs .  

Solid global growth is a positive tailwind for  the business sector and corporate earnings should continue growing solidly which is a 

tailwind  for asset prices including equities, corporate credit, property and infrastructure  assets. After three straight years of very 

strong equity returns , we are overdue a correction or bear market , particularly given high starting valuations and much talk of an 

AI-driven equity bubble. While it is conceivable that 2026 will be the year that the AI bubble pops and creates a negative feedback 

loop that impacts economies through weaker discretionary spending and a pull back in business investment, as with the dot-com 

bubble in the early 2000s, this is not our base case. Global developed market equity earnings are expected to grow at around 14% 

annually over the next two years, based on current analyst forecasts and we expect total returns from global equities in the range 

of 10-15%, which factors in dividends and share buybacks as well as some valuation derating , typical analyst downgrades as the 

year progresses and weaker payback from big tech investment spending . 

For defensive assets such as cash, government and corporate bonds, we again expect returns to be mostly driven by income . 

Given the growth environment we forecast in 2026, major movements in government bond yields and changes in credit spreads  

are not expected to be material drivers of fixed income returns  over the year. ²Ŝ ŘƻƴΩǘ ǎŜŜ major central bank rate cuts in 2026, 

given sticky inflation, with the possible exception that the US Federal Reserve determines to cut rates for political reasons  when its 

new Chair commences in May. In Australia, the RBA looks unlikely to adjust interest rates in the first half of 2026 and there are 

emerging risks that the next move could be a rate hike, although much depends on whether some of the recent drivers of the local 

inflation increase prove temporary . We expect returns from cash , government and corporate bonds to be around 4.0-6.0% in 2026. 

In terms of key upside and downside risks  to our year-ahead views, these are the risks we are monitoring heading into 2026:  

¶ AI bubble bursts resulting in a major correction of US tech stocks and global equity markets.  As discussed above, this 

could also feed from the financial sector back into the real economy by slowing consumer spending and in vestment, as 

happened in the US after the dot-com bubble burst . 

¶ US economy overheats helped by the One Big Beautiful Bill which provides tax refunds and corporate tax cuts in 2026, 

encouraging increased business investment and provid ing a growth boost to an economy which is already growing above 

trend. Fading trade uncertainty and the potential for the US Supreme Court to declare that tariffs under the International 

Emergency Economic Powers Act are illegal and order tariff refunds could also stimulate the US economy. 

¶ Debt crisis from growing government deficits and rising debt issuance to fund data centres which could pressure bond 

yields and credit spreads. Also, emerging stress in private credit beyond the largely fraud -driven issues seen in 2025. 

¶ The US Federal Reserve loses its independence and cuts interest rates for purely political reasons, and this destabilises 

US financial and currency markets, potentially leading to investors pricing in a second inflation wave and higher 

government bond yields which impacts the prices of other asset classes.  

¶ Inflationary supply shock that could come from China cutting off or heavily restricting rare earth supplies  or an oil shock. 

¶ Geopolitics and grey zone warfare including China-Taiwan/Japan, Russia-Ukraine/US/NATO , European political 

fracturing and destabilisation due to the rise of more extreme politics  and a US constitutional crisis . 
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