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4th Quarter 2025 The final quarter of 2025 ended on a positive note for global 
markets, with all major equity regions finishing in positive 
territory. This outcome came despite a notable rise in volatility 
during October and November, marking the first sustained 
period of market turbulence since the “Liberation Day” tariff sell-
off in April. Uncertainty was driven by a combination of political 
disruption in the US, renewed trade tensions between the US 
and China, and increased investor scrutiny of the scale and 
sustainability of investment in artificial intelligence.

Trade tensions escalated early in the quarter after the 
US threatened tariffs of up to 100% on Chinese imports, 
while China signalled potential restrictions on rare 
earth exports. Given China’s dominant role in global 
rare earth supply and processing, these developments 
raised concerns over critical supply chains, particularly 
for semiconductors and AI infrastructure. The prospect 
of tighter controls triggered the sharpest single-day 
decline in global equity markets since April.

Market sentiment improved relatively quickly as the 
White House adopted a more measured tone. A meeting 
between Presidents Trump and Xi later in October 
helped stabilise conditions, with both sides agreeing to 
a one-year framework aimed at de-escalating tensions. 
While not a comprehensive trade agreement, the 
framework included steps to scale back tariffs and ease 
pressure on rare earth supply chains, supporting a swift 
recovery in markets.

Performance of major equities 
markets during Q4 2025 (rebased to 
100)
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Trade tensions escalated early in the quarter after the US threatened tariPs of up to 100% on 
Chinese imports, while China signalled potential restrictions on rare earth exports. Given 
China’s dominant role in global rare earth supply and processing, these developments raised 
concerns over critical supply chains, particularly for semiconductors and AI infrastructure. The 
prospect of tighter controls triggered the sharpest single-day decline in global equity markets 
since April. 

Market sentiment improved relatively quickly as the White House adopted a more measured 
tone. A meeting between Presidents Trump and Xi later in October helped stabilise conditions, 
with both sides agreeing to a one-year framework aimed at de-escalating tensions. While not a 
comprehensive trade agreement, the framework included steps to scale back tariPs and ease 
pressure on rare earth supply chains, supporting a swift recovery in markets. 

Volatility resurfaced in November as investors reassessed elevated valuations in AI-related 
stocks and questioned the timing of further US interest rate cuts. Political uncertainty also 
intensified following the longest federal government shutdown in US history, after Congress 
failed to pass full-year funding. The shutdown was resolved mid-month, helping to restore 
confidence. Although some oPicial US economic data were delayed, alternative indicators 
pointed to a slowdown in job creation during the quarter. This contributed to the Fed delivering 
two 0.25% interest rate cuts over the period. 

In the UK, government bond markets began the quarter under pressure amid uncertainty 
surrounding the Autumn Budget. The Budget itself proved relatively subdued, while subsequent 
guidance pointing to reduced gilt issuance provided some support. A further 0.25% rate cut 
from the Bank of England also helped ease pressure, with 10-year gilt yields falling from 4.7% to 
4.5% by quarter-end. 
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In the UK, government bond markets began the quarter 
under pressure amid uncertainty surrounding the 
Autumn Budget. The Budget itself proved relatively 
subdued, while subsequent guidance pointing to 
reduced gilt issuance provided some support. A further 
0.25% rate cut from the Bank of England also helped 
ease pressure, with 10-year gilt yields falling from 4.7% 
to 4.5% by quarter-end.

Volatility resurfaced in November as investors reassessed 
elevated valuations in AI-related stocks and questioned the 
timing of further US interest rate cuts. Political uncertainty 
also intensified following the longest federal government 
shutdown in US history, after Congress failed to pass full-year 
funding. The shutdown was resolved mid-month, helping to 
restore confidence. Although some official US economic data 
were delayed, alternative indicators pointed to a slowdown in 
job creation during the quarter. This contributed to the Fed 
delivering two 0.25% interest rate cuts over the period.

Corporate earnings remained a key support for markets. In the 
US, around 80% of large-cap companies exceeded expectations 
during the Q3 reporting season, with double-digit year-on-year 
earnings growth. Despite this, US equities underperformed 
overseas markets, continuing the theme from earlier in the year. 
This likely reflects the high expectations already priced into their 
largest stocks. The S&P 500 still gained 2.7% in sterling terms, 
but this lagged gains of over 6% in UK and European equities, 
with emerging markets close behind.



As we enter 2026, global markets remain resilient despite 
geopolitical noise, supported by fiscal and monetary stimulus 
across the US, Europe, and Asia. We expect economic activity to 
broaden across regions, building on momentum from 2025.

In the US, households are poised to benefit from fiscal stimulus, 
including tax rebates under the “One Big Beautiful Bill,” 
while strong stock and housing wealth continue to support 
consumption. Businesses are investing heavily, particularly in 
technology and AI infrastructure, providing potential for long-
term earnings growth. The Fed will be closely scrutinised in 
2026, with Jerome Powell’s replacement likely to be announced 
early in the year. This transition may increase the pressure on 
the Fed to consider further rate cuts to support markets. The 
futures market is currently pricing in three rate cuts in the US 
next year.

Market implied path of UK and US 
base interest rates (%)

Source: Bloomberg

Corporate earnings remained a key support for markets. In the US, around 80% of large-cap 
companies exceeded expectations during the Q3 reporting season, with double-digit year-on-
year earnings growth. Despite this, US equities underperformed overseas markets, continuing 
the theme from earlier in the year. This likely reflects the high expectations already priced into 
their largest stocks. The S&P 500 still gained 2.7% in sterling terms, but this lagged gains of over 
6% in UK and European equities, with emerging markets close behind. 

Looking ahead to 2026 

As we enter 2026, global markets remain resilient despite geopolitical noise, supported by fiscal 
and monetary stimulus across the US, Europe, and Asia. We expect economic activity to 
broaden across regions, building on momentum from 2025. 

In the US, households are poised to benefit from fiscal stimulus, including tax rebates under the 
“One Big Beautiful Bill,” while strong stock and housing wealth continue to support 
consumption. Businesses are investing heavily, particularly in technology and AI infrastructure, 
providing potential for long-term earnings growth. The Fed will be closely scrutinised in 2026, 
with Jerome Powell’s replacement likely to be announced early in the year. This transition may 
increase the pressure on the Fed to consider further rate cuts to support markets. The futures 
market is currently pricing in three rate cuts in the US next year. 

Market implied path of UK and US base interest rates (%) 
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Europe is set for a pickup in activity, aided by Germany’s fiscal stimulus targeting defence, 
transport, and industrial projects. Broader EU commitments to increase military budgets to 
3.5% of GDP by 2035 underpin this trend. In the UK, near-term growth may be constrained by 
limited fiscal and monetary flexibility, but slower activity could ease inflation, allowing the Bank 
of England to adopt a more accommodative stance over time. 

Looking Ahead

Europe is set for a pickup in activity, aided by 
Germany’s fiscal stimulus targeting defence, transport, 
and industrial projects. Broader EU commitments 
to increase military budgets to 3.5% of GDP by 2035 
underpin this trend. In the UK, near-term growth may 
be constrained by limited fiscal and monetary flexibility, 
but slower activity could ease inflation, allowing the 
Bank of England to adopt a more accommodative stance 
over time.

Asia continues to provide monetary and fiscal 
support. Japan’s pro-growth government maintains 
accommodative policy, while China shows improving 
confidence from stabilising property prices, targeted 
stimulus, and optimism around innovation, particularly 
in AI, supporting broader market sentiment.
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We believe a balanced, disciplined approach is 
appropriate. With the US dollar under pressure, and 
arguably still overvalued despite its falls over 2025, a less 
US-centric allocation and exposure to regions benefiting 
from fiscal and monetary support offer the potential 
for attractive returns. Cash reserves, strong corporate 
fundamentals, and ongoing business investment provide 
further resilience and gives us cause for optimism that 
the healthy returns enjoyed by markets over the past 
three years can continue into 2026. 

Key risks remain. Inflation could re-emerge, particularly if labour 
markets tighten, challenging central banks’ ability to ease policy. 
Elevated valuations in parts of the equity market, particularly 
technology, warrant caution. Government debt levels, notably in 
the US, continue to rise faster than economic output, with bond 
markets likely to signal investor sensitivity.

Against this backdrop, diversification remains crucial. Investors 
are advised to maintain balanced portfolios, with a focus on 
global opportunities and earnings momentum. We believe that 
active management is likely to outperform passive strategies 
in 2026, given the uneven distribution of growth and value 
opportunities across sectors and regions. Investors will be 
closely monitoring corporate earnings, AI-driven investment 
returns, and broader participation outside mega-cap tech.
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