
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Q4 2025 & 2026 Outlook 

 

 

 

 

 



 

 

 

 

 

Page 2 of 9 

 

Market & Macro Review for Q4 2025 

Markets showed modest but respectable gains over the final quarter of 2025. The “periodic table 

of returns” below by Asset Class and Style Returns summarises this. These returns are even 

more surprising given the elevated volatility of Q4. What’s really impressive are overall returns, 

shown in local FX, for the year as a whole. Once again, if you blinked, you missed out, massively! 

 

Here’s a summary of key asset class performance and factors driving their returns: 

1. EQUITIES: AI remained the dominant theme. This drove US returns which, in turn, drove 

global returns. Communication and IT delivered +33% and +23.6% respectively – and that’s 

despite all the bearish talk about an impending dot-com bubble and the AI infrastructure 

spend about to implode on itself. The S&P 500 delivered an impressive near +18% for the 

year thereby maintaining its double-digit returning trajectory of yesteryears. To think it was 

outdone by EM (MSCI EM +34%) and Asia (MSCI Asia +33%). Even Japan’s TOPIX returned a 

very healthy +25.5% while the UK’s FTSE All Share delivered +24% with Europe ex-UK on 

+20%. 

EM performance was broad-based and is depicted below vs. DM. It also compares their 

valuations at the start of 2026: 
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Consumer-facing sectors struggled on the back of noise around jobs numbers and the 

decline in consumer confidence. The latter placed a natural lid on inflation – which has so far 

been tame. Within the Mag (Magnificent) 7, only two of its names outperformed the S&P 500! 

2. COMMODITIES: Commodities saw oil come under even more pressure as a combination of 

strong supply and tepid demand continues to drive a surplus. This scenario is expected to 

dominate in 2026. Furthermore, the slow move towards some sort of resolution in Ukraine 

has meant a reduction in oil risk premium. Precious metals, on the other hand, have had a 

volatile but upward trend. US$ weakness has meant a steady increase in prices. This has 

affected base metals too (e.g. copper). 

3. FIXED INCOME: The rally in risk assets also extended to the fixed income arena. Spreads (a 

measure of risk) narrowed further but better value was still to be had among US IG 

(Investment Grade) and HY (High Yield). There were some impressive returns delivered over 

2025: EM Debt +13.5%, Global IG +10.3%, Global IL (Index-Linked) +9.1% and US HY +8.5%. In 

the world of Sovereign (Government) bonds, Global Gov. +7%, US Treasuries delivered +6.3% 

and UK +5%. Contrast these with Euro Governments +0.6% (France remains in gridlock and 

has proved itself to be unable to reach a compromise on a deficit reduction plan) and 

German Bunds -0.9% as the country decided to relax fiscal tightness and vastly increase 

spending). The worst performers were Japanese JGBs at -6.2% (due to a shift away from 

keeping rates down and letting them normalise). 

4. FX: The US$ was down -9.4% on the year – improving over Q4. Overall, considering 

everything that went on (geopolitics, tariffs, etc.), that’s an impressive performance. The GBP 

gained +7.5%, the Euro +12% and Yen -0.5%. The primary catalyst for these moves: the Fed’s 

easing cycle – and the expectations that it will go even further. 
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Outlook for Q1 2026 & Beyond 

So, where to from here? Here are some of the key factors likely to affect Q1 and the rest of the 

year: 

1. RATES, R* AND INFLATION EQUILIBRIUM: When it comes to the economy, markets will be 

watching carefully to see if an equilibrium can be maintained between an economy 

operating at its full potential (generally deemed to be full employment) alongside stable 

inflation (i.e. what is deemed to be its target level). This is how R* is defined. This then 

determines bond yields (which are reached by markets). The latter will define debt-servicing 

costs! The table below summarises various, indicative levels for R* alongside yield curve 

calculations (based entirely on what we know to be the case today) and assesses how today’s 

yield curve looks if we strip out cyclical noise? 

 

The answer to this is split between the three segments of a yield curve i.e. its front end 

(typically up to 2 years), it’s ‘belly’ (the middle part, typically over 2y up to 7y) and lastly (and 

very importantly), the long end (10y+). The upshot: the front end of the yield curve (YC) 

remains suppressed by expectations of near-term easing; the belly still has embedded in it 

an assumption that the low-rate regime eventually returns; however, here’s the danger: the 

long-end remains anchored to the pre-Covid norms we experienced and this is increasingly 

inconsistent with higher debt, higher R* and less credible policy! While the above is not a call 

on timing, it is a structural observation i.e. the longer markets cling to outdated anchors (i.e. 

the post-GFC assumptions that neutral rates are structurally near zero, long end yields can 

be suppressed indefinitely and fiscal excesses will self-correct), the greater is the risk of 

adjustment and the stronger the force with which it will be delivered (whiplash). 

2. AI/CAPEX SPEND: My last quarterly referenced sources (e.g. McKinsey) that looked at the 

success of GenAI pilots. It openly challenged the efficacy of many of them. The worldwide 
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adopted of GenAI (for 2025) is already in the order of 15% to 20%. Of course, this is by no 

means even; for example, top quartile sector adoption is running at 40% to 50% while among 

SME adoption is less than 10% globally. However, projected growth rates for 2026 to 2027 

are almost double these rates! Furthermore, when one drills down to “chip category” (e.g. AI 

Accelerators GPU/ASIC, Data Centre CPUs, DRAM/HBM, etc.), the projected growth rates are 

“Strong to Very Strong”. In this regard, the chart below (source: Aviva) shows what the 

projected Hyperscaler CAPEX levels are (Oracle, Microsoft, Meta, Alphabet and Amazon). 

 

These levels become even higher if one looks beyond the hyperscalers. It also highlights the 

risk – the sheer quantum involved is a material portion of their cash piles. We are not 

concerned by the odd $1bn here and $2bn there…however, these amounts matter. So, the 

growth rates referred to above need to demonstrate rising growth to support scale and 

therefore economic returns on CAPEX investment. This enormous demand for AI equipment 

results in an ever-growing demand for energy (next section). 

3. ENERGY: To facilitate the growth in AI Infrastructure, the table below best sums up the sheer 

power load needed for the projected growth rates ahead. Right now, Global Data Centres 

use up 1.5% to 3% of all total global electricity usage. Of this, some 5% to 15% is consumed 

by AI workloads. Given the vast growth rates projected, how will energy production keep up? 

80% of all energy production is hydrocarbon-generated. The growth rate in non-hydrocarbon 

is simply not fast enough…and even if we go all-out hydrocarbon, the refining rate can’t keep 

up (not enough refineries, many are obsolete). There is the ever-present risk of geopolitical 

disruption – though this has alleviated considerably with developments over Russia-Ukraine 

and now with recent US events over Venezuela. 
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4. RISKS: Most analysts would list a string of risks – and I am sure they could make a case for 

any one of them. The one that concerns me the most is inflation. What we have seen – and 

why it is different this time around – is the multivariate nature of it. Services inflation has 

become sticky. Within that, key items such as food are even stickier and running at 

alarmingly high levels. To cap it all, given the above analysis around energy, there is every 

argument that energy costs cannot sink that much lower from here. If this view materialises, 

then we can circle back to the very first point around R* and bond yields. We have seen what 

happens when yields start rising, and we already know what debt-servicing costs are being 

incurred by countries. The chart below is a good point to end on. It highlights the drag we 

have seen from energy inflation is over while services inflation remains sticky. Furthermore, 

if energy inflation picks up sufficiently, it feeds back into services! 
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Disclaimer 
All rights reserved. 

Marketing Communication. For Professional Clients Use Only. 

 

The Skybound Group of Companies (including holding and subsidiary companies, hereafter referred to as “Skybound”) will not be liable for any special, indirect, 

incidental, consequential or punitive damages or any damages whatsoever, whether in an action of contract, statute, delict (including, without limitation, 

negligence) or otherwise of any kind whatsoever suffered or incurred by any person who accesses or uses this website, including but not limited to any injury, 

loss or damage suffered as a result of: 

 

• errors or discrepancies in the information provided; 

• any unauthorised access to this website by third parties; 

• any breakdown or failure of any equipment or medium of access to this website; 

• the destruction or accessing of the user’s data or equipment; 

• any alteration, modification, upgrade or update of this website or any technology, hardware or software modification that may form part of this website. 

 

All information contained on this site about products, services and their terms and conditions is subject to change without notice. 

 

Although care has been taken as to what is contained in this website, no attempt has been made to give definitive or exhaustive statements of law or any 

opinions on specific legal issues, and no representation is made or warranty provided that the information is complete or accurate. This website does not 

constitute or offer tax, legal, accounting or other advice, and you should not rely on it as such. Use of the website is entirely at the users’ own risk. Anyone 

requiring advice on any of the matters referred to herein should consult lawyers or other professionals familiar with the appropriate jurisdiction and legislation. 

 

The information contained on the website does not constitute a distribution, an offer to sell or the solicitation of an offer to buy. The dissemination of the 

information provided on this site and the funds may be subject to legal or regulatory restrictions in certain countries in which users are resident or of which they 

are citizens. 

 

This site and its contents are made available for the convenience of present investors of the funds and other persons expressly authorised by Skybound, 

provided any applicable law of any jurisdiction does not prohibit such investors and authorised persons from receiving such information. Persons accessing this 

site are therefore required to inform themselves about and observe such restrictions. 

 

Past performance is no guarantee of future returns and the fact sheets provided are for illustrative purposes only. The value of investments and income that are 

dependent on the performance of underlying assets or other variable market factors may vary from time to time. Investors must take cognisance of the fact that 

all the information provided are of historical nature. Any investment is subject to various risks, none of which is outlined herein. Prospective investors should 

carefully consider all such risks before they make any investment decision. 

 

Unless expressly stated to the contrary, Skybound owns the intellectual property rights in and to this website and the unauthorised use hereof is expressly 

prohibited. 

 

General Data Protection Regulation Policy 

In support of the European Union’s General Data Protection Regulation (GDPR), and South Africa’s Protection of Personal Information Act (POPIA), please note the 

following: 

 

Any personal information you provide to Skybound, through any of the contact facilities on this site or by any other means whatsoever will be held in accordance 

with our GDPR Policy. While we shall take all reasonable steps to ensure the privacy and security of personal data transmitted through this website, by accepting 

these terms and conditions you agree that the internet is not a secure medium of communication of personal information and that such transmission will be at 

your own risk. 

 

The relevant companies within Skybound, collect, process, use and store data in accordance with the requirements of the Data Protection Law. Any personal 

information you supply will be used primarily to answer your inquiry or to fulfil any of our contractual obligations to you. 

 

Personal data will not be held longer than is reasonably necessary. Consequently, upon the way we organise our business, personal data may also be used for 

operational, research and administrative purposes and may be shared with companies within Skybound. (For example, we may use this information to analyse 

how we can improve our website functionality, products, customer relationships and experiences). 

 

Personal information supplied by you, may on occasion, be used for research and analysis purposes; however, it will not be released to non-associated third 

parties unless there is a legal or regulatory reason to do so or unless the third party fulfils a service on our behalf. We require all third parties to respect the 

security of your personal data and to treat it in accordance with the law. 

 

Personal information will not be used for marketing purposes, and marketing communication will only be received if you have specifically requested this from us. 

You have the right to access your personal data and may ask for a rectification thereof in cases where such personal data is inaccurate or incomplete. At any time, 

you may instruct Skybound to discontinue or destroy personal information held in our possession. In this regard, you may contact us via 

info@skyboundcapital.com. 

 

By accepting these Terms and Conditions, you consent to the processing of the personal data you supply Skybound with in accordance with our data protection 

policy. 
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Skybound Capital (Pty) Ltd is a licensed Category I, II and IIA Hedge fund FSP, regulated by the Financial 
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