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OVERVIEW

HEALTHY OPTIMISM OR SPECULATIVE EXCESS?

For much of 2025, markets were dominated by a narrow set of crowded trades, fuelled by speculative
positioning, passive flows and powerful narratives. This was most evident in US stocks, where a junk
rally saw unprofitable companies outperform profitable peers by more than 20% in the third quarter.

Average return: Profitable vs. unprofitable stocks
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As the year ended, this dynamic began to shift. The final quarter, while volatile, delivered strong returns
as global equities rallied and market participation broadened across (profitable) sectors and regions,
including emerging markets. Bond markets, however, remained range-bound as investors weighed
expanding fiscal deficits against the risk that inflation proves more persistent.

Looking ahead to 2026, our outlook remains constructive, although investors should expect bouts of
irrational headlines and sharp drawdowns, much like those experienced in 2025. With geopolitics
continuing to reshape global trade, market sentiment can shift quickly, flowing through currencies,
commodities and equity leadership. The parabolic moves seen in gold and silver highlight this fragility.

At the same time, several supportive forces remain in place. Central banks are broadly accommodative,
fiscal spending continues, and sustained investment in artificial intelligence is underpinning global
growth. This backdrop presents both opportunity and risk, reminiscent of the 2020-21 period, when
investors needed to distinguish healthy optimism about fundamentals from speculative excess.

The Advisory Board discussed the risks and opportunities arising from these evolving market dynamics.
While pockets of speculation remain, equity leadership is broadening beyond US mega-cap growth
stocks. A weaker US dollar, improving cyclical conditions and strong Al-related investment globally are
supporting other regions, particularly emerging markets. For 2026, emerging market earnings
estimates now exceed those of developed market peers, while valuations trade at a 25% discount.

This quarter, we have taken profits in developed market equities and reinvested into emerging markets,
alongside a global long/short strategy designed to perform across different market environments.
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HOUSE VIEW
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THIS QUARTER

WE EXPLORE CURRENT ECONOMIC AND FINANCIAL MARKET DYNAMICS AND WHAT
THEY MEAN FOR INVESTORS GOING FORWARD

1. The Australian economy has been slowly recovering, but sticky inflation and an evolving
interest rate environment pose potential risks to current economic momentum.

2. Global equity valuations may appear elevated, by some historical standards, but they are
underpinned by robust earnings expectations.

3. The continued growth in the adoption of artificial intelligence (Al) across business sectors
may provide positive catalysts for both economic growth and shareholder returns.

4. Australian residential property prices continue to rise as market imbalances support prices
but add to economic and social risks, raising regulator concerns.
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AUSTRALIAN ECONOMIC
SNAPSHOT

The economic outlook for Australia in 2026 reflects a balance between improving GDP growth and
persistent inflationary pressures, which have tempered expectations for RBA rate cuts. Overall, the
economy is gradually strengthening, but investor caution remains warranted given the uncertain path
of monetary policy.

Key Australian Economic Indicators

GDP Unemployment
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Source: LSEG Datastream, Quilla Consulting

GDP growth strengthened to 2.1% in late 2025 Price pressures are proving stubborn,
and is expected to remain steady through 2026, particularly in housing and services, keeping
supported by government spending and a inflation above the RBA's target range.

modest recovery in across the private sector.
As aresult, expectations for further rate cuts

The labour market has softened slightly, with have faded, with markets now pricing in the
unemployment at 4.3%, but forward indicators possibility of rate hikes in early 2026. Overall
suggest job conditions remain broadly stable. momentum is improving, but risks remain.

Inflation remains the key challenge.
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EQUITY VALUATIONS &
EXPECTED GROWTH

Global Equity Outlook for 2026 Australia faces a more challenging backdrop. Modest
earnings growth and full valuations leave limited room

As we look toward 2026, global equity for capital appreciation, reinforcing a preference for
markets appear expensive by historical offshore equity exposure.

standards. The MSCI| World Index is

expected to deliver close to 14% Chart 3: Global market forward price to earnings ratios (P/E) vs expected 2026
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Emerging markets offer a broader
opportunity. As key contributors to the
global infrastructure build-out,

emerging markets are expected to Markets outside the US (Emerging Markets &
derive more than 20% of total revenues Europe) offer a middle ground of respectable
from Al-related activity by 2029. growth at modest valuations.

Earnings expectations remain strong
while valuations are discounted due to
macro concerns rather than weak
fundamentals, creating scope for
upside as sentiment improves.

Emerging Markets are expected to derive more
than 20% of total revenues from Al-related
activity by 2029.
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ARTIFICIAL INTELLIGENCE

(Al) ADOPTION

Al: Driving Productivity and Growth

Since ChatGPT's launch in 2022, Artificial
Intelligence has emerged as a powerful driver
of economic growth and investor returns.

Early gains were concentrated in the core
layers of the Al stack, from cloud platforms and
data centres to semiconductors and supporting
energy systems.

That focus is now broadening. As Al becomes
embedded in everyday business operations,
adoption is accelerating beyond the technology
sector. More firms are using Al as a standard
tool, and this trend is expected to deepen
across industries.

Ongoing investment in Al is boosting
productivity and profitability, with effects
flowing through global markets. Initially, Al
improves efficiency by automating routine
tasks, enhancing decision-making, and freeing
employees for higher-value work.

Productivity rises, costs fall, and margins
expand.

Al also opens new growth opportunities
through faster innovation, smarter products,
better pricing power, and the ability to serve
more customers without sacrificing quality.

Not all businesses will benefit equally, but
those that invest and adapt effectively are
positioned to capture a long-term tailwind for
earnings and economic growth.
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Chart 4: Businesses using Al to produce goods and services -
% of all firms reporting use of Al in applications
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Source: WellsFargo, FactSet - January 2026

1% drop in labour costs is expected to lift

earnings by 6% across U.S. small companies.
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AUSTRALIA’'S PROPERTY
DILEMMA

Prices, Affordability, and Risks Structural imbalances suggest that near-term prices
may remain high, reinforcing the RBA's likely continued

Australian residential property markets restrictive monetary stance.

remain exceptionally resilient, with

prices reaching record highs that far Chart 5: Percentage change in house price-to-income ratios
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To address rising household debt, APRA Source: LSEG Datastrearm, Quilla Consulting
will cap high Debt-to-Income lending
from 1 February 2026. Mortgages
exceeding a 6x DTl ratio will be limited
to 20% of new lending, helping reduce
systemic risk.

Rate cuts haven’t changed the equation. Prices

are still outpacing wages, leaving affordability
stretched.

Rising prices support a wealth effect,
bolstering consumer sentiment. But
affordability pressures are intensifying.
Households must devote more income
to housing, limiting spending elsewhere
and contributing to persistent inflation.
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Important Information

This report is issued and distributed in Australia by Mackay Private Wealth Pty Ltd (ABN 32 636 659 580), a Corporate Authorised
Representative of Mackay Private Partners Pty Ltd (AFSL 534073).

The information is general in nature and does not take into account your objectives, financial situation or needs. Before acting on this advice,
you should consider whether it is appropriate to your circumstances. We recommend obtaining independent financial, legal and tax advice
before making any investment decision.

Nothing in this report constitutes a solicitation or offer to buy or sell any security or product, or to engage in, or refrain from, any transaction.
This report is based on information believed to be reliable. However, no representation or warranty is made as to its accuracy, completeness
or currency. Mackay Private Wealth accepts no liability whatsoever for any direct, indirect or consequential loss arising from the use of this
report or any further communication relating to it.

mackayprivate.com



