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What drove markets during the fourth 

quarter of 2025? 

The December quarter saw growth assets outperform 

defensive assets. Several events helped shape market 

movements over the period: 

1. Cooling US inflation and Fed easing pushed markets 

higher.  

Global share markets went on a bull run to close the year, 

led by financials, materials and energy. Gold continued its 

record run and the S&P 500 flirted with record highs, though 

both experienced a slight dip in the last two trading days of 

the year. The rally, which erased earlier equities losses, 

meant the index was on track for its eight-straight up month – 

the longest positive run since 2018. The “Santa Claus rally” – 

a tendency for markets to rise in the last five trading days of 

the year – was due to a variety of factors including lower-

than-expected inflationary figures out of the US and 

expectations that The US Federal Reserve (Fed) would cut 

rates twice in 2026. Traditional market rhythms have been 

thrown off by delayed reports from the US, a legacy of the 

shutdown.  

The Fed cut rates at its final meeting of 2025, a decision that 

was widely expected. In justifying their decision, the Fed 

pointed to reasonably strong economic activity; economic 

activity has expanded at a moderate pace while job gains 

have slowed, and the unemployment rate edged up through 

September. US Inflation slowed to 2.7% per November data, 

which is below forecasts; the October data was not recorded 

due to the shutdown of the federal government. 

2. Central banks diverge to end the year. Underlying 

inflation and unemployment figures sent central banks down 

divergent paths to end the year. In the United States, 

delayed jobs figures presented a mixed picture of the 

broader economy. Federal Reserve (Fed) officials delivered 

their third consecutive interest rate cut. The Bank of England 

(BoE) followed the US lead and reduced its Bank Rate by 

0.25% to 3.75%, though the decision was a 5-4 split.  

 

 
1 Global shares measured by the MSCI World ex Australia Net Accumulation Index 

in AUD. 

 

 

 

 

 

 

 

 

This was the fourth reduction of 2025.  

The European Central Bank (ECB) kept all key interest rates 

unchanged at its policy meeting on 18 December, 

maintaining a data-dependent, meeting-by-meeting 

approach that is willing to make changes if warranted by 

conditions without establishing a fixed path forward. 

The Reserve Bank of Australia (RBA) kept its cash rate 

steady at 3.60% to end the year. The move was not 

surprising however market observers had noted a recent 

uptick in inflation and unemployment figures might prompt 

the RBA to take proactive action to raise rates. The decision 

to hold rates, which was unanimous, relied on recent data 

that suggest risks to inflation have tilted to the upside though 

it will take longer to assess the persistence of the inflationary 

pressures. In post-meeting comments, RBA governor 

Michelle Bullock said the prospect of a rate cut was not 

discussed at the meeting, but they did consider the prospect 

of future hikes, which may be necessary to get inflation back 

to the RBA’s 2.5% target. 

Global shares made modest gains in the quarter, closing up 

3.4%1. Australian shares lagged, returning -0.89%. Volatility 

through October and November held markets back, while 

December saw strong growth that broke a multi-month skid. 

Positive performance in the markets was due in large part to 

material and resources companies, especially those tied to 

gold, rare earths and critical minerals that experienced 

significant growth through the quarter. Copper surged, 

reaching an all-time high in mid-December on strong 

demand from AI data centres and energy transition, along 

with supply disruptions from Central America. Global 

attention on tech, particularly around valuation, flowed 

through to Australian shares. NextDC, WiseTech Global and 

Xero values struggled as the companies face pressure from 

both the sector as well as regulators. 

Energy shares were also underperformers, though a positive 

sentiment on future higher oil prices supported modest gains 

to end the month. Financials also saw a rise at the end of the 

year, led by gains in major banks before year-end trading 

became thin. 

 

Our Multi-Asset team discuss Russell Investments’ performance in the December quarter and 
their outlook for 2026. 
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The Australian dollar (AUD) performed well in the December 

quarter, rising from US$0.654 cents to start December to 

close at US$0.667, peaking mid-month at US$0.671. The 

Australian Trade-Weighted Index rose through the quarter, 

pointing to broad-based appreciation of the AUD both 

against the USD but also key partner currencies2.  

Interest rate sensitive assets were mixed, with global listed 

infrastructure, global and Australian listed property and 

Australian bonds recording negative growth over the period. 

Global bond values rose in markets where central banks 

were considering or executed rate cuts. 

Credit spreads for both investment-grade and high-yield 

corporate bonds remained tight – or tightened – in the 

quarter. The tight spreads indicate concern about valuation, 

particularly in AI-related tech companies. Local currency 

emerging markets debt made strong gains on the back of 

further USD weakness. Hard currency emerging markets 

debt also performed well. 

How did Russell Investments’ active multi-

asset portfolios perform in the December 

quarter? What was rewarded by the 

market and what wasn’t? 

Absolute returns. The Russell Investments Balanced Fund 

returned 0.42%3 for the quarter on a net of fees and tax 

basis. Absolute returns were driven primarily by the Fund’s 

global equities exposures. Exposures to global listed 

infrastructure and private debt were also positive while 

Australian bonds and shares were negatives. 

Returns relative to fund benchmark. The Russell 

Investments Balanced Fund underperformed its strategic 

benchmark on a net of fees and tax basis. 

Positive contributors included: 

• Stock selection amongst global equity 

manager, Sanders. 

• An overweight to global equities versus the 

benchmark. 

Negative contributors included: 

• Stock selection from some of our Australian 

equity managers; notably aggressive 

growth manager Platypus.  

What is Russell Investments’ outlook for 

2026? How is it impacting your active 

multi-asset positioning? 

There have been many market drivers over the past 12 

months; from Trump returning to office, to central banks 

cutting rates and global economies demonstrating resilience, 

however, one key theme that has been a strong contributor 

to equity price appreciation over this period has been the 

accelerating adoption of generative AI across different 

sectors, leading to increased productivity and profitability. 

 
2 The trade-weighted index for the AUD is an indicator of movements in the 

average value of the AUD against the currencies of our trading partners. 
Source: Reserve Bank of Australia. 

Looking to the year ahead, we see the tools expanding into 

new sectors and being used by new sectors – resulting in 

positive corporate results. There is also potential for 

reaccelerating US growth in the year ahead as policy drags 

that concerned investors through 2025 fade; we are seeing 

policy tailwinds building over coming quarters. There are still 

policy considerations that are weighing on the markets, 

including a hiring slowdown due to immigration restrictions 

and a cut back in government hiring – not due to firms 

reducing headcount because of a weak economy.  

Despite many equity markets at or approaching all-time 

highs, along with valuations that are not cheap, our 

contrarian sentiment indicator (a measure of panic or 

euphoria in markets) is not showing unsustainable extremes 

of euphoria in markets, which we believe provides 

opportunity for markets to continue to move higher over the 

short term. Risks do exist, however, with a still uncertain 

geopolitical and a slowing US labour market - this highlights 

the value of building portfolio resilience across private 

markets, real assets, and diversified alternatives – an 

important point of distinction for active management.  

We believe non-US developed equities are more attractively 

valued than US equities and could benefit from USD 

weakness; a dynamic we’ve seen in 2025. However, we’re 

yet to see how large global thematics like artificial 

intelligence play out, with US markets in particular likely to 

benefit from this.  

In emerging markets, investors have become more optimistic 

on Chinese equities following a series of monetary and fiscal 

policy support; though sustained growth will depend on 

further fiscal initiatives, particularly in infrastructure and 

technology. For fixed income assets, we believe Australian 

government bonds offer reasonable value, versus the US 

which appears more fully valued. We expect that government 

bonds should act as portfolio diversifiers if the growth outlook 

deteriorates further from here. Private credit and 

infrastructure markets offer compelling alternative investment 

opportunities, with these assets benefiting from a 

differentiated opportunity set and their resilience in a higher 

interest rate environment.  

In the currency space, the USD appears overvalued in real 

trade-weighted terms, though it has depreciated in recent 

months. We still see relative value in the AUD over the 

medium term. 

3 Source: Russell Investments. Past performance is not a reliable indicator 
of future performance. 



 

 

 

 

QUESTIONS? 

Visit russellinvestments.com.au 

ABOUT RUSSELL INVESTMENTS 

Russell Investments is a leading global investment solutions partner providing a wide range of 

investment capabilities to institutional investors, financial intermediaries, and individual investors 

around the world. Since 1936, Russell Investments has been building a legacy of continuous 

innovation to deliver exceptional value to clients, working every day to improve people’s financial 

security. Headquartered in Seattle, Washington, Russell Investments has offices worldwide, 

including Dubai, London, New York, Paris, Shanghai, Sydney, Tokyo, and Toronto. 

 

 

 

 

 

 

IMPORTANT INFORMATION 

Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFSL 247185 (RIM). This document provides general information only and 
has not been prepared having regard to your objectives, financial situation or needs. Before making an investment decision, you need to consider 
whether this information is appropriate to your objectives, financial situation and needs. This information has been compiled from sources RIM 
considers to be reliable, but accuracy is not guaranteed. Any past performance is not a reliable indicator of future performance. This document is 
not intended to be a complete statement or summary of the Russell Investments Funds (the Funds). Investing in the Funds has risks, some of which 
are beyond the control of RIM, including possible delays in repayment and loss of income and principal invested. Please see the risks section of the 
Product Disclosure Statement (PDS) for the Funds for further details. You should consider these risks in light of your objectives, financial situation 
and needs. Neither RIM nor its related entities, directors or officers give any guarantee as to the success of the Funds, amount or timing of 
distributions, capital growth or taxation consequences of investing in the Funds. You should consider the latest PDS for the Fund in deciding 
whether to acquire, or to continue to hold, an interest in the Fund. The PDS can be obtained by visiting www.russellinvestments.com.au or by 
phoning (02) 9229 5111. The Target Market Determinations for the Funds are available on our website at 
www.russellinvestments.com/au/support/tmds and include descriptions of who the financial product is appropriate for. You should refer to the TMD 
of the relevant Fund before making any investment decisions.  

RIM is part of Russell Investments. Russell Investments or its associates, officers or employees may have interests in the financial products 
referred to in this information by acting in various roles including broker or adviser, and may receive fees, brokerage or commissions for acting in 
these capacities. In addition, Russell Investments or its associates, officers or employees may buy or sell the financial products as principal or 
agent. 

To the extent permitted by law, no liability is accepted for any loss or damage as a result of reliance on this information. 

This material does not constitute professional advice or opinion and is not intended to be used as the basis for making an investment decision. 

Source for MSCI data: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form 
and may not be used to create any financial instruments or products or any indices. The MSCI information is provided on an "as is" basis and the 
user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or 
related to compiling, computing or creating any MSCI information (collectively, the MSCI Parties.) expressly disclaims all warranties (including, 
without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular 
purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, 
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. 

This work is copyright 2026. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced by any process, nor may any 
other exclusive right be exercised, without the permission of Russell Investment Management Ltd.
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