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MULTI-ASSET OUTLOOK

KEY CONSIDERATIONS

* Macro Environment: Risk assets continue to benefit from a supportive
macro backdrop, with themes from 2025—rising fiscal spending,
technology-driven investment, and ample liquidity—expected to persist.

* Global Growth: Signs of resilience and gradual acceleration are
emerging, supported by cumulative interest rate cuts since 2024, even as
global activity remains below trend.

* Central Banks: Diverging policies dominate, with the U.S. Federal
Reserve maintaining a cautious stance on rate cuts, the European
Central Bank pausing as inflation nears target, and the Bank of Japan
gradually raising rates amid fiscal concerns.

* Currency: The U.S. dollar saw its steepest decline since 2017, driven by
shifting interest rate differentials, while the yen remained flat despite
significant rate moves in Japan.

Corporate Earnings: Earnings remain robust globally, with U.S.
productivity gains driving growth and emerging markets projected to
deliver 18% earnings growth in 2020.

Emerging Markets: Positioned to benefit from resilient global growth
and trade dynamics, though political risks and tariff uncertainties remain
key considerations.

Commodities: Strong returns in 2025 are expected to broaden in 2026,
supported by elevated inflation, fiscal-driven demand, and favorable
momentum.

Asset Allocation: Diversification across asset classes remains critical,
with stock-bond correlation anchoring portfolios and commodities
providing stability during inflationary or geopolitical stress.
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MULTI-ASSET OUTLOOK

MACRO ENVIRONMENT & GLOBAL GROWTH

Risk assets continue to benefit from a
benign macro environment

The prevailing themes of 2025 —rising fiscal spending and widening deficits
across major economies, a technology-driven investment boom in the U.S. and
China, and a supportive liquidity backdrop that underpins major asset classes —
are expected to carry forward into the new year.

Although global activity remained below trend in late 2025, signs of resilience and
gradual acceleration are emerging, supported by cumulative interest rate cuts since
2024. Tariff concerns are gradually fading, and the cyclical improvement in growth
momentum, while not robust in absolute terms, is broad-based. In the U.S.,
economic growth remains supported by Al-related capital expenditures and
consumer spending. However, consumption has been sharply bifurcated, with
higher-income spenders driving the majority of expenditures, while trends among
other segments have been more subdued.!

Investments in Al still in their early stages, have yet to reveal their full impact on
productivity and employment. Amid lingering tariff uncertainty, companies are
adopting a measured approach to payrolls, resulting in a “low-hire, low-fire” labor
market. Households, too, remain cautious about employment prospects. Despite
these uncertainties, hard data remain encouraging. Notably, our high-frequency
U.S. recession sentiment indicator (Exhibit 1) is near its lowest level in several
years and well below the peaks seen in 2024 and 2025.2

Index Value

Exhibit 1: U.S. Recession Sentiment Remains at Multi-Year Low
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Source: PGIM, Bloomberg as of 12/31/2025.

" https://www.bostonfed.org/publications/current-policy-perspectives/2025/why-has-consumer-spending-remained-resilient.aspx

2 https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nip-model-during-the-shutdown-data-void

MULTI-ASSET OUTLOOK | PGIM 4


https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void
https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/running-an-nlp-model-during-the-shutdown-data-void

MULTI-ASSET OUTLOOK

CENTRAL BANK DIVERGENCE

Global central bank policies diverged over 2025. Following two years of monetary
easing, expectations for Federal Reserve (Fed) rate cuts in early 2026 are low.
While the labor market is gradually softening, it has not deteriorated meaningfully,
and inflation remains elevated. This has left the Fed divided between proponents of
proactive cuts and advocates of a more cautious stance. Proprietary indicators
from our investment team suggest the Fed’s stance on inflation is slightly hawkish,
while its tone on growth is largely neutral. Another indicator, which tracks
attentiveness to unemployment and inflation (Exhibit 2), reveals a sharp decline in
focus on inflation from its 2025 highs, while attention to unemployment remains
elevated.®

The anticipated appointment of a new Fed Chair introduces additional uncertainty
around the pace of future rate cuts. Nevertheless, our base case assumes the Fed will
gradually move the fed funds rate toward a neutral level near 3%, keeping U.S. short
rates well anchored. Meanwhile, long rates have remained range-bound for some
time. Over 2025, 10-year Treasury yields were roughly unchanged (Exhibit 3) despite
Fed cuts, resulting in a steepening of the yield curve — a dynamic likely to persist in
the near term.

Euro area government bond curves — notably in Germany and France — also
steepened through 2025. Although the European Central Bank has signaled a pause
in its rate-cutting cycle as inflation reaches its target, there remains a risk that inflation
undershoots, which could potentially prompt rate cuts. In contrast, the Bank of Japan
(BoJ) continued raising policy rates in 2025, driven by an increased likelihood of
achieving its inflation target. However, real policy rates remain extremely low, making
further hikes likely to be gradual, given this rate hike cycle is Japan’s first in several
decades. Consequently, short-term rates are likely to stay relatively stable, while
longer-term yields face continued upward pressure from fiscal concerns.

3 https://www.pgim.com/us/en/institutional/insights/asset-class/multi-asset/quantitative-solutions/from-data-void-to-data-point-tracking-media-attention-after-cpi

Exhibit 2: Attentiveness to Inflation & Unemployment
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Exhibit 3: Global Yield Curve Shifts
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CURRENCY & GLOBAL EQUITIES

Currency

The U.S. dollar index (-9.4%) recorded its steepest annual decline since 2017 during
2025, weakening against every other G10 currency. The strong performance of U.S.-
based assets in dollar terms still translated to relatively weaker returns in local
currency outside the U.S., with dollar weakness reflecting interest rate differentials as
U.S. rates edged lower while most other regions saw rates rise. The exception was
Japan: the yen remained essentially flat against the USD despite a significant move in
Japanese rates and narrowing of the U.S.-Japan short-term rate differential.
Uncertainty around the BoJ’s neutral rate guidance has made it difficult for currency
markets to price in higher rates beyond the next meeting or two.

Global Equities

Global equities remain supported by a solid earnings outlook. Corporate earnings
showed remarkable resilience in 2025 despite tariff-related uncertainty. While U.S.
earnings expectations were revised lower in Q2 as tariff concerns spiked, firms
quickly reaffirmed guidance, leading to a rebound in expectations by mid-year. Third
quarter earnings growth exceeded forecasts, coming in at 15% versus mid-year
expectations of 8%, signaling a healthy earnings environment even amid tariff
announcements. A key driver of the current expansion has been rising productivity,
which continues to support earnings growth. U.S. non-farm productivity rose at an
annualized rate of 4.9% in Q3, following an upwardly revised 4.1% in Q2. Even if
the Atlanta Fed’s Q4 GDP tracking estimate of 5.1% falls short, muted job growth
would still suggest another quarter of significant productivity gains. Our corporate
sentiment indicator (Exhibit 4) dipped following the Liberation Day tariffs
announcement but stabilized and improved well above 2024 highs. Current earnings
expectations for the S&P 500 hover near 15% growth over the next twelve months.

The resilience in earnings extends beyond the U.S. EAFE earnings growth is
expected to reach approximately 10% over the next 12 months, while emerging
markets are projected to deliver robust growth near 18%. European equities offer a
more attractive valuation backdrop compared to the U.S., but face headwinds from
subdued economic momentum. Tariffs and global trade remain wildcards. Japanese
earnings expectations point to double-digit profit growth next year, supported by the
Takaichi administration’s fiscal expansion and corporate governance reforms aimed
at reducing excessive cash reserves, which are expected to boost shareholder returns.

Exhibit 4: Corporate Earnings Sentiment
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EMERGING MARKETS & COMMODITIES

Emerging Markets

Emerging market assets are positioned to benefit from resilient global growth and
trade dynamics despite headwinds from higher U.S. tariffs. China’s pivot toward
export diversification is supportive of growth, even as domestic demand remains
subdued. Productivity gains, policy easing, and potential spillovers from U.S.
growth could present upside surprises. Across emerging markets, inflation has
largely stabilized near target levels, and central banks have concluded their easing
cycles, creating a stable monetary backdrop for equity valuations. However,
political risk remains a consideration in 2026, with elections in several countries and
lingering tariff threats.

Commodities

Commodities delivered strong returns in 2025, largely matching equity gains and
outperforming during periods marked by heightened inflation concerns and
geopolitical tensions. Our 2026 outlook for commodities remains positive, supported
by elevated inflation and potential demand pressures from fiscal initiatives. While
commodity carry remains moderate relative to other asset classes, favorable
momentum, risk, and liquidity dynamics provide support. After spectacular gains in

precious metals in 2025, returns across the broader commodity complex are likely to
be more evenly distributed in 2026.

MULTI-ASSET OUTLOOK | PGIM 7
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ASSET ALLOCATION

Monitoring cross-asset correlation pattern (Exhibit 5) provides valuable insights for
portfolio management. Stock-bond correlation is expected to remain the cornerstone
of portfolio construction. Following mixed trends in recent years, when inflation
worries disrupted markets, stock-bond correlation was modestly negative for most of
2025. Barring a resurgence of extreme inflation concerns, which does not appear
highly likely, diversification across major asset classes should continue to enhance

portfolio returns in the coming year.

Exhibit 5: Cross-Asset Correlations
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Commodities can provide ballast during periods of heightened inflation concerns or
geopolitical stress, as they did in 2025. Finally, the dollar-equity correlation fluctuated
between significant positives (post-Liberation Day) and negatives through 2025,
recently settling into mildly positive territory. If this trend persists, hedging by non-
U.S. investors is likely to be driven primarily by volatility control considerations,
whereas a return to negative correlation would likely prompt hedging of U.S. asset
exposures to protect returns.
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IMPORTANT INFORMATION

This material is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a guarantee or a reliable indicator of future results.

PGIM Quantitative Solutions LLC (PGIM Quantitative Solutions or PGIM Quant) is an SEC-registered investment adviser and a wholly-owned subsidiary of PGIM, Inc. (PGIM) the principal asset management business of Prudential
Financial, Inc. (PFI) of the United States of America. Registration with the SEC does not imply a certain level of skill or training. PFI of the United States is not affiliated in any manner with Prudential plc, which is headquartered in the
United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

The comments, opinions and estimates contained herein are based on and/or derived from publicly available information from sources that PGIM Quantitative Solutions believes to be reliable. We do not guarantee the accuracy of such
sources of information and have no obligation to provide updates or changes to these materials. This material is for informational purposes and sets forth our views as of the date of this presentation. The underlying assumptions and our
views are subject to change.

These materials are neither intended as investment advice nor an offer or solicitation with respect to the purchase or sale of any security or financial instrument. These materials are not intended to be an offer with respect to the provision
of investment management services. The opinions expressed herein do not take into account individual client circumstances, objectives, or needs and are therefore not intended to serve as investment recommendations. No determination
has been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced herein is provided for informational purposes only. You cannot invest directly in an index. The statistical data
regarding such indices has been obtained from sources believed to be reliable but has not been independently verified.

Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of the original date of this document). Due to various risks and uncertainties,
actual events or results may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No representation or
warranty is made as to future performance or such forward-looking statements.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and regulated by the Financial Conduct Authority
(“FCA") of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (‘EEA”), information may be issued by PGIM Investments (Ireland) Limited, PGIM Netherlands B.V. or PGIM Limited depending on the
jurisdiction. PGIM Investments (Ireland) Limited, with registered office: 2nd Floor, 5 Earlsfort Terrace, Dublin 2, Ireland. PGIM Investments (Ireland) Limited is authorised and regulated by the Central Bank of Ireland (Reference No.
C470709) and operates on the basis of a European passport. PGIM Netherlands B.V., with registered office at Eduard van Beinumstraat 6, 1077CZ, Amsterdam, The Netherlands, is authorised by the Autoriteit Financiéle Markten (‘AFM”)
in the Netherlands (Registration number 15003620) and operates on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance on provisions, exemptions or
licenses available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union.

In Australia, this document is provided to prospective investors and, by receiving it, each prospective investor is deemed to represent and warrant that it is a “Wholesale Client” (as those terms are defined in Australian Corporations Act
2001 (Cth) (Act)). PGIM Quantitative Solutions LLC is exempt from the requirement to hold an Australian financial services license under the Act (as a result of the operation of Class Order Exemption 03/1100) in respect of the financial
services it provides to Wholesale Clients in Australia and is regulated by the SEC which differ from Australian laws.

In Switzerland, information is issued by PGIM Limited, through its Representative Office in Zurich with registered office: Limmatquai 4, 8001 Ztirich, Switzerland. PGIM Limited, Representative Office in Zurich is authorised and regulated
by the Swiss Financial Market Supervisory Authority FINMA and these materials are issued to persons who are professional or institutional clients within the meaning of Art.4 para 3 and 4 FinSA in Switzerland.

In Canada, PGIM Quantitative Solutions LLC relies upon the “International Advisor Exemption” pursuant to National Instrument 31-103 in certain provinces of Canada.

In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (‘PGIM Singapore”), a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services License to conduct fund management and an exempt
financial adviser. This material is issued by PGIM Singapore for the general information of “institutional investors” pursuant to Section 304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and
other relevant persons in accordance with the conditions specified in Section 305 of the SFA.

In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 of the Securities
and Futures Ordinance (Cap.571).

In Japan, the investment management capabilities and services described in the attached materials are offered by PGIM Japan Co., Ltd (PGIMJ), a Japanese registered investment adviser (Director-General of the Kanto Local Finance
Bureau (FIBO) No. 392). Retention of PGIMJ for the actual provision of such investment advisory services may only be affected pursuant to the terms of an investment management contract executed directly between PGIMJ and the party
desiring such services, it is anticipated that PGIMJ would delegate certain investment management services to its US-registered investment advisory affiliate.

In Korea, PGIM Quantitative Solutions LLC holds cross-border discretionary investment management and investment advisory licenses under the Korea Financial Investment Services and Capital Markets Act (‘FSCMA”), and is registered
in such capacities with the Financial Services Commission of Korea. These materials are intended solely for Qualified Professional Investors as defined under the FSCMA and should not be given or shown to any other persons.

These materials are not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be contrary to local or international law or regulation. The views and opinions herein do not take into account
individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the
appropriateness of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.



Foreign investments may be volatile and involve additional expenses and special risks, including currency fluctuations, foreign taxes and political and economic uncertainties. Emerging and developing market investments may be
especially volatile. Investments in securities of growth companies may be especially volatile. Due to the recent global economic crisis that caused financial difficulties for many European Union countries, Eurozone investments may be
subject to volatility and liquidity issues. Value investing involves the risk that undervalued securities may not appreciate as anticipated. Small and mid-sized company stock is typically more volatile than that of larger, more established
businesses, as these stocks tend to be more sensitive to changes in earnings expectations and tend to have lower trading volumes than large-cap securities, creating potential for more erratic price movements. It may take a substantial
period of time to realize a gain on an investment in a small or mid-sized company, if any gain is realized at all. Diversification does not guarantee profit or protect against loss. Emerging markets are countries that are beginning to emerge
with increased consumer potential driven by rapid industrial expansion and economic growth. Investing in emerging markets is very risky due to the additional political, economic and currency risks associated with these underdeveloped
geographic areas. Fixed-income investments are subject to interest rate risk, and their value will decline as interest rates rise. Unlike other investment vehicles, U.S. government securities and U.S. Treasury bills are backed by the full faith
and credit of the U.S. govemment, are less volatile than equity investments, and provide a guaranteed return of principal at maturity. Treasury Inflation-Protected Securities (TIPS) are inflation-index bonds that may experience greater
losses than other fixed income securities with similar durations and are more likely to cause fluctuations in a Portfolio’s income distribution. Investing in real estate poses risks related to an individual property, credit risk and interest rate
fluctuations. High yield bonds, commonly known as junk bonds, are subject to a high level of credit and market risks. Investing involves risks. Some investments are riskier than others. The investment return and principal value will
fluctuate and when sold may be worth more or less than the original cost.
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