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CIO Office │ Q2 2026 

Pandora’s box is now open 
After a rather favorable start to the year, investors were quickly thrust into a pronounced regime of 
uncertainty, forced to contend simultaneously with significant disruptions on both the technological and 
geopolitical fronts. This environment has led to a marked increase in volatility across all financial 
markets—equities, bonds, currencies, and commodities—even though, at this stage, the damage 
observed remains relatively limited in light of the solid gains recorded in 2025. 

While advances in artificial intelligence have raised legitimate questions for a number of companies that 
have historically benefited from substantial barriers to entry, the critical issue at present remains the 
near‑total halt of maritime traffic at the exit of the Persian Gulf—by far the most decisive bottleneck for 
global energy flows. 

At first glance, the latest economic data remained broadly aligned with our outlook. Corporate earnings 
growth has largely surprised to the upside, while the labor market has remained resilient, with a 
relatively stable unemployment rate, inflation showing no notable excesses, and central banks still 
lacking any urgency to alter their monetary policy. However, the generalized shock currently observed in 
commodity prices is materially altering the outlook and, more importantly, the balance of risks. 

More specifically, while our base‑case scenario continues to anticipate a continuation of economic 
growth—provided that a gradual recovery in maritime traffic in the Persian Gulf begins within a relatively 
short time frame—the risk of a stagflationary shock, with more severe consequences for global growth, 
nonetheless remains non‑negligible. 

Against this backdrop, we reduced the overall risk level of our tactical asset allocation strategy during 
the third week of March, bringing the equity allocation back to a neutral stance, offset by an increase in 
exposure to bonds. 

From a geographic perspective, we also reduced our allocation to Canadian equities over the course of 
the quarter, seeking to crystallize profits on a position that had become increasingly sensitive to a 
pullback in gold prices—a scenario that indeed materialized in March. 

Moreover, we maintain an overweight position in emerging markets at the expense of developed 
markets outside North America. In both cases, reliance on energy imports represents a significant risk to 
growth. However, more attractive valuations and stronger earnings growth prospects in emerging 
markets represent a meaningful comparative advantage relative to the EAFE region. 

In sum, beyond the very real short‑term risks, it is worth recalling that history offers an important lesson 
regarding the effects of geopolitical shocks on equity markets. In the vast majority of cases, periods of 
financial stress have been followed by a recovery over a one‑year horizon or longer. As such, while the 
current situation must be taken with the utmost seriousness, it remains equally essential to avoid 
decisions driven by emotion and to remain focused to one’s investment horizon—an horizon that, for 
most investors, is measured not in months, but in years. 
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Q2 2026 Key elements and investment implications

Goldilocks
(10%)

• The rise in commodity prices reverses rapidly as the situation in the Persian Gulf stabilizes.
• The impact on inflation is short-lived, core measures gradually converge toward the 2% target. 
• The labour market proves resilient, but some signs of weakness pave the way for two to three rate cuts by the Fed in 2026.
• Globally, fiscal expansion and less restrictive regulatory policies support economic growth.
• Earnings prospects remain robust, with significant investment in AI infrastructure continuing.
• A refocus on issues related to the cost of living by the U.S. administration facilitates a reduction in U.S. tariffs.

Economic implications: Real GDP growth ~2.5%, stable unemployment rate around 4%
Market implications: ↑Equities, ↕Bond yields, ↓Volatility, ↓USD

Trend growth
(60%)

• The rise in commodity prices reverses partially as maritime traffic gradually resumes in the Persian Gulf.
• Inflation exhibits high volatility, undermining hopes of a return to target in the foreseeable future. 
• Rising energy prices weigh on the labour market, ultimately paving the way for one to two rate cuts by the Fed in 2026.
• Earnings expectations are slightly revised downward but remain solid.
• The U.S. administration shifts its focus back to growth-friendly policies. Trade tensions ease.

Economic implications: Real GDP growth near 2%, U.S. unemployment rate around 4.5%
Market implications: ↕Equities, ↓Bond yields, ↓Volatility, ↕USD

Stagflation
(30%)

• The rise in commodity prices accelerates amid ongoing turmoil in the Persian Gulf. 
• Inflation rises, supply chains are disrupted, and economic activity is compromised.
• The Federal Reserve lags in cutting interest rates, waiting to see the extent of the damage to the job market. 
• Earnings forecasts are being revised downward, while tech companies are cutting back on capital expenditures.
• The Trump administration attempts to reverse the trend with a series of fiscal measures, but the lack of predictability proves 
counterproductive, with bond markets concerned about a growing deficit.

Economic implications: Real GDP growth ~0%, U.S. unemployment rate above 5%
Market implications: ↓Equities ↕Bond yields, ↑Volatility, ↑USD

CIO Office. Last update: March 25, 2026 (updated quarterly). Probabilities are subjective and can change without notice.



 
 

  

 

 
 
 
 
General 
 
The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at the time of their printing and were 
obtained from sources which we considered reliable. We reserve the right to modify them without advance notice. This information and data are supplied as informative 
content only. No representation or guarantee, explicit or implicit, is made as for the exactness, the quality and the complete character of this information and these data. 
The opinions expressed are not to be construed as solicitation or offer to buy or sell shares mentioned herein and should not be considered as recommendations. 
 
Views expressed regarding a particular company, security, industry, market sector, future events (such as market and economic conditions), company or security 
performance, upcoming product offerings or other projections are the views of only the CIO Office, as of the time expressed and do not necessarily represent the views 
of National Bank of Canada and its subsidiaries (the “Bank”). Any such views are subject to change at any time based upon markets and other conditions, which could 
cause actual results to differ materially from what the CIO Office presently anticipate(s) or project(s). The Bank disclaims any responsibility to update such views. These 
views are not a recommendation to buy or sell and may not be relied on as investment advice. 
 
These index providers may be included in this document: BofA Merrill Lynch, Standard & Poor's, FTSE, Nasdaq, Russell et MSCI. These companies are licensing their 
indices “as is”, make no warranties regarding same, do not guarantee the suitability, quality, accuracy, timeliness and/or completeness of their indices or any data included 
in, related to or derived therefrom, assume no liability in connection with their use and do not sponsor, endorse or recommend National Bank Investments Inc. and any 
of their products and services. The above index providers do not guarantee the accuracy of any index or blended benchmark model created by National Investment Bank 
using any of these indices. No responsibility or liability shall attach to any member of the Index Providers or their respective directors, officers, employees, partners or 
licensors for any errors or losses arising from the use of this publication or any information or data contained herein. In no event shall the above Index Providers be liable 
to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, legal or other expenses, or losses (including, 
without limitation, lost revenues or profits and opportunity costs) arising out of or in connection with the use of the content, even if advised of the possibility of such 
damages. 
 
The FTSE/TMX indices are trademarks of the LSE Group. S&P Indices are trademarks of S&P Dow Jones Indices LLC, a division of S&P Global. MSCI indices are 
trademarks of MSCI Inc. BofA indices are trademarks of Merrill Lynch, Pierce Fenner & Smith incorporated (“BofAML”). Nasdaq index is a trademark of Nasdaq Inc. 
Russell 2000 ® is a trademark of the Frank Russell Company. 
 
© National Bank Investments Inc., 2026. All rights reserved. Any reproduction, in whole or in part, is strictly prohibited without the prior written consent of National Bank 
Investments Inc. 
 
® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under licence by National Bank Investments Inc. 
 
National Bank Investments is a signatory of the United Nations-supported Principles for Responsible Investment, a member of Canada’s Responsible Investment 
Association, and a founding participant in the Climate Engagement Canada initiative. 
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