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New year, new reality? 

Global equities extended their winning streak in Q4, albeit with heightened volatility and more subdued 

returns compared to the robust gains seen during the summer months. Canadian equities outperformed 

once again, supported by strong performances from banks and gold miners. On the other hand, U.S. 

equity gains were more restrained as enthusiasm surrounding artificial intelligence cooled, with 

investors rotating toward more attractively valued laggards, notably in the Healthcare sector. In fixed 

income, the Canadian bond universe ended the quarter with slight losses, as yields climbed following a 

series of stronger-than-expected jobs data.  

Turning to the macro backdrop, the current environment has become particularly challenging to 

navigate for U.S. policymakers. While inflation remains stubbornly above target because of tariffs, the 

labour market has weakened noticeably; job creation has slowed to a crawl, and the unemployment rate 

sits at its highest level since 2021. Complicating matters even further, the employment landscape is also 

shaped by structural forces such as tighter immigration policies, which constrain labour supply, and the 

growing adoption of artificial intelligence, which may already be dampening demand for workers.  

Under these conditions, both North American central banks elected to proactively cut their benchmark 

rates, and the Federal Reserve is expected to further cut rates twice in 2026, gradually moving its policy 

stance to neutral. On the fiscal side, the positive impact of the One Big Beautiful Bill should start being 

felt more meaningfully at the start of the year through lower household tax burdens and incentives for 

added business investment.  

Looking ahead, our base case scenario calls for continued economic growth in 2026, benefiting from 

both monetary easing and fiscal stimulus. However, risks remain two-sided. On the downside, a further 

deterioration of the labour market would prove problematic, particularly if the current “low hiring, low 

firing” dynamic shifts toward more meaningful layoffs. On the upside, stronger-than-expected 

productivity gains from AI-driven investment could bolster economic growth while also keeping 

inflationary pressures in check. However, with so much stimulus in the pipeline, any disappointment on 

the productivity front might reignite concerns about economic overheating. In any case, political 

uncertainty – driven by upcoming midterm elections in the U.S. and a leadership change at the Federal 

Reserve – should keep market volatility at a relatively elevated level throughout the year, much as it was 

during the final quarter of 2025. 

Against this backdrop, we maintained our moderate risk-on stance through an overweight in equities 

relative to fixed income. Within equities, we decreased our allocation to the EAFE region and increased 

our allocation to the United States, the latter benefitting from a stronger track record and a more 

favourable outlook when it comes to earnings growth, which is going to be key next year. Finally, we 

remain overweight Canadian and Emerging Markets equities, reflecting strong relative momentum, 

positive earnings prospects, and sector compositions that are well-aligned with the current environment. 
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Q1 2026 Key elements and investment implications

Above-trend 

growth

(25%)

• The U.S. labour market strengthens, consumption surprises to the upside and inflation stagnates above 3%.

• The Fed is unable to deliver the expected rate cuts and instead keeps its monetary policy unchanged.

• In the United States, significant investments in AI continue, and productivity gains are beginning to materialize.

• Globally, fiscal expansion and less restrictive regulatory policies support economic growth.

• Trade tensions are easing, with a slight decline in the average effective tariff rate on U.S. imports.

Economic implications: Real GDP growth > 2.5%, stable unemployment rate around 4%

Market implications: ↑Equities, ↑Bond yields, ↑Volatility, ↑USD

Sub-trend 

growth

(60%)

• The U.S. job market remains sluggish, characterized by few hires and few layoffs.

• Inflation remains above target but avoids surprising to the upside, partly thanks to stable energy prices.

• The Fed gradually brings its monetary policy into netural territory with two additional 25bps rate cuts in 2026.

• The implementation of the Trump administration's fiscal plan provides an important counterbalance to tariffs, which remain stable.

• Thanks to favorable fiscal policy and the AI race, business investment spending continues to grow rapidly.

Economic implications: Real GDP growth near 2%, U.S. unemployment rate around 4.5%

Market implications: ↑Equities, ↕Bond yields, ↕Volatility, ↓USD

Recession

(15%)

• The US job market continues to deteriorate, with employment contracting and unemployment rising significantly.

• The Fed rapidly cuts its policy rate into accommodative territory.

• The hype surrounding artificial intelligence starts to fade, leading to a decline in capital spending by technology companies.

• With the midterm elections approaching, the Trump administration attempts to reverse the trend with a series of new measures, but 

the lack of predictability proves counterproductive.

Economic implications: Real GDP growth ~0%, U.S. unemployment rate above 5%

Market implications: ↓Equities ↓Bond yields, ↑Volatility, ↕USD

CIO Office. Last update: December 18, 2025 (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., 2025. 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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