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The winds are shifting 

Markets kept their momentum going during the third quarter, with Emerging Markets and Canadian 

equities leading the charge, the latter being supported by the relative strength of cyclical sectors such 

as Financials, Energy and especially Materials. U.S. equities also advanced, though gains were more 

modest amid already very high valuations. Canadian fixed income posted slightly positive returns, 

benefiting from a drop in yields late in the quarter.  

Over the summer, macroeconomic conditions remained relatively stable, with inflation holding near 2% 

in Canada and a bit higher, around 3%, in the United States. However, the winds appear to be shifting 

in the labour market, where there are more serious signs of a slowdown, as the pace of job creation 

slowed and the unemployment rate ticked up to its highest level since 2021. This evolving environment 

has prompted central banks to recalibrate their policy stance, with both the Bank of Canada and the 

Federal Reserve cutting rates in September and suggesting that further easing is now on the table. 

Against this backdrop, our base case scenario of moderate economic growth and above-target inflation 

in the US remains largely unchanged. While challenges remain, global activity should be supported by 

improving financial conditions and a more favourable fiscal and monetary stance in the coming quarters. 

In terms of key risks, a further deterioration of the labour market cannot be ruled out, while an 

acceleration in inflation could quickly call into question market expectations of upcoming Fed rate cuts. 

Thus, after a remarkably calm summer, volatility could increase in the coming months as markets digest 

the constantly changing economic and geopolitical environment. 

Under these conditions, we maintained our moderate risk-on stance through an overweight position in 

equities relative to fixed income. Within equities, we continue to favour Canada over the U.S., reflecting 

our view that Canadian markets offer a more interesting sector composition considering the current 

economic environment. Finally, despite the dovish bias toward interest rate cuts by central banks, bonds 

are likely to continue to trade without direction, given the lack of visibility on the longer-term trajectory of 

inflation and fiscal deficits. 
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Q4 2025 Key elements and investment implications

Bull case
Above-trend 

growth

(20%)

• The U.S. labour market strengthens, consumptions 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.

• Trade and geopolitical tensions ease, energy prices remain stable, and international trade rebounds.

• Worldwide fiscal expansion supports global economic growth.

• In the US, the business climate is improves thanks to more accommodative regulatory and fiscal policies.

Economic implications: Real GDP growth > 2%, stable unemployment rate around 4%

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

Base case
Sub-trend 

growth

(65%)

• The U.S. labour market slows down, but layoffs are limited; inflation stagnates near 3%, partly due to tariffs.

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

• U.S. tariff policy stabilizes at current levels. Uncertainty decreases, businesses and consumers adapt.

• The stimulus from the Trump administration's tax plan begins to be felt in business investment, especially in 2026.

• In the U.S., consumer spending proves resilient, supported by solid real wage growth.

Economic implications: Real GDP growth between 1-2%, U.S. unemployment rate near 4.5%

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

Bear case
Recession

(15%)

• The U.S. labour market weakens rapidly; employment contracts and the unemployment rate rises significantly.

• With the fears of some Fed members proving to be well-founded, the central bank rapidly cuts its policy rate into accommodative 

territory.

• Geopolitical and trade tensions escalate, leading to greater volatility across all markets.

• Households tighten their belts and increase their savings rate, leading to a slowdown in consumer spending.

Economic implications: Real GDP contraction, U.S. unemployment rate above 4.5%

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

CIO Office. Last update: September 25, 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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