
  

  

Once again, the financial markets had an eventful quarter to end the year. Specifically, after starting October 

sharply lower, stocks and bonds both rebounded spectacularly in November, as investor sentiment quickly 

shifted from pessimism back to optimism. All in all, Q4 was therefore largely positive for both fixed income 

and equities, with a notable underperformance by emerging markets against a backdrop of a weak Chinese 

economy. 

During the quarter, market enthusiasm was mainly based on the prospect of a return to accommodative 

monetary policies sooner than initially anticipated. In this particular context, economic "bad news" can 

sometimes be good news in the eyes of market participants, insofar as it increases the chances that central 

banks will cut rates sooner than expected. Thus, in addition to the marked slowdown in inflation, signs of a 

cooling in the labour market have been rather well received by investors, with several rate cuts now priced in 

for next year. 

Looking ahead, while we can indeed expect a sustained slowdown in inflation to  eventually pave the way for 

rate cuts in 2024, it will be the trajectory of employment that will be decisive for the markets. In principle, a 

better balance between the supply and demand for workers that tempers inflation without leading to a 

significant rise in unemployment represents the most optimistic scenario – that of a “soft landing” – and this 

is essentially what has happened so far. However, with the most restrictive monetary policy since the 1980s 

and several recession signals now triggered, it seems unlikely that the situation will continue in 2024.  

Against this backdrop, we deployed put our cash position to work at the beginning of December by 

increasing our overweight in bonds, which tend to perform well in times of economic slowdown. To a lesser 

extent, and in order to manage positioning risks, we also increased our allocation to equities, which 

nevertheless remain significantly underweight relative to our benchmark. Within equities, we have reduced 

the weighting of Canada in favor of an overweighting of the USA and the EAFE region, while emerging 

markets remain underweighted. From a macroeconomic point of view, the conditions for the U.S. stock 

market to outperform emerging markets are likely to remain in place for several months yet, with a strong 

dollar, slowing global growth and restrictive monetary policies. Finaly, a more imminent and substantial 

deterioration in economic growth on our side of the border poses a greater threat to a cyclical market such 

as the Canadian stock market than to the EAFE region, whose largest country is Japan, renowned  for the 

defensive nature of its currency. 
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Previous Q1 2024 Key elements and investment implications

Bull case

Immaculate 

disinflation

(15%)

→
Immaculate 

disinflation

(15%)

• Inflation is rapidly converges towards its target, opening the door to several rate cuts in 2024.

• Labour markets cool down, but without a sharp increase in layoffs: job openings drop, wage pressures ease.

• Household consumption proves resilient, supported by solid balance sheets and improving purchasing power.

• Beijing announces significant stimulus measures, succesfully turning its economy around. 

Economic implications: Below-potential but positive real GDP growth, steady job growth.

Market implications: ↑Equities ↓Bond yields  ↓USD  ; U.S. & EM > Canada & EAFE

Base case
Stagnation

(50%)
→

Stagnation

(50%)

• Inflation is gradually slowing down, but central bankers remain cautious and only slightly lower their policy rate.

• Corporate earnings are under pressure from rising wages, higher borrowing costs and weakening consumer demand.

• Strong household balance sheets and elevated fiscal spending limit the extent of the economic slowdown in the United States.

• Chinese authorities manage to stabilize their economy with targeted stimulus, but a sustained recovery remains elusive.     

Economic implications: Stagnation; near zero GDP growth, moderate increase in unemployment.

Market implications: ↓Equities ↓Bond yields ↕USD ; U.S. & EAFE > Canada & EM

Bear case
Recession

(35%)
→

Recession

(35%)

• The cumulative impact of past rate hikes and weakening employment tip the economy into recession.

• Consumer spending slows down; defaults on consumer loans are increase significantly.

• Unknown financial markets fragilities are revealed.

• Geopolitical tensions escalate: new trade sanctions against China, widening conflict in the Middle East. Global supply chains are under 

pressure, leading to volatility in commodity markets.

Economic implications: Recession; GDP contraction, job losses, material increase in unemployment.

Market implications: ↓Equities ↓Bond yields  ↑USD  ;  U.S. > EM

CIO Office. Last update: December 21, 2023 (updated quarterly). Probabilities are subjective and can change without notice.
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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, Russel and 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 of Canada 

and its wholly owned subsidiaries 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 public ation 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 incorporat ed (“BofAML”). Nasdaq index is a trademark of Nasdaq Inc. 
Russell 2000 ® is a trademark of the Frank Russell Company.  

 

© 2023 National Bank Investments Inc. 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 Investm ents 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.  
 


