2025 Fourth Quarter Review

US stocks, as measured by the S&P 500 Index, added 1.1% (CAD)
during the quarter, finishing the year up 12.2% (CAD). While it was
a solid year for US equities, returns materially lagged those of
other developed stock markets in 2025, highlighting the benefits
of a geographically diversified investment approach. Optimism
driven by data pointing to a surprisingly resilient US economy and
moderating inflation was tempered by concerns that valuations—
particularly among the largest technology names—remain well
above long-term averages. As a result, markets became
increasingly sensitive to earnings disappointments or shifts in
macroeconomic expectations. In December, the US Federal
Reserve emphasized a cautious, data-dependent approach,
reinforcing expectations that interest rates may remain restrictive for
longer than previously anticipated. This tempered expectations for
rapid rate cuts and contributed to a more cautious tone for US
equities heading into 2026.

Canadian equities posted notable gains in the fourth quarter, with
the S&P/TSX Composite Index surging 6.3% over the period and
rising 31.7% in 2025. Financial services stocks—particularly
large Canadian banks and insurers—delivered exceptional
returns. Commodity-linked sectors, including materials and
energy, also contributed positively. The Bank of Canada
maintained a cautious stance, acknowledging inflationary concerns
while remaining attentive to signs of economic softness.

Developed international equities advanced, with the MSCI EAFE Index
adding 3.2% (CAD) in the quarter. The index was up 24.9% for the year,
with performance led by Europe and Japan. European markets
benefited from improving sentiment, lower inflation, and strength in
financials and industrials. Japanese equities ended the year near record
highs, supported by corporate reform momentum, currency dynamics,
and broad-based participation beyond exporters. Relative valuations and
diversified sector exposure helped international markets remain
competitive with North America despite slower underlying economic
growth.

Emerging market equities also posted gains during the quarter,
extending a very strong year of outperformance relative to US markets.
Performance was wide-ranging, with contributions from Asia and Latin
America supported by improving trade conditions, favourable policy
trends, and comparatively attractive valuations.

Bond prices were mostly flat over the quarter, as yields in both Canada
and the United States were largely unchanged from the end of the
previous quarter. Canadian short-term bond prices increased just 0.3% in
the quarter but gained 3.9% for the year. In the United States, central
bank easing and a supportive economic backdrop contributed to
the best year for bonds since 2020, with the 10-year US Treasury yield
falling to 4.17% at year-end from 4.76% in early January.

Following are the returns for major indices for the period ended December 31, 2025:

Q4 YTD 1-year 3-year 5-year 10-year
actual actual actual annualized annualized annualized
Canadian Short Term (FTSE 30-Day T-Bill) 0.6 2.7 2.7 4.1 2.8 1.9
Canadian Bonds (FTSE Short-Term Bond) 0.3 3.9 3.9 4.9 1.9 2.1
Canadian Stocks (S&P/TSX Composite) 6.3 31.7 31.7 21.4 16.1 12.7
US Stocks (S&P 500) 11 12.2 12.2 23.6 16.1 14.7
Non-North American Dev. Stocks (EAFE) 3.2 24.9 24.9 17.7 10.5 8.1
Emerging Market Stocks (FTSE) 0.1 18.7 18.7 155 6.5 8.1

All returns in Canadian dollars. Source: SS&C Technologies and Vanguard.
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Outlook

As we enter 2026 following three strong years for markets, the
investment environment remains complex and increasingly sensitive
to changes in growth expectations, policy direction, and valuation
assumptions. While economic momentum has proven more resilient
than many anticipated, markets are now priced for a continuation of
favourable conditions. Inflation has moderated but remains above
central bank targets, limiting the scope for aggressive monetary
easing. At the same time, recent geopolitical events add to
uncertainty and heighten the potential for market volatility. Against
this backdrop, a period of more modest and uneven returns
across asset classes is expected, with elevated asset prices and
compressed risk premiums suggesting that volatility is likely to
persist if economic or earnings outcomes fall short of expectations.

The United States remains central to global markets, but
valuations—particularly among large-cap technology stocks—are
extended. Economic growth is expected to remain relatively resilient,
supported in part by continued investment in artificial intelligence
(Al infrastructure. Recent market gains, however, have been
driven by a narrow group of Al “SuperScalers” such as Google and
Microsoft, whose valuations already reflect optimistic long-term
assumptions. This limits forward return potential and increases
sensitivity to disappointment. Over time, the potentially
transformational productivity benefits of Al are expected to emerge
more gradually and accrue across the broader economy rather than
remain concentrated in the technology sector. As Al adoption
spreads, value-oriented sectors such as industrials, financials, health

care, and energy—currently trading at more reasonable valuations—
may be better positioned to benefit, supporting more balanced returns
across US equity styles.

In Canada, the economic outlook remains challenged by weak
productivity growth, slowing consumer activity, and structural
inefficiencies. Despite these headwinds, Canadian equities continue
to benefit from their significant exposure to financial services and
natural resource stocks. Canada’s future growth prospects remain
closely tied to its relationship with the United States, making the
stability and renewal of CUSMA critical to maintaining trade access and
investment confidence. Looking ahead, the eventual development of
Venezuelan oil production is expected to benefit US energy markets
and alter global supply dynamics, increasing competitive pressure on
Canadian producers. This underscores the need for Canada to
address long-standing issues related to energy infrastructure,
interprovincial trade, and overall competitiveness.

Outside North America, developed international and emerging market
equities continue to offer relatively attractive valuations compared with
the United States. While these regions face ongoing economic and
geopolitical risks, return prospects may be more favourable on a
relative basis. International equities also offer diversification benefits
through different sector exposures and less-concentrated market
leadership, which may become increasingly valuable in a more volatile
and price-sensitive environment.
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Portfolio Strategy

In an environment characterized by elevated valuations and ongoing
geopolitical and economic uncertainty, diversification and discipline
remain essential. While US equities have continued to perform well,
forward-looking return potential—particularly for stocks benefiting
from the Al trend—appears more constrained. As a result,
maintaining balanced exposure across geographies and styles
remains a prudent strategy.

Specifically, there may be greater upside potential in value-
oriented US stocks with sector exposure to areas likely to benefit
from enhanced productivity driven by Al adoption. We continue to
view Canadian dividend-paying equities as an important component
of portfolios, offering stability of income in an uncertain environment.
International and emerging market equities also play a key role in
diversification, particularly given their more reasonable valuations
relative to US equities.

In fixed income, yields remain attractive compared with recent
history, supporting the case for maintaining meaningful exposure to
GICs, where suitable, and high-quality bonds. While tariffs remain an
inflationary concern, the potential for Al-driven cost reductions could
help ease inflationary pressures and provide support for bond prices.

As markets advance, we will rebalance portfolios where appropriate,
trimming positions that have become extended. This disciplined
approach helps manage risk, preserve capital, and position portfolios to
navigate periods of volatility while remaining aligned with long-term
investment objectives.
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