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CRUISING ALTITUDE

The Moderate Risk Equity and Balanced portfolios, in which most of you are 
invested, both had a tremendous fourth quarter and another great year. The fourth 
quarter was particularly strong for these portfolios, with 6.1% and 5.1% gains, 
respectively, which easily outperformed their benchmarks. This was the third strong 
year in a row for North American markets. It should be noted that the five-year 
returns for these portfolios have also been much better than their benchmarks.  
This makes sense to me because the last five years’ returns included 2022,  
where the TSX dropped 8.8% and the S&P 500 dropped 12.1%. Our equity portfolio 
was up 0.6% in that year and increased in a similar manner with the markets  
in 2023, 2024, and 2025, giving it a better return overall for the five-year period.  
The balanced portfolio also outperformed its benchmark significantly in the 
negative years and outperformed over the longer term. These portfolios are 
designed to match the returns of their benchmarks over the long term but hold up 
better in negative markets. It appears they are doing their job. Despite our recent 
success, these portfolios do not have any direct exposure to some of the more 
exciting areas of the market, such as artificial intelligence, gold, or cryptocurrency. 
Some of the companies in these sectors are quite expensive and could be the most 
vulnerable to a big drop if market conditions deteriorate or if their expected growth 
comes in worse than expected. My job is to protect your capital from potential big 
drops and permanent losses, so I have tried to find investments that should hold 
their value much better if we get another year like 2022 or worse. The markets are 
hitting their cruising altitude, so now is a good time to keep risk limited and not 
the time to go for the home runs. In a rising market this approach takes discipline 
because most other investors are doing the opposite. 

MODERATE RISK EQUITY PORTFOLIO VS. CANADIAN AND U.S. MARKETS OVER 
THE LAST FIVE YEARS:

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR

S&P TSX 60 
Index

+5.1% +25.5% +59.3% (+16.8%/yr) +79.4% 
(+12.4%/yr)

Dow Jones 
(in CDN$)

+2.1% +7.5% +46.1% (+13.5%/yr) +69.0% 
(+11.1%/yr)

Moderate 
Risk Equity 
Portfolio

+6.1% +18.6% +52.5% (+15.1%/yr) +95.1% 
(+14.3%/yr)
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“Even the intelligent 
investor is likely  
to need considerable  
will power to keep  
from following  
the crowd.”
J. P. Morgan
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BALANCED PORTFOLIO RETURNS VS. BENCHMARK OVER LAST THREE YEARS:

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR
Benchmark* +2.4% +14.0% +36.6% (+10.6%/yr) +38.6% (+6.0%/yr)
Balanced Portfolio +5.1% +15.7% +47.0% (+13.7%/yr) +57.4% (+9.5%/yr)

*50% S&P TSX 60 Index/50% Canadian Bond Universe Index ETF (XBB)

THE BEST OF BOTH WORLDS

I mentioned last time that investors were in disbelief about how well the markets did since April last year, when Trump’s  
extreme tariffs were implemented. Geopolitical events this quarter have not exactly been positive either. Why then is  
the market at all-time highs? Here are some reasons:

1.	Interest rates: The U.S. and Canada reduced interest rates by 0.25% three and four times respectively, in 2025. Earlier in 2025  
the expectation was for no rate cuts and possible rate increases due to anticipated inflation from the tariffs. Countries all  
over the world also cut rates to the tune of 168 times in total in 2025. The number of global cuts was only exceeded two other 
times in the last 100 years. One was during the pandemic, and the other was just after the Financial Crisis in 2009. Also on 
December 1, 2025, the U.S. ended its quantitative tightening program. Since mid-2022 the Federal Reserve has been selling  
bonds that it had purchased during the pandemic years. This put upward pressure on interest rates and helped fight inflation, 
which was very high at the time. Ending this program of selling bonds should now put downward pressure on rates on medium 
and longer-term bonds. Canada also ended its quantitative tightening program in March 2025 and announced it will start buying 
bonds. All of this is very good news for stock prices and very stimulative for the global economy. In fact, the level of interest rates 
is one of the most important factors contributing to a stock’s price. Interest rates could continue to fall in the U.S. too as Trump 
replaces Federal Reserve Chairman Jerome Powell in May 2026 with someone who will likely push rates even lower.

2.	Earnings Growth: In the U.S. corporate earnings grew around 12% year over year to September 2025. This was better growth  
than the 8% expected at the start of 2025. As the fourth quarter progressed, analysts raised their earnings estimates by 0.5%  
and 2.5% for Q4 2025 and calendar year 2026, respectively. Typically, analysts reduce earnings expectations throughout quarters,  
so this is unusual and shows analysts are starting to underestimate earnings again like they were doing in 2021 and early 2022.  
Those years were very strong for the markets.

3.	Government Spending: The U.S. budget deficit for 2025 was $1.8 trillion, or 5.9% of GDP. This is double the 50-year average as a 
share of GDP. The U.S. also just announced this week that it will increase its budget for national defense spending from $1 trillion 
to $1.5 trillion per year. In Canada the budget deficit was revised to $78 billion. This is double the number of previous forecasts 
and includes significant new infrastructure, housing, and defence spending. Significant deficit spending like this historically has 
happened during more difficult economic times, such as in recessions, wars, or pandemics. Right now, the economy is fairly 
healthy, so this level of spending is unusual. In the long term this level of spending may hinder our governments’ ability to cope 
with future problems, but in the short term this spending is very stimulative to the economy.

4.	Inflation: When Trump implemented his tariffs in April, there was the fear of higher inflation from the higher prices U.S. 
consumers would pay for imported goods. High inflation has yet to materialize. The core consumer price index was up 2.5% y/y, 
which is the lowest rise since March 2021 and down from earlier expectations of 3.3%. This was also good news for markets. 
Looking forward, it appears inflation could stay low. In the U.S. 53% of house values dropped in value in 2025, oil was down 20%, 
natural gas was down 15%, gasoline dropped 6.5% to $2.92/gallon and many agricultural products are down in the year such as 
sugar, oats, corn, chicken, cheese and eggs. The labour market also deteriorated quite a bit in the middle of the year. Job gains  
are still positive but quite low compared to recent post-pandemic years. Labour prices still grew in 2025 but started to moderate.  
In fact, unit labour costs in the U.S. in the last quarter actually declined due to productivity gains. Given all of this it appears 
inflation pressures are continuing to moderate.



5.	Big, Beautiful Bill: This bill was passed in 2025 and will reduce taxes for individuals and corporations. Millions will receive 
larger than normal tax returns in 2026 as the marginal tax cuts in the bill are retroactive. Corporations will also see savings 
with extensions of tax cuts and accelerated depreciation and research and development expensing. This encourages capital 
investment and boosts business cash flow. The market rose when this bill was approved, but the benefits to companies and 
wealthy individuals should continue into the future.

So, we are now in a situation where the government is providing major deficit spending stimulus and interest rate cuts at a time 
when the markets are at a peak and unemployment is historically low. Inflation, after a post-pandemic surge, has moderated. 
Prices of key commodities are starting to fall, which may put more downward pressure on inflation going forward. We have good 
earnings growth and lower inflation. It is the best of both worlds. Given this extremely positive backdrop for stock prices, it is  
no surprise markets are at all-time highs in North America. What could go wrong?

K SHAPED RECOVERY

The economic recovery since the Covid pandemic has been very uneven. While some people in this economy are doing  
very well, many more are struggling. Of course, this has been happening for decades but has accelerated since the pandemic.  
Those who could work remotely and those who owned assets like houses and stocks fared much better than others. Interest 
rates were kept very low, and this fueled a rise in asset prices. The technology and luxury retail sectors continued to thrive while 
other sectors, such as hospitality, travel, and entertainment, did poorly. In 2025 the top 10% of wage earners provided 49% 
of total consumption in the U.S. Overall spending has been fairly healthy, but a larger and larger portion of the spending has 
been from the wealthier individuals. This is not a good situation for the long-term prosperity of the country. Aggregate demand 
eventually weakens when only higher consumers are spending. Also, when most people have very little savings, there tends to  
be an underinvestment in human capital, such as education or investment in skills. This can reduce long-term productivity.  
This situation also increases financial fragility, as most people end up taking on more debt to maintain living standards, which 
makes them more vulnerable to economic shocks. Inequality has also been shown to increase the political divide between 
citizens. The 1920s and mid 2000s were both marked by major income and wealth inequality. These were strong periods followed 
by major market drops.

USMCA
Currently Canada is in a relatively good position with regard to tariffs. Only around 8% of Canada’s exports to the U.S. are subject 
to tariffs, as most trade is covered by the USMCA free trade agreement and is exempt from tariffs. However, in July 2026 there will 
be a formal review of the agreement. If all three countries agree, the trade agreement could be extended until 2042. This would 
be the best-case scenario. However, it is likely the U.S. will try and use potential tariffs as leverage to negotiate better terms in  
a new agreement. The negotiations are likely to be contentious and could create lots of uncertainty in the North American 
markets. Canada has lots to lose. This could derail Canada’s current relative trade advantage.

GEOPOLITICAL EVENTS
After a period of relative stability since WW2, the world seems to be shifting into a more contentious atmosphere. Europe is 
rearming itself to contain possible future threats from Russia. The U.S. just captured the Venezuelan dictator Nicolas Maduro  
and has taken control of the country and its oil reserves. The U.S. has also threatened to occupy Greenland. There are large 
protests breaking out in Iran. Hundreds of these protestors have been killed and the U.S. has threatened to respond. In addition,  
there have been continued military operations by China near Taiwan. The threat of an invasion there is real. The U.S. used to be 
more of a stabilizing force for global peace, but it now has little appetite for policing the world. This has forced other NATO 
countries to spend more to arm themselves against foreign threats. At the same time, other countries such as China are 
becoming much more powerful economically and militarily relative to the U.S. It is now less likely the world will maintain the 
relative peace it enjoyed since the end of WW2.



EXPENSIVE MARKET
Stock prices in Canada and the U.S. are now at around 17.2 and 22.3 times expected earnings. This is a little more expensive than 
average for the Canadian market and much more expensive for the U.S. market. It does not mean a market crash is imminent.  
It does likely mean, however, that there might not be much room for stock valuations to move up from here. The driver of stock 
prices going forward will likely come from earnings growth rather than investors simply paying a higher price for a given level of 
earnings. It will become more important this year to select those companies that are consistently able to grow earnings. These 
are the higher quality companies. The good news is many companies like this are still available at good prices. Many investors in 
recent years have poured money into the faster growth companies that trade at really high prices relative to their earnings.  
I think there will soon be a shift into other areas of the market now. We saw this in 2000 when the faster-growing technology 
stocks at that time fell and money flowed into more of the more stable, slower-growing but much less expensive companies. 
There are some similarities now, although the technology stocks today are much higher quality and more profitable than the 
tech stocks at that time.

FINAL THOUGHTS
Investors have been rewarded with three straight years without a 20% correction. This has only happened nine other times  
since 1928. In those nine other occurrences, eight of them had positive returns in the following year, and the average return  
was 13.1% (Data from Bespoke Investment Group). Therefore, history says this bull market may last a little longer. Interest rates 
are down, inflation has been contained, and key commodity prices have dropped recently. This is a good setup for positive 
returns in 2026. However, there is some heightened valuation and geopolitical risk, so investors should be vigilant. You should 
rest more easily, knowing your portfolios reflect a balance of caution and optimism heading into 2026.

Thank you for your trust, it means everything to me.
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