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▪ Global equities continue to advance, but the path remains fragile. The MSCI ACWI is on track for another positive quarter, yet the Strait of 
Hormuz remains far from normalized, energy inventories are being depleted and supply-chain pressures are building. With long-term bond 
yields already near generational highs, another inflation shock could prove particularly challenging for equities. 

▪ The U.S. earnings backdrop remains exceptionally strong, but expectations are becoming increasingly demanding. S&P 500 earnings surged 
roughly 50% year over year in Q2 and trailing earnings are growing at their fastest pace in a generation outside post-recession rebounds. Yet 
valuations remain elevated, the equity risk premium is negative and IT earnings are expected to rise more than 40% over the next 12 months, 
leaving room for disappointment. 

▪ Canadian equities have proven remarkably resilient to renewed trade tensions with the S&P/TSX reaching a fresh record high on August 25.  
Despite the latest breakdown in Canada-U.S. trade talks, incentives for a deal remain significant: Canada is the leading export destination for 
27 U.S. states, providing both sides with a strong economic and political interest in avoiding further escalation.  

▪ Our asset allocation remains unchanged, with equities held slightly below benchmark. We maintain our Canadian sector positioning, favouring 
energy, industrials and materials. These sectors should benefit from Ottawa’s renewed focus on resource development and reindustrialization.  

 

World: The Odyssey continues  

We are now two months into the third quarter of 2026, and the MSCI 
ACWI remains on track to post a quarterly gain, supported by an August 
rebound following July’s weakness. Performance has been particularly 
strong in emerging EMEA, Pacific markets excluding Japan, and 
Canada. Emerging Asia is the only region to have recorded a quarterly 
decline, as its heavy exposure to artificial intelligence has contributed to 
heightened volatility. Even so, the region remains the best performer on 
a year-to-date basis. 

 

We continue to view this positive trend as fragile. In that sense, the 
market backdrop bears some resemblance to Homer’s Odyssey, 
brought back into the popular imagination by this summer’s box-office 
hit: the journey may be moving forward, but there are still plenty of 
hazards along the way. For investors, one of the most immediate 
remains the global energy market. Lower average crude oil prices so 
far this quarter relative to Q2, reflecting growing hopes for a resolution 
to the conflict in the Middle East, have provided some support to equity 
markets. However, the situation around the Strait of Hormuz remains 
tense, with traffic still essentially at a standstill. 

 

Predictions markets continue to think it is unlikely for traffic through the 
Strait to normalize before the end of the year. 

 

The energy price risk is particularly important given the length of the 
conflict. It has now been six months since the conflict began, and 
inventories of crude oil and liquid fuels are getting depleted, which 
could ultimately pressure up oil prices.  

Month to 

date

Quarter to 

date

Year to 

date

MSCI ACWI 2.6 2.2 13.7

 MSCI World 2.7 2.8 12.7

  MSCI USA 3.0 2.9 12.6

  MSCI Canada 3.1 4.7 15.4

  MSCI Europe 1.1 2.0 10.5

  MSCI Pacific ex Jp 0.4 5.9 8.8

  MSCI Japan 3.4 2.3 21.7

 MSCI EM 1.8 -2.8 22.1

  MSCI EM EMEA 6.0 7.6 8.1

  MSCI EM Latin America -1.2 2.2 7.2

  MSCI EM Asia 1.6 -4.4 25.7
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MSCI composite index: Price Performance

NBF Economics and Strategy (data via Refinitiv)
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World: Maritime traffic in the Strait of Hormuz
Number of tanker ships transiting through the Strait of Hormuz
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Polymarket implied probability that traffic returns to normal in the Strait of Hormuz by December 31, 2026
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NBC Economics and Strategy (data via Polymarket.com)
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World: Markets increasingly doubt a Strait reopening before year-end
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Perhaps more important is the trend in refined petroleum products, such 
as gasoline and diesel. Refining margins have surged as global refining 
capacity has tightened, partly reflecting Ukrainian attacks on Russian 
refineries. Thus, even if traffic through the Strait of Hormuz was to 
eventually normalize, and if crude prices were to ease, the resulting lower 
crude oil prices may not translate fully into lower prices at the pump or 
broader energy costs. That matters because the global economy does 
not run on crude oil itself, but on the refined products derived from it. 

 

The impact is already visible in global supply chains, with shipping 
costs rising to their highest level in two years. 

 

In the current government bond yield environment, the potential of 
higher/more persistent inflation is a risk for equities. Thirty-year 
government bond yields are already at generational highs, reflecting not 
only lingering inflation concerns but also large fiscal deficits, rising public 
debt and heavy sovereign issuance across several major economies—
all of which are contributing to a rising term premium, or the additional 
compensation investors demand for holding longer-dated bonds. 

 

As a result, if higher energy prices were to slow the normalization of 
inflation, markets could further scale back expectations for monetary 
easing, keeping long-term yields elevated or pushing them even higher. 

 

Bond yields are especially relevant for growth stocks, whose valuations 
are more sensitive to changes in discount rates and which have been 
among the biggest beneficiaries of the AI investment theme. As the 
chart shows, AI-related companies now account for a substantial share 
of market capitalization in several major equity markets, most notably 
the United States, but also in Emerging markets and Japan. 
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World: Refining margins have skyrocketed
Crack spread 3-2-1 (gross refining margin)*
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This concentration means that any reassessment of the AI earnings 
outlook—or a renewed rise in bond yields—could have an outsized 
impact on broader market performance. Indeed, on the earnings front, 
we continue to view current expectations as ambitious. Global growth 
in EPS for the year ahead remains at 20%, with the largest gain 
expected in emerging markets, for which the technology sector is 
expected to account for roughly 80% of earnings growth1. 

 

S&P 500: A standout earnings season 

After two consecutive monthly declines, the S&P 500 reached a fresh 
record high in August. The rebound has undoubtedly been supported 
by a strong Q2 earnings season, with companies in the index reporting 
earnings per share growth averaging roughly 50% y/y, led by the 
energy, communication services and consumer discretionary sectors. 

 
1 https://www.schwab.com/learn/story/navigating-global-earnings-boom 

 

On a twelve-month rolling basis, trailing S&P 500 earnings are now growing 
at their fastest pace in a generation, excluding post-recession rebounds. 

 

With forward price-to-earnings multiples still hovering around 20, the 
S&P 500 earnings yield remains low relative to elevated long-term 
government bond yields, leaving the equity risk premium in negative 
territory for the first time in more than 20 years. As the 1997–2000 
experience illustrates, a negative equity risk premium can persist for 
some time. The environment tends to become more challenging, 
however, as 30-year bond yields approach or move above 5.5%. 
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2025 2026 2027 2028
12 months 

forward

MSCI ACWI 10.2 33.8 15.1 12.9 20.2

 MSCI World 10.1 27.2 13.2 13.5 17.2

  MSCI USA 14.1 31.8 14.9 15.2 19.5

  MSCI Canada 15.5 25.0 8.2 8.7 12.7

  MSCI Europe -0.4 19.4 9.9 10.5 12.7

  MSCI Pacific ex Jp 7.9 79.7 24.6 9.8 36.3

  MSCI Japan 0.0 14.0 18.1 13.1 15.2

 MSCI EM 10.5 71.5 23.4 10.4 34.2

  MSCI EM EMEA 15.3 22.9 11.7 9.3 14.5

  MSCI EM Latin America -0.1 29.9 3.1 9.0 10.5

  MSCI EM Asia 11.1 87.1 26.9 10.6 39.7
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MSCI composite index: EPS Performance

NBF Economics and Strategy (data via Refinitiv)
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So, to maintain momentum, earnings guidance will need to be met—
particularly in the IT sector, where expectations are especially demanding, 
with EPS growth of more than 40% anticipated over the next 12 months. 

 

S&P/TSX: New tariffs, new high 

Canadian equities continue to perform well this year, with the S&P/TSX 
reaching a new high on August 25 despite the breakdown in Canada-
U.S. trade talks and the resulting new round of tariffs imposed by 
Washington. The Canadian equity benchmark is already up 3.8% in 
August and 4.9% so far this quarter, supported in particular by gains in 
the materials and IT sectors. Energy has also posted a healthy advance 
of 5.9% and remains the best-performing sector year to date, up 28.7%. 

 

On the materials front, the rebound in gold prices from around $4,000 to 
above $4,500 provided significant support to precious-metals equities. 
The rally of the yellow metal initially reflected softer U.S. economic data, 
which reduced expectations for further Fed tightening and put downward 
pressure on the greenback. It subsequently gained further momentum 
following the U.S. Treasury's decision to increase its purchases of longer-
dated government debt amid rising long-term yields. 

 

Outside Energy, IT and Materials, things have turned more difficult. 
Canada-U.S. talks aimed at averting a new round of tariffs threatened 
by the White House last July broke down on August 21, and the U.S. 
will now impose 50% tariffs under Section 338 of the Tariff Act of 1930 
on roughly 5% of imports from Canada that had previously qualified for 
duty-free treatment under CUSMA. As a result, the average tariff rate 
applied to Canadian goods would nearly double to about 6%, leaving 
Canada only slightly better positioned than the average U.S. trading 
partner (see here for more details). 

 

The failure of the latest Canada-U.S. trade talks is clearly 
disappointing, but one encouraging element is that Canadian retaliation 
is not expected before early September. That leaves a window for the 
latest U.S. tariffs to be reduced or lifted before Ottawa responds, which 
would benefit North American supply chains. That restraint matters: 
once Canadian counter-tariffs are introduced, the White House could 
harden its position and respond with additional measures, increasing 
the risk of a broader escalation. At this writing, we still believe Canada 
is well positioned to benefit from the resource-intensive 
reindustrialization policies being pursued by the White House, as well 
as from Ottawa’s own commitment to reindustrialization through a 
structural increase in defence spending and a procurement strategy 
aimed at supporting Canadian companies. On the domestic front, 
another positive is the labour market. Despite a decline in population, 
employment among prime-age workers—an important determinant of 
the credit cycle—reached a record high in July. 
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Month to 

date

Quarter to 

date

Year to 

date

S&P TSX 3.8 4.9 15.3

MATERIALS 27.8 23.9 20.7

IT 15.7 16.9 -3.7

TELECOM 3.7 0.3 -7.3

ENERGY -1.0 5.9 28.7

INDUSTRIALS -1.4 -0.8 8.8

 BANKS -2.0 -2.3 26.6

FINANCIALS -2.3 -1.6 19.4

REAL ESTATE -3.5 -3.4 -1.7

CONS. DISC. -3.8 -2.7 0.8

UTILITIES -6.1 -5.5 9.4

HEALTH CARE -6.8 -4.7 2.6

CONS. STAP. -7.0 -5.6 2.3

8/28/26

S&P/TSX composite index: Price Performance

NBF Economics and Strategy (data via Refinitiv)
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There could therefore still be some support for the S&P/TSX. Canada’s 
benchmark equity index has much less exposure to the AI theme than 
its U.S. counterpart and, by extension, less vulnerability to rising bond 
yields, at a time when EPS growth is running at its fastest pace since 
2011 and valuations remain close to historical norms. That said, de-
escalation on the trade front will be critical to the performance of 
Canadian equities in the months ahead. 

 

 

Asset allocation 

Our asset allocation remains unchanged this month, with equities still 
held slightly below benchmark. Markets appear to be pricing in another 
strong surge in corporate profitability despite a global supply chain 
increasingly strained by war and protectionism. These pressures are 
emerging at a particularly vulnerable time, with inventories being 
depleted and governments having less room to cushion disruptions by 
drawing down strategic reserves. 

 

Sector rotation 

We maintain our sector allocation unchanged within Canadian equities, 
with above-benchmark exposure to energy, industrials, and materials. 
Both sectors are well positioned to benefit from Ottawa’s renewed 
focus on resource development and reindustrialization. 

Despite the recent breakdown in Canada-U.S. trade talks and the 
imposition of prohibitive U.S. tariffs on Canadian goods, we still believe 
an agreement could be reached before September 8, potentially 
averting another round of retaliatory measures from Washington. It is 
worth noting that Canada is the leading export destination for 27 U.S. 
states, while control of the Senate remains up for grabs in November’s 
midterm elections. Against that backdrop, there should be strong 
incentives on both sides of the border to reach a mutually beneficial 
deal that supports economic interests while also serving the political 
interests of policymakers in Ottawa and Washington. 
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Historical average

Benchmark 

(%)

NBC 

Recommendation (%)

Change (pp)

Equities

Canadian Equities 20 21

U.S. Equities 20 20

Foreign Equities (EAFE) 5 3

Emerging markets 5 3

Fixed Income 45 48

Cash 5 5

Total 100 100

NBC Economics and Strategy

NBC Asset Allocation

U.S.: Canada is the leading export market for 27 states
Leading goods export destination by state and its share of total state exports in 2025

NBC Economics and Strategy (data via Census Bureau)

Canada (27) and Mexico (10) are the 
top export market for 37 states
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NBC Market Forecasts 

 

NBC Fundamental Sector Rotation 

Actual Q2 2027 Actual Q2 2027

Index Level Aug-28-26  Target Index Level Aug-28-26  Target

   S&P/TSX 36,554 36,900     S&P 500 7,712 7,700

Assumptions Q2 2027 Assumptions Q2 2027

    Level: Earnings * 1926 2150     Level: Earnings * 326 360

Dividend 755 843 Dividend 82 90

PE Trailing (implied) 19.0 17.2 PE Trailing (implied) 23.6 21.4

* Before extraordinary items, source Thomson * S&P operating earnings, bottom up.

NBC Economics and Strategy (data via Refinitiv)

NBC Market Forecast NBC Market Forecast

Canada United States

Fundamental Sector Rotation - September 2026

Name (Sector/Industry) Recommendation S&P/TSX weight

Energy Overweight 16.6%

Energy Equipment & Services Overweight 0.2%

Oil, Gas & Consumable Fuels Overweight 16.4%

Materials Overweight 19.2%

Chemicals Underweight 1.1%

Containers & Packaging Market Weight 0.3%

Metals & Mining * Overweight 3.9%

Gold Overweight 13.8%

Paper & Forest Products Market Weight 0.2%

Industrials Overweight 10.0%

Capital Goods Overweight 2.9%

Commercial  & Professional Services Market Weight 2.5%

Transportation Overweight 4.7%

Consumer Discretionary Underweight 2.9%

Automobiles & Components Market Weight 0.5%

Consumer Durables & Apparel Underweight 0.3%

Consumer Services Underweight 0.7%

Retailing Underweight 1.3%

Consumer Staples Underweight 2.9%

Food & Staples Retailing Underweight 2.6%

Food, Beverage & Tobacco Underweight 0.3%

Health Care Market Weight 0.3%

Health Care Equipment & Services Market Weight 0.2%

Pharmaceuticals, Biotechnology & Life Sciences Market Weight 0.1%

Financials Market Weight 34.0%

Banks Market Weight 23.7%

Diversified Financials Market Weight 3.5%

Insurance Market Weight 6.7%

Information Technology Market Weight 8.1%

Communication Services Underweight 1.6%

Utilities Market Weight 3.2%

Real Estate Underweight 1.2%

* Metals & Mining excluding the Gold Sub-Industry for the recommendation. 

https://www.nbc.ca/about-us/news-media/financial-news/financial-analysis.html
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