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From its high on February 19, 2025, the S&P500 bottomed April 8th down -18.9% (Exhibit 1). 
Technically we avoided a bear market during the second quarter 2025, defined as greater than a -20% 
drop, as the S&P500 recovered from Trump’s April 2nd Liberation Day surprise with the announced 90 
day pause on reciprocal tariffs announced soon after on April 9th. With that reprieve, the S&P500 fully 
recovered to its previous high by the end of the second quarter. Meanwhile, the TSX hit new highs 
during this quarter. The S&P500 total return was +10.94% in U.S. dollars. Adjusting for currency, the 
S&P500 returned +5.15% in Canadian dollars, as the Canadian dollar increased US +3.99 cents over 
the same time frame to US $0.7349 . The TSX total return was +8.53% in the second quarter. 

While there have been no shortages of issues to worry about including potential rising inflation due to 
tariffs, fiscal policy uncertainty over Trump’s tax cuts and the escalating situation in the Middle East, 
global markets have been taking it all in stride. While the July 9th trade tariff deadline looms, the good 
news is that Treasury Secretary Scott Bessent recently indicated that the 90-day pause on Trump’s 
reciprocal tariffs could be extended for 18 countries negotiating in good faith, including Canada.

NORTH AMERICAN EQUITY STRATEGY 
Second Quarter 2025 Review

Exhibit 1: S&P500 Correction Recovery

Source: Bloomberg, 6/30/2025

Drawdown: -18.9%
Duration: 34 days
Dates: Feb 19 – Apr 8
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Exhibit 2: Summary of  Economic Projections (SEP, Federal Reserve)

Source: Federal Reserve, Summary of  Economic Projections, 6/18/2025

Variable [in %]
Median

2025 2026 2027 Longer Run
Change in real GDP 1.4 1.6 1.8 1.8

March projection 1.7 1.8 1.8 1.8

Unemployment rate 4.5 4.5 4.4 4.2
March projection 4.4 4.3 4.3 4.2

PCE inflation 3.0 2.4 2.1 2.0
March projection 2.7 2.2 2.0 2.0

Core PCE inflation 3.1 2.4 2.1

March projection 2.8 2.2 2.0
Memo:  Projected appropriate policy path

Federal funds rate 3.9 3.6 3.4 3.0
March projection 3.9 3.4 3.1 3.0

At its June Federal Open Market Committee (FOMC) meeting, the Federal Reserve (Fed) decided to maintain 
the target range for the federal funds rate at 4.25 to 4.5%, while at its March meeting, it still favoured two 
interest rate cuts later this year. Comparing its Summary of Economic Projections (SEP) forecast in June to 
its previous March outlook (Exhibit 2), directionally it was almost a carbon copy of the March to December 
comparison. The Fed is once again forecasting weaker real GDP growth of 1.4%, higher unemployment of 
4.5% and higher PCE inflation of 3% between now and year end. In relative terms, it probably sounds worse 
than it is given the changes were relatively small in absolute terms.  Also, by the Fed’s own admission, they 
are “well positioned to wait to learn more about the likely course of the economy before considering any 
adjustments to our policy stance” meaning the economy at least as of now is still in pretty good shape with 
no rush for the Fed to act. We agree, and if you consider the current GDPNow estimates by the Atlanta Fed 
for second quarter real GDP growth (Exhibit 3), which is estimated at 2.9%, the May unemployment rate, 
which is unchanged from April at 4.2% (Exhibit 4), and the May CPI and PPI inflation rate of 2.4% and 2.6% 
respectively (Exhibit 5), it suggests stronger growth, full employment and somewhat elevated inflation 
although directionally easing. One thing is apparent, the FOMC is still biased towards lowering rates. 
According to Ed Yardeni one of the strategists we follow, an “economic nirvana” is where both inflation is 
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Exhibit 3:  Atlanta Fed Estimate for Q2 real GDP 2.9%  

Source: Federal Reserve Bank of  Atlanta, 06/27/2025

4.2%

Exhibit 4: Unemployment and Recessions 

Source: Yardeni Research, 6/20/2025
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Exhibit 5: Consumer Price and Producer Price Inflation

Source: Yardeni Research 6/30/2025

2.6%

2.4%

subdued at around 2.0% year over year and the economy at full employment (i.e., with the jobless rate 
at 4.0%), and according to Yardeni, there are eight such occurrences since the 1950’s, including the one 
we are currently in (Exhibit 6). He would argue the Federal Funds Rate (FFR) is where it should be, 
which leaves the Fed well positioned to respond in a timely way to potential economic developments.
 
Exhibit 7 shows the shape of the yield curve (in blue) going back to the 1980’s with recessions marked 
by the grey vertical bars. In almost every case historically, the yield curve inverted (the blue line below 
zero, as the 10-year yield is less than 2-year yield) before a recession. However, the yield curve is 
currently not inverted, it is actually steepening, and that does not typically happen before an economy 
slides into a recession. 
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Exhibit 6: Economic Nirvana

Source: Yardeni Research 6/27/2025

Exhibit 7: Shape of  the Yield Curve

Source: Yardeni Research, 07/01/2025

STEEPENING
YIELD CURVE
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Exhibit 8 shows that S&P500 revenue growth for Q1 came in about in line with historical averages 
at +4.6% compared to the long-term average of +4.8%, while earnings growth beat the long-term 
averages at +11.7% versus +9.0%, respectively. With revenues slightly below the long-term averages 
and earnings above, the long-term average profit margins (Exhibit 9) grew to a record 13.6% (blue line) 
driven by strong gains for the Magnificent-7 Tech stocks (MAG-7) at 26.1% (red line). 

4.6%

11.7%

Exhibit 8: S&P500 Quarterly Revenues & Earnings versus History 

Source: Yardeni Research 6/27/2025
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Mag 7 includes: 
Alphabet (Google)
Amazon
Apple
Meta (Facebook)
Microsoft
NVIDIA
Tesla

S&P500 

“S&P493” (excludes Mag 7) 

Exhibit 9: S&P500, S&P493 and Magnificent 7(“Mag 7”) Forward Profit Margin Estimates

Source: Yardeni Research 6/27/2025
Exhibit 10 shows the earnings growth for the S&P500 and TSX for 2025, 2026 and 2027 and the 
respective forward price earnings (P/E) multiple for each of these years, and compares them to the 
long- term average forward P/E. As indicated in the chart, consensus earnings are forecasted to grow 
double digit for both the S&P500 and TSX in year 2026 and continue growing double digit in 2027 in 
the case of the S&P500. While the TSX P/E valuations look reasonably attractive in 2026 and 2027 
compared to the long-term averages, the S&P500 looks expensive based on 2025 and 2026 earnings. 
However, 2025 is half over and it is reasonable to expect the market to be forward looking. The 
2026 forward P/E for the S&P500 is still above the long-term average as well, but 2026 earnings are 
currently expanding and if second quarter earnings also surprise to the upside, as was the case in the 
first quarter, it is reasonable to expect this will continue pulling the valuations based on 2026 within 
reasonable levels. 

Exhibit 10: S&P500 and TSX Earnings and Valuation

Source: Bloomberg & CPWM, 06/30/2025. 10-year average uses forward P/E (blended forward 12 months). EPS estimates shown are on a 
calendar year basis.

S&P500 S&P/TSX
YEAR EPS % change P/E EPS % change P/E
2025 264.38 - 23.5x 1,582.29 - 17.0x
2026 296.85 12.3% 20.9x 1,763.39 11.5% 15.2x
2027 327.89 10.5% 18.9x 1,861.95 5.6% 14.4x

 
10-year Average  18.6x 15.1x
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Exhibit 11: US Corporate Profitability during Equity Market Drawdowns

Source: Goldman Sachs, Mueller-Glissmann et al, 12/05/2025

Exhibit 11 compares the LTM ROE (last 12 months return on equity) during 16 previous equity market 
drawdowns to the current equity market drawdown that began on February 19th. As indicated in the 
chart, the trailing 12-month ROE for US corporates remains well above historical norms (orange line), 
supporting higher equity valuations and reflecting strong corporate margins relative to prior cycles as 
noted in Exhibit 9. Why does higher ROE support higher equity valuations? Because, when companies 
reinvest these higher earnings, it means faster compounding of future earnings, which investors will pay 
more for today in terms of a higher forward P/E multiple. The bottom line is that we are less concerned 
about the valuation premium in 2026, if margins continue to expand and earnings continue to grow.  

Turning to Canada, while growth rates in consensus earnings are lower than the US’ growth rates 
(Exhibit 10), they are still respectable and the P/E valuations for 2026 and 2027 in Canada are more 
reasonable relative to the US. Also, by historical measures, they are in line or slightly cheaper compared 
to the average 10-year P/E. We discussed our outlook for the Canadian economy during our first quarter 
client review in April and concluded that the economy would likely slow down due to tariffs, but perhaps 
it would not be as dire as most people think. The reason is that goods which are compliant under the 
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US-Mexico-Canada (USMCA) trade treaty, outside of autos and aluminum, are not subject to tariffs, 
at least not at this point, making the effective tariff rate closer to 13.2% not 25%. It’s also possible 
this effective rate could fall further as more companies shipping goods to the US become compliant, 
which clearly, they will be motivated to do. With the April Canadian Federal Election now behind us, we 
are encouraged with the recent passage through the House of Commons of Bill C-5 “One Canadian 
Economy Act”, which seeks to remove Federal barriers to interprovincial trade and expedite the approval 
of projects deemed “in the national interest”. Building out our Canadian infrastructure should enhance 
our ability to access alternative markets, diversify supply chains and improve domestic economic 
resilience.  

Our overall equity and cash exposure was unchanged at 93% and 7%, respectively, since March 31st, 
2025. Both U.S. and Canadian equity exposure were also unchanged at 53% and 40%, respectively 
since March 31st, 2025. It is important to note that many of our clients’ portfolios are invested in our 
North American plus International Equity strategy, meaning that the actual weights of US and Canada 
within their equity holdings will be proportionately less than this given the approximate 20% allocation 
to international companies.

With the S&P500 becoming extremely oversold at the beginning of the second quarter following 
Liberation Day, especially in information technology MAG-7, and given the pause on reciprocal tariffs, 
we took the opportunity to add back and increase our technology exposure and Tech-related names 
such Amazon, Nvidia and a new investment in Salesforce Inc. 

Exhibit 12 shows the performance of the S&P500 year to date to around the time these purchases 
were made at the end of April as compared to the MAG-7 performance and the balance of the US 
market or the S&P493. As indicated in the chart, most of the drop in the S&P500 resulted from the 
significant drop in the MAG-7 companies given the approximate 30% weighting of these stocks in the 
index. Yet, as indicated on the right-hand side of the chart, the MAG-7 continued to see positive forward 
12-month earnings revisions through this period. Exhibit 13 shows that both information technology 
and communication services continue to have the highest earnings growth rates in the S&P500 in 
2025. 

Asset Allocation for our 
North American Equity Strategy 

  As of  June 30, 2025

Equities       	 93%    

Fixed Income    	   0%

Cash             	   7%  
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Big 6 TECH+: GOOGL, META, MSFT, APPL, AMZN, NVDA

Exhibit 13: 2025 Earnings Growth Estimates by Sector 

Source: UBS, US Equity Strategy, Simonds et al, 29/05/2025

Exhibit 12: Comparison of  “MAG-7” vs “S&P493” vs S&P500: YTD to April 24, 2025

Source: Bloomberg, CPWM, period 12/31/2024 to 04/24/2025
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We sourced the funding for these purchases from the sale of our Gold ETF and the reduction in our 
Healthcare weighting in our portfolios. Gold appears to be consolidating after a significant run in the 
first quarter and beginning of the second quarter as economic uncertainty fell. We also initiated a 
position in Fairfax Financial Holdings Ltd. in Canada during the second quarter. Fairfax has evolved to 
become one of the top 20 property and casualty insurers globally, with a primary focus on commercial 
lines. Fairfax has been one of the top performers on the TSX since the company’s inception, having 
compounded its book value per share growth at 18% <per year >since going public in 1985. The stock 
trades at a discounted valuation relative to its peers with below average volatility. These shifts allowed 
us to maintain our cash weight as we head into the typically seasonally choppier third quarter.  A 
complete review of the business and fundamental outlook for new companies purchased during the 
quarter can be found in Appendix 1. 

Closing Comments and Outlook

While there have been no shortages of issues to worry about including potential rising inflation due to 
tariffs, fiscal policy uncertainty over Trump’s tax cuts and the escalating situation in the Middle East, 
the good news is that the US economy remains in excellent shape. Add to that the Federal Reserve’s 
current stance on monetary policy, which has two rate cuts forecasted for the second half of the 
year and is well positioned to respond in a timely way to potential economic developments. First 
quarter earnings beat consensus and were better than the historical averages driven by expanding 
profit margins that support much higher ROE growth relative to previous cycles, which we believe is 
supportive of current market valuations. Of course, there are risks to this thinking should the economy 
slow unexpectedly, the FOMC bias towards lowering rates changes, operating margin or earnings 
growth slows, just to name a few. Perhaps a more pragmatic view is expressed in Exhibit 14, which 
shows company buybacks are currently at record levels. This could be interpreted that companies 
remain positive on their outlook; balance sheets are in good shape and management teams believe 
their stocks are undervalued. 
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Clearly, a lot of the earnings growth and share price momentum has been driven by the rise in 
generative Artificial Intelligence (AI), which requires enormous computing power, energy and 
specialized hardware. Many companies we own are leading in this innovation as adoption is becoming 
widespread across many industries. Some have compared the rise of AI, cloud and data centres to the 
launch of Netscape Navigator in late 1994, which introduced the modern web browser, making internet 
accessible to the public leading to fundamental long-term changes in how business was conducted. 
Exhibit 15 compares the Nasdaq trajectory following the release of Chat GPT in November 2022 as 
it continues to mirror the post Netscape pattern. The point is that we don’t see this growth ending 
anytime soon given the potential scope, scalability, speed and momentum, and the companies involved 
either benefit on the revenue side directly from the build out or they benefit through cost savings on 
labour and R&D as a result of use of AI within their businesses. While things did not end well for the 
Nasdaq in the 2000 Tech Bubble, it’s important to understand that the companies involved today are 
much better capitalized, larger scale and more profitable than those involved in the tech boom of the 
late 1990’s and even if the momentum in AI eventually fizzles, there is probably a lot more runway here 
before that would likely happen.

Exhibit 14: US Companies Buy Backs 

Source: Bloomberg, Birinyi Associates, 05/06/2025
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In summary, we repositioned the portfolio to take advantage of the recent pullback while maintaining 
some cash as we head into the third quarter, which has seasonally been somewhat more volatile. 
Directionally, as just discussed, we remain positive on some identifiable long-term trends and are 
focused on monitoring shifts as they occur. Given the economy is still quite strong, interest rates have 
come down and are projected to fall further, and the earnings outlook remains robust, we remain 
constructive on markets.

Peter Jackson
Chief Investment Officer 

June 30, 2025

Exhibit 15: Nasdaq Performance: Internet versus Generative Artificial Intelligence   

Source: Bespoke Investment Group, 06/28/2025
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*Cumberland and Cumberland Private Wealth refer to Cumberland Private Wealth Management Inc. (CPWM) and Cumberland Investment 
Counsel Inc. (CIC). CIC acts as sub-advisor to certain CPWM investment mandates.
 
This communication is for informational purposes only and is not intended to provide legal, accounting, tax, investment, financial or other advice 
and such information should not be relied upon for providing such advice.   Reasonable efforts have been made to ensure that the information 
contained herein is accurate, complete and up to date, however, the information is subject to change without notice. 

The communication may contain forward-looking statements which are not guarantees of  future performance. Forward-looking statements 
involved inherent risk and uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will 
not be achieved. All opinions in forward-looking statements are subject to change without notice and are provided in good faith but without 
legal responsibility. CPWM and CIC may engage in trading strategies or hold long or short positions in any of  the securities discussed in this 
communication and may alter such trading strategies or unwind such positions at any time without notice or liability.
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Appendix 1
New Equity Investments:

Cumberland North American Equity Mandate

United States 

Salesforce Inc. 
Salesforce, a leader in cloud-based customer relationship management (CRM) software, offers a 
comprehensive suite of products spanning sales, service, marketing, and commerce. Salesforce’s 
strategy centers on increasing profitability, growing sales and margins, and improving its return on capital. 
After years of acquisitions, the company has shifted to a more disciplined approach to M&A, focusing 
on both profitability and strategic priorities. The company’s approach is reflected in its steady increase 
in operating margins over the past few years.  Recently, the company launched Agentforce, allowing 
customers to deploy AI Agents that can leverage customers’ integration into Salesforce and complete a 
number of tasks that traditionally required a human.  While organic growth has slowed as the company 
has matured, we think Agentforce will reinforce its core business and offer an additional avenue for 
revenue growth. We think the valuation for Salesforce is attractive with a price-to-earnings ratio of 22x, 
trading at parity with the broader market - a notable discount compared to its historical premium of 2x the 
market multiple.  The company has no debt, generates over $10 billion of free cash flow and has a 5.4% 
free cash flow yield. 

Canada

Fairfax Financial Holdings Limited
Fairfax has evolved to become one of the top 20 property and casualty insurers globally, with a primary
focus on commercial lines. Fairfax has been one of the top performers on the TSX since
the company’s inception. Since its initial listing in 1985, Fairfax has compounded book value per
share at 18%, while delivering a similar shareholder return of ~18% over this time.
The growth and evolution of Fairfax suggests the company can continue to deliver a mid-to high
teens ROE with less volatility than what has been seen historically, while continuing to meet or
exceed on the company’s long-term target of 15%+ annual growth in book value. Going forward,
we expect Fairfax to deliver a consistent mid-90s or lower combined ratio, supplemented by an
increasingly stable and reliable stream of investment returns. The company trades at a discount to the 
insurance peer group and we believe Fairfax’s valuation can benefit as the company continues to deliver 
more consistent and reliable results.


