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During the fourth quarter, the S&P500 total return was +2.65% in U.S. dollars. Adjusting for currency, 
the S&P500 returned +1.17% in Canadian dollars, as the Canadian dollar appreciated 1.02 cents during 
the quarter to $0.7286. The TSX total return was +6.25% in the fourth quarter. 

After two interest rate cuts in the U.S. in September and October, the Federal Reserve cut rates by 
another 25 basis points (0.25%) for the third time in December 2025. The December cut was generally 
viewed as a hawkish cut, meaning the Fed was viewed as cautious about additional cuts as the 
Federal Open Market Committee (FOMC) appeared divided, with six of the 19 members favouring 
no cut. Fortunately, four of the six who favoured no cut are not currently voting members. Still, two 
members dissented, which can sometimes be associated with turning points in policy decision-
making.

This division may reflect the significant shift in the economic outlook for 2026 in the FOMC’s Summary 
of Economic Projections (SEP) (Exhibit 1). The outlook for real GDP was revised higher to 2.3% from 
1.8% in the September projections. A positive takeaway from the SEP was the downshift in the 
inflation outlook. PCE inflation (the Feds preferred measure) is expected to decline to 2.4% in 2026 
from 2.9% in 2025, an improvement from the September forecast of 2.6% for 2026. The SEP also 
shows inflation falling further to 2.1% in 2027, close to the Feds 2% target, as the one-time transitory 
tariff impacts roll off. The forecast for the unemployment rate in 2026 was unchanged at 4.4% from 
the September SEP. Overall, the stronger growth, lower inflation, and relatively low unemployment 
forecast are not a bad way to start 2026 all while interest rates could still come down somewhat as 
the December SEP continues to project another rate cut in each of 2026 and 2027.
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Furthermore, Jerome Powell’s current term as Fed Chair ends in May 2026. It is too early to determine who 
President Trump may choose as his replacement, but it is fair to say that the White House prefers a Chair 
more inclined toward lower rates. Our best guess, however, after a cumulative 175 basis points of rate cuts 
in 2024 and 2025, is that the Fed will remain on hold at least for now, possibly through the remainder of 
Powell’s term. Powell emphasized this stance by stating six times during the December press conference 
that we are “well positioned” to wait and see how the economy evolves.

Exhibit 1: Summary of  Economic Projections by the Federal Open Market Committee (FOMC)

Source: Federal Reserve, Summary of  Economics Projections, 12/10/2025

Variable [in %]
Median

2025 2026 2027 2028 Longer Run
Change in real GDP 1.7 2.3 2.0 1.9 1.8

September projection 1.6 1.8 1.9 1.8 1.8

Unemployment rate 4.5 4.4 4.2 4.2 4.2
September projection 4.5 4.4 4.3 4.2 4.2

PCE inflation 2.9 2.4 2.1 2.0 2.0
September projection 3.0 2.6 2.1 2.0 2.0

Core PCE inflation 3.0 2.5 2.1 2.0

September projection 3.1 2.6 2.1 2.0
Memo:  Projected appropriate policy path

Federal funds rate 3.6 3.4 3.1 3.1 3.0
September projection 3.6 3.4 3.1 3.1 3.0
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Exhibit 2: Atlanta Fed GDPNow Estimate [real GDP estimate for Q4 2025 in %]

Source: Federal Reserve Bank of  Atlanta, 12/23/2025

Following third-quarter U.S. real GDP growth of 4.3%, Exhibit 2 presents the Atlanta Fed’s GDPNow 
estimate for fourth-quarter real GDP growth of 3.0%, which remains meaningfully stronger than the Federal 
Reserve’s 2025 or 2026 outlook in the SEP. As a reminder, GDPNow is not an official Atlanta Fed forecast, 
but rather a continuously updated estimate based on incoming economic data for the current quarter.
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Exhibit 3 examines investment-grade (top panel) and high-yield (bottom panel) corporate credit spreads 
relative to U.S. Treasuries. Like the GDPNow model, credit spread widening often acts as an early warning 
signal of potential economic stress because it means investors demand a higher interest rate to hold 
corporate bonds over risk free government bonds. At present, however, we see no such “canary in the 
coal mine” with investors not appearing to be overly concerned with defaults on corporate debt as spreads 
remain below long-term averages.

Exhibit 3:  Credit Spreads  - U.S. Corporate BBB (top) and U.S. High Yield (bottom)  

Source: Bloomberg, ICE BofA indices C0A4 Index & H0A0 Index, OAS (Option-Adjusted Spread), 12/30/2025
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Exhibit 4 summarizes consensus analyst estimates for S&P 500 earnings per share, shown in blue, of 
$271.52 for 2025, $313.86 for 2026, and $359.31 for 2027. This implies earnings growth of 15.6% in 2026, 
followed by a further 14.5% increase in 2027.
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Exhibit 4: S&P 500 Operating Earnings per Share (Consensus Estimates) 

Source: Yardeni Research, 12/25/2025



Cumberland Private Wealth Management Inc. 99 Yorkville Avenue, Suite 300, Toronto, Ontario, Canada M5R 3K5
6

Exhibit 5 highlights Wall Street’s year-end 2026 targets for the S&P 500, which range from 7,100 to 8,000. 
From current levels, this represents potential upside of approximately 4% to 17%, respectively. While 
correctly forecasting market direction is more important than forecasting specific numbers, we agree 
with the broader consensus given the supportive macro backdrop of a resilient economy, easing inflation, 
declining interest rates, and sustained double-digit earnings growth.

At present, the S&P 500 trades at a forward price-to-earning (P/E) multiple of 21.8x, down a full turn from 
22.8x at the start of the fourth quarter. Even under the most optimistic Wall Street target of 8,000, the 
implied valuation would be 22.3x based on 2027 earnings 12 months forward. This implies that the bulk 
of strategists’ 2026 price targets are driven more by earnings growth rather than multiple or valuation 
expansion.

One of our preferred strategists, Ed Yardeni, sits near the midpoint of expectations with a target of 7,700.

Exhibit 5: S&P 500 2026 Year-End Price Targets by Wall Street

Source: Financial Times (FT.com), 12/05/2025
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One notable takeaway from third-quarter earnings reporting was the broadening of earnings growth, 
suggesting improving earnings breadth that could extend into 2026. Exhibit 6 breaks down third-quarter 
earnings by sector, comparing growth expectations at the start of the quarter with actual reported results.
Two observations stand out. First, aggregate third-quarter earnings rose 13.6%, roughly 72% higher than 
the 7.9% growth expected at the end of the quarter. This also marked the fourth consecutive quarter of 
double-digit year-over-year earnings growth for the S&P500, lending greater credibility to analysts’ forecasts 
for 2026 and 2027.

Second, Information Technology continued to dominate sector-level earnings growth, with profits up 
29.2%—approximately 40% above estimates at the end of the third quarter

Exhibit 6: Q3 2025 Earnings Growth by Sector for the S&P 500 (today vs September 30/25) 

Source: FactSet Earnings Insight, 12/19/2025
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Exhibit 7 shows that as of September 30, estimated earnings growth for the “Magnificent-7” stocks 
(Apple, Microsoft, Alphabet, Amazon, Nvidia, Meta, Tesla) in the third quarter was 14.7%, compared with 
reported earnings growth of 18.4%. While this result is below the group’s average earnings growth of 
28.8% over the prior four quarters, the shortfall is largely attributable to a negative EPS surprise from Meta 
Platforms, which reflected a one-time, non-cash income tax charge of $15.93 billion. Excluding Meta, the 
remaining six companies delivered earnings growth of 30.4%, more consistent with recent trends.

Perhaps more notable, however, is that the other 493 companies (“S&P 493”) in the S&P 500 reported 
earnings growth of 11.9% in Q3. This represents only the second instance of quarterly double-digit earnings 
growth for this cohort over the past three years. The combination of improving earnings breadth and a Fed 
that has been lowering interest rates could act as a catalyst for market leadership to broaden beyond the 
“Magnificent-7” as we look ahead to 2026.

Exhibit 7: S&P 500 Q3 2025 Earnings Growth (year-over-year) – “Magnificent 7” (blue) vs “S&P 
493”(green) 

Source: FactSet Earnings Insight, 11/21/2025
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Exhibit 8 shows that “Magnificent-7” stocks have returned 21.2% through December 31, 2025, 
outperforming both the S&P 500 at 16.4% and the “S&P 493” at 15.0%. While “Magnificent-7” have 
continued to lead overall market performance, Exhibit 9 provides additional insight by comparing the 
market-capitalization-weighted S&P 500 with the equal-weighted S&P 500. Notably, both indices are 
trading very close to their recent highs from late October. Given that the “Magnificent-7” represents 
roughly 35% of the market capitalization weighted S&P 500, the fact that the equal weighted index is 
also near its highs suggests that market leadership is beginning to broaden beyond the largest stocks.

Exhibit 8: ETF Performance “Magnificent 7” (MAGS) vs “S&P 493” (XMAGS) vs S&P 500 (SPY)

Source: Yardeni Research, 12/31/2025

Exhibit 9: Performance of  the S&P 500 Market Capitalization Weighted Index versus Equal 
Weighted Index

Source: Yardeni Research, 12/31/2025
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Exhibit 10 compares the forward price-to-earnings multiples of the S&P 500 with and without the 
“Magnificent-7”. While in prior quarterly Strategy Reviews we have justified the higher valuations of 
the “Magnificent-7”—reflecting their asset-light business models and superior returns on invested 
capital, this chart serves as a reminder that the remaining “S&P 493” stocks trade at meaningfully lower 
valuations.

Looking ahead, the next major beneficiaries of artificial intelligence may extend beyond chip 
manufacturers and hyperscalers (Alphabet, Meta, Microsoft and Amazon) to companies that effectively 
deploy AI to drive productivity gains and accelerate growth. This potential broadening of market leadership 
may be further supported by a more accommodative Federal Reserve.

Exhibit 10: Forward Price/Earnings Ratios “Magnificent 7” vs “Other 493” vs S&P 500 

Source: Yardeni Research, 12/30/2025
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Canada

In the Government of Canada’s budget released in November 2025, Prime Minister Mark Carney 
outlined an ambitious fiscal and investment agenda aimed at reigniting Canada’s economy. Central 
to the plan is a five-year initiative to mobilize roughly $1 trillion in public and private infrastructure and 
trade-related investments, intended to boost growth and reduce reliance on the U.S. market. Carney has 
emphasized that structural reforms and fiscal support will take time to translate into stronger output and 
employment, though early signals in hiring and economic activity have been modestly positive.

Like the S&P 500 earnings outlook shown in Exhibit 4, Exhibit 11 highlights robust growth expectations 
for S&P/TSX earnings in 2026 and 2027. Consensus forecasts point to earnings growth of approximately 
15.9% in 2026, following strong gains in 2025, supported primarily by the resource and financial sectors. 
This momentum is expected to continue into 2027, with earnings growth of about 10.8%. Meanwhile, 
real GDP growth in Canada is expected to remain more modest than in the U.S., but still positive, 
averaging roughly 1.4% in both 2026 and 2027, according to the Bank of Canada’s latest (October) 
Monetary Policy Report.

EPS GrowthEPS Trend

2027E
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2025E

Exhibit 11: Canada, S&P/TSX Composite - Consensus Earnings per Share Growth

Source: Bloomberg, 01/04/2026
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Our overall equity exposure increased modestly from 98% to 99%, while cash declined from 2% to 
1% since September 30, 2025. Within equities, U.S. exposure decreased from 57% to 53%, while 
Canadian equity exposure increased from 41% to 46% over the same period. It is important to note that 
many client portfolios are invested through our North American plus International Equity strategy, which 
remains at 80% US/Canada and 20% International equities currently; as a result, the effective weights 
of U.S. and Canadian equities within total equity allocations are proportionally lower due to exposure to 
international markets.

New U.S. equity positions initiated during the quarter included Netflix, PulteGroup Inc., and the 
Sprott Uranium Miners ETF.

We initiated a position in Netflix based on our conviction that the company can organically grow revenue 
at a low-teens rate over the next several years, with earnings per share expanding at roughly twice that 
pace. The outlook could improve materially if Netflix succeeds in its bid for Warner Bros., which would 
provide access to a deep and highly valuable intellectual property portfolio and enhance long-term 
content economics.

We also added PulteGroup, a high-quality U.S. homebuilder well positioned to benefit from a structural 
housing shortage and the potential for lower mortgage rates. Over the past three decades, the U.S. has 
underbuilt housing by as many as five million units, as demographic growth has consistently outpaced 
new housing starts. Industry consolidation has further strengthened profitability, and as the third-largest 
U.S. homebuilder, PulteGroup has been a key beneficiary of this trend. The stock trades at approximately 
11x forward earnings—about half the S&P 500 multiple—and offers a 7.6% free cash flow yield.

Following last quarter’s purchase of the Sprott Physical Uranium Trust, we added the Sprott Uranium 
Miners ETF. While both vehicles are correlated to movements in uranium prices, they offer distinct 
exposure profiles. The miners ETF provides exposure to uranium entities through producers, 
developers, and exploration companies, benefiting from rising term prices, while the physical trust offers 
direct exposure to spot uranium prices without company-specific risk. After more than a decade of 
underinvestment in uranium production following the Fukushima accident in Japan, current production 
levels point to an emerging supply deficit as demand for nuclear energy accelerates globally, which 
should support uranium prices over time.

Asset Allocation for our 
North American Equity Strategy 

  As of  December 31, 2025

Equities       	 99%    

Fixed Income    	   0%

Cash             	  1%  
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In Canada, we added Shopify Inc. Shopify offers a comprehensive suite of merchant solutions at 
a relatively low cost that is difficult to replicate. Merchants tend to build their businesses around 
Shopify’s ecosystem, resulting in high switching costs and durable customer relationships. Recently, 
Shopify announced a partnership with OpenAI that will allow merchants to sell products directly 
through ChatGPT conversations. We see continued opportunities for Shopify to scale as e-commerce 
penetration rates rise globally.

A complete review of the business fundamentals and outlook for companies purchased during the 
quarter can be found in Appendix 1.

Closing Comments and Outlook

As discussed, the Federal Reserve’s rate cut in December was widely viewed as a hawkish cut, an 
important signal for the possible trajectory of Fed policy heading into 2026. We do not expect the 
Fed to be in a hurry to cut rates at its January meeting, as it remains “well positioned” to pause 
and assess how economic conditions evolve. The outlook presented in the Summary of Economic 
Projections (SEP) suggests that interest rates in 2026 are, at worst, likely to remain flat and potentially 
move somewhat lower. In addition, the GDPNow forecast and the continued stability of credit spreads 
support the Federal Reserve’s relatively constructive economic outlook. Further ahead, the expected 
replacement of Chair Powell in May is likely to lean more dovish, which could provide additional 
monetary policy support for the economy.

When combined with consensus expectations for double-digit earnings growth in both 2026 and 2027, 
along with the improving earnings breadth across the S&P 493 highlighted in the third-quarter results, 
the backdrop for equities in the coming year appears favourable. There is also growing consensus that 
the primary beneficiaries of artificial intelligence may increasingly extend beyond chip manufacturers 
and hyperscalers to companies that are actively deploying the technology to enhance productivity and 
accelerate growth. At the same time, lower inflation and interest rates could provide a tailwind to more 
interest-sensitive cyclical sectors, such as housing.
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Marty Zweig popularized the phrase “don’t fight the Fed” during the 1970s and 1980s and Exhibit 12 
appears to reinforce that principle. The December rate cut occurred with the S&P 500 near all-time highs. 
Exhibit 12 examines Fed rate cuts since 1980 that took place when the S&P 500 was within 2% of an 
all-time high. In total, there were 22 such instances. In every case, the S&P 500 was higher one year 
later 22 out of 22 times delivering an average gain of more than 14%.

Exhibit 12: Fed cuts and S&P 500 performance historically

Source: Carson Investment Research, 12/10/2025
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Perhaps the key wild card remains the White House, as markets can never fully anticipate political 
developments. Events such as Liberation Day, which drove markets down nearly 20% from their 
recent high, were an unwelcome reminder of this uncertainty. That said, history suggests that periods 
of political uncertainty or weak sentiment can sometimes prove supportive for equities. Exhibit 13 
shows the Gallup Poll Presidential Approval Rating dating back to the 1960s. While President Trump’s 
current approval rating sits at a low 36%, history indicates that similar readings have often been 
contrarian bullish signals for the stock market. As shown in the top left table in the chart, presidential 
approval ratings between 35% and 50% have historically been followed by average market gains of 
approximately 12.19% over the subsequent year. Seems counterintuitive but perhaps some unpopular 
decisions might ultimately be good for the economy and markets.

Exhibit 13: S&P 500 Index vs Gallup Poll Presidential Approval Rating

Source: Ned Davis Research (NDR), 12/19/2025 [Weekly Data 1959-08-21 to 2025-12-19 (Log Scale)]
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In summary, the combination of resilient economic growth, positive earnings momentum, and the 
prospect of further interest rate cuts by the U.S. central bank continues to support our favourable 
outlook on equities going forward.

Peter Jackson
Chief Investment Officer 

December 31, 2025

*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 

Netflix Inc. (NFLX)
We initiated a position in Netflix based on our conviction that the company can organically grow revenue 
at a low-teens rate over the next several years, with earnings per share growing at roughly twice that 
pace. This trajectory supports a meaningfully higher valuation over time. Revenue growth is expected to 
be driven by several key initiatives: continued scaling of the advertising-supported tier, expansion into 
new verticals such as live events and gaming, and sustained global membership growth. The outlook 
could improve materially if Netflix succeeds in its bid for Warner Bros., which would provide access to a 
deep and highly valuable IP portfolio including Harry Potter, the DC Universe, The Lord of the Rings, and 
the entire HBO library. Such an acquisition would likely accelerate subscriber growth, reduce ongoing 
licensing costs, and enhance long-term content economics. In addition, Warner Bros. would bring a full-
scale studio operation and theatrical distribution capability, allowing Netflix to more fully monetize its 
existing IP and leverage its global production and marketing infrastructure.

PulteGroup Inc. (PHM)
We purchased PulteGroup, one of the leading home builders in the United States. While serving all 
markets, Pulte strategically emphasizes the more resilient move-up and active adult segments. Pulte is 
capital light and has industry leading gross margins and return on invested capital of 20+ percent over the 
last 5 years, which includes a major downturn in housing where homebuilders have subsidized mortgage 
rates to make sales. Pulte’s superior profitability and strong balance sheet gives us the confidence to 
start a position and be patient. As mortgage rates eventually come down, Pulte will benefit from higher 
orders and improved gross margins as pricing incentives normalize.
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Sprott Uranium Miners ETF (URNM)
Demand for nuclear energy is accelerating globally, driven by an urgent need for clean, reliable, and 
secure baseload power. From the U.S. and Europe to the rapidly industrializing economies of India and 
China, nations are recognizing that long-term economic prosperity is inextricably linked to low-cost 
energy. Demand for uranium is further enhanced by the energy-intensive AI era, with big tech companies 
like Amazon, Microsoft, Meta, and Alphabet/Google investing in U.S. nuclear energy to power their 
expanding data centers. The demand surge, however, is colliding with a structural supply deficit that 
is currently being managed by drawing down on existing inventories and spot market purchases. The 
market faces an estimated 44-million-pound shortfall of uranium in 2026 in a 195-million-pound market. 
The deficit balloons to a 1.8-billion-pound cumulative deficit over the next 20 years. Consequently, we 
believe we are approaching a tipping point where uranium prices must rise significantly to reach the 
incentive levels required for new mine development. We initiated a position in the Sprott Uranium Miners 
ETF (URNM) to gain exposure to the largest uranium producers and to take advantage of the multi-
decade supply-demand imbalance. This adds to our exposure to this theme along with our previously 
purchased investment in the Sprott Uranium Trust. 

Canada

Shopify Inc. (SHOP) 
Shopify acts as a comprehensive commerce operating system for merchants, gaining share among 
entrepreneurs and businesses that wish to retain their independence from Amazon. Shopify is also 
adding larger upmarket customers such as Estée Lauder while simultaneously capturing sales through 
modern channels like social commerce and, more recently, through a partnership with OpenAI. We 
see Shopify as an AI winner, using it to enable new modes of commerce, keep costs down, and to 
increase revenue opportunities. Revenue has grown 31% per year for the last five years and we expect 
high growth to continue for the next few years. We also expect profitability to materially expand as they 
benefit from greater scale and increased uptake of the higher margin services they can provide to their 
merchant clients.


