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One of your authors used to participate in Bank

of Canada interest rate deliberations. Every time,

one participant in those deliberations asserted that
uncertainty was higher than normal, suggesting that

a decision should be deferred pending additional
information. This used to frustrate your author greatly.
Uncertainty can't always be higher than normal, by
definition. And even if it is, that doesn't justify inaction
to await greater clarity which may never come (noting

also that leaving rates unchanged is itself a decision).

In current circumstances, however, we don’t think it's

a stretch to say that uncertainty is higher than normal,
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for policymakers and investors alike. The big macro
market issues — Al bubble/not bubble and the Iran
and trade wars - are subject to a very wide range

of outcomes which, in our view, will be driven by
essentially uncallable factors. But as above, this does
not absolve us of the responsibility to make the best
decisions possible for the shareholders in our funds.
The best decision is never to cower under a rock, but
rather to evaluate how the market is weighing the
uncertainty and use that analysis to manage the risks
and pursue the opportunities that both tend to be

more pronounced in periods of elevated uncertainty.
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Below we detail how we're doing that in our active

asset allocation positioning.

Maintaining a (Smaller) Equity Overweight
We prefer stocks to bonds but have reduced the size of
our equity overweight in recent months. Our top-down
macro inputs generally remain supportive of stocks,
notably strong economic growth and a shift from labour
to capital income (discussed in our last paper) that

is resulting in explosive earnings growth (Exhibit 1).

We are less worried than many about the impact

on equities of higher bond yields, seeing them primarily

as a reflection of that strong growth (see next section).

However, some of the bottom-up signals are starting
to fray somewhat. Most notable among these is the Al
theme, where our analysts and portfolio managers who
are closest to the companies building and deploying
this technology have become more cautious. In their
assessment, the capital expenditure planned to build
the Al infrastructure requires a potentially unrealistic
bar for future revenue to clear to ensure profitability.
Moreover, both the pace of Al development and
adoption may be challenged by increased government

regulation and populist backlash.

To be clear, we believe the long-term potential of Al

is considerable, but history shows that the development
of transformational technologies never moves in

a straight line. And given the significant influence

that the Al theme exerts over many asset classes,

our response to a more cautious near-term outlook

is to trim our equity overweight, particularly those most

correlated with Al.

A second bottom-up signal that warrants some
caution is that the market consensus has largely

caught up to our internal expectations for corporate
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earnings. Our Fidelity analysts’ consistent view

in recent years that companies would outearn even
lofty market expectations has been critical in keeping
us in an overweight equity position through the bouts
of volatility. But market expectations appear to have
caught up with our analysts more recently, warranting

a reduction in our risk stance.

Higher Yield Regime = Underweight Duration

We remain underweight fixed income duration and
continue to prefer to hold credit and other spread
sectors relative to investment grade fixed income.

We believe the recent increase in government yields

is largely due to a strong rise in demand for investment
dollars. In the private sector, this demand is required

to fund the buildout of Al related infrastructure.
Meanwhile, the public sector requires considerable sums
to fund massive and growing fiscal deficits. To attract
investors and ensure demand for funds is met by supply,
governments and companies must offer higher interest
rates to prospective lenders. We think that these trends
in both the private and public sectors will persist. And
so long as the wider economy remains reasonably

healthy, we believe that yields will remain elevated.

A growing number of central banks have also begun

to tighten monetary policy, putting further upwards
pressure on yields. Economic growth remains strong and
the combination of continued Al investment, stimulative
fiscal policy, and ongoing geopolitical tensions is
expected to keep inflation stubbornly elevated. Making
matters worse, the efforts of an increasingly activist

US Treasury to lean against the market and suppress
borrowing costs are threatening the credibility of the
institution, further prompting investors to demand

higher yields to hold US government debt.


https://www.fidelity.ca/en/insights/articles/who-wins-when-ai-works/

Given all these concerns, we remain underweight
investment grade bonds. We have also materially shifted
the profile of our fixed income holdings, reducing

our holdings of the riskier-looking US bond market in
favour of other markets, including Canada; other market

participants have been doing the same (Exhibit 2).

In a riskier bond environment, we must look further
afield for diversifiers. Allocations to commodities
(including gold) and select alternatives all serve this
purpose. In addition, the diversification value of assets

in Canada looks increasingly attractive.

Staying Overweight Canadian Assets

As noted above, we believe making a high conviction
call on the ultimate fate of Al is effectively impossible
at this stage. In that context, we want exposure to both
the Al theme and to those markets that can do better

if the excitement about Al fades. Canada fits the bill

on the latter. While there are a handful of companies
exposed to Al in Canada, the large weight that resources
and financials have in the TSX makes the overall index

EXHIBIT 2: Investors increasingly favouring Canadian bonds
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much less correlated with the technology sector in the

US and other markets.

In addition to being one of the least correlated markets
to Al, our overweight to Canada reflects a strengthening
economy and a durable tailwind from firmer commodity
prices. Real GDP growth has rebounded strongly from
its late 2025 doldrums, and our modeled probability

of recession has retreated sharply despite the ramping
up of the trade war with the United States. While the
risk of a further escalation in trade tensions bears close
monitoring, we have seen a broadening in exports

and a strengthening of trade ties with a growing list

of countries outside of North America (Exhibit 3).

Beyond international trade, the inaugural Canadian
Investment Summit 2026 led to a number of high-profile
policy announcements that prioritize public and private
sector investment in projects that will support many
parts of the Canadian economy. The summit builds

on a number of other recent policy announcements
focused on transportation and infrastructure

projects related to the natural resources sector.
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These domestically driven initiatives pair well with
many economies around the world looking to secure

strategically important natural resources.

The success of policymakers in diversifying trade,
building critical infrastructure, and boosting productivity
hinges on the execution over a long horizon. But we are
encouraged in the interim by our analysts who cover
Canadian companies who report that these policies have
been favourably received and are expected to translate
into spending and investment activity. Many of our
colleagues on Fidelity’'s Global Asset Allocation team
(who primarily manage funds for US investors) have also
viewed these developments positively and have increased

their allocation into Canadian assets over the last year.

The confluence of factors coming together in support
of Canada is remarkable. The retreat of globalization
amid an increasingly fractured global economy

has been met by proactive policymakers who see

the opportunities ahead. We saw some of these

EXHIBIT 3: Developing diversification
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preconditions for growth falling into place when

we began trimming our underweight to Canadian assets
more than a year ago. Our confidence has grown since
and today we sit, in many of our funds, with the largest
overweight to Canada we have had in over a decade.
To be sure, domestic economic conditions remain
challenging in Canada and probably will remain so for
some time. But there is a path to better for the first
time in a long time, a path only gradually becoming
appreciated by investors globally. Just as the country
cannot sit still as it navigates its way through an
exceptionally uncertain world, we too will remain active
in following our investment process to seek return and

manage risk for the shareholders in our funds.
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