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2025 Third Quarter Review 
 

 

After ending a turbulent second quarter on a positive note, global 

equity markets extended their rally through the third quarter. 

Easing trade tensions, ongoing enthusiasm around artificial 

intelligence (AI), and growing expectations that the US Federal 

Reserve (the Fed) would begin cutting interest rates all contributed 

to investor optimism. 

 
US equities rose 10.6% in Canadian-dollar terms during the quarter. 

While markets briefly wavered following weaker-than-expected July 

employment data and rising Treasury yields in September, strong 

economic indicators and robust second quarter earnings supported 

performance. Continued excitement surrounding AI developments 

propelled the technology sector to lead market gains. With inflation 

remaining stable, the Fed implemented its first rate cut in nine 

months—lowering the benchmark lending rate to 4.00%–

4.25%—and signalled the likelihood of further easing ahead, a 

welcome sign for investors. 

 

In Canada, equities surged 12.5% in the third quarter, delivering a 

standout performance despite lingering economic challenges and 

ongoing uncertainty over US tariffs. 

 

  

The Canadian market benefited from strong demand for natural 

resources such as oil, gas, gold, and copper as well as renewed 

investor interest in dividend-paying mainstays like financials, utilities, 

and pipelines amid falling interest rates. Attractive valuations and 

increased foreign investor appetite also provided tailwinds. In response 

to weak domestic economic data, the Bank of Canada (BoC) cut its 

key policy rate by 0.25% to 2.5%—its first rate reduction since March—

with analysts anticipating additional cuts in the months ahead. 

 

International equities posted gains but lagged their North American 

counterparts, with the MSCI EAFE Index up 7.16% in Canadian-dollar 

terms. Softer economic conditions and political instability across Europe 

weighed on returns. Emerging market equities, however, 

outperformed, rising 12.3% in Canadian-dollar terms from July through 

October, bolstered by an extension of the US–China trade truce and 

robust demand for AI-related inputs. 

 

North American bond markets also delivered positive results as yields 

declined. Canadian short-term bond prices rose 1.3% for the quarter, 

while in the United States the 10-year Treasury yield fell toward 4.15% 

as investor focus shifted from inflation risks to concerns about slowing 

growth. 

 

 
Following are the returns for major indices for the period ended September 30, 2025: 
 

 Q3 
actual 

YTD 

actual 

1-year 

actual 

3-year 

annualized 

5-year 

annualized 

10-year 

annualized 

Canadian Short Term (FTSE 30-Day T-Bill)  0.7 2.1 3.1 4.2 2.7 1.8 

Canadian Bonds (FTSE Short-Term Bond) 1.3 3.5 4.2 5.0 1.9 2.1 

Canadian Stocks (S&P/TSX Composite) 12.5 23.9 28.4 21.3 16.7 11.8 

US Stocks (S&P 500) 10.6 11.1 21.2 25.5 17.5 15.8 

Non-North American Dev. Stocks (EAFE) 7.2 21.0 18.5 22.2 12.2 8.6 

Emerging Market Stocks (FTSE) 12.3 18.5 18.2 18.0 8.9 8.5 
 

  All returns in Canadian dollars. Source: SS&C Technologies and Vanguard. 
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As we enter the fourth quarter of 2025, the outlook for investors 

remains complex. Valuations for equities, particularly in the 

United States, appear stretched, and uncertainty persists 

around how the global economy will navigate ongoing trade 

issues. While inflation has largely moderated and most central 

banks have adopted a more accommodative tone, the potential for 

tariffs to reignite price pressures remains a concern. If economic 

data continues to show strength alongside upward price momentum, 

this could complicate the path for central banks. A lower rate 

environment is generally supportive for stocks, and valuations may 

struggle to advance if such conditions are not realized in the near 

term. 

 

The United States remains at the centre of market attention. 

Following the introduction of sweeping tariffs earlier this year, global 

trade dynamics are still unsettled. While negotiations have tempered 

some escalation risks, sectors dependent on global supply chains—

such as autos, semiconductors, and industrials—remain vulnerable. 

US equity markets stabilized after spring volatility and surged higher 

over the summer, but valuations are now at or near all-time highs 

with P/E ratios approaching 30, well above historical averages. 

Investor concentration in a narrow group of large-cap technology and 

growth stocks has become pronounced, raising concerns about 

market fragility should earnings, AI-related growth prospects, or 

policy developments disappoint. Broader market participation has 

lagged, highlighting the risk of overreliance on a handful of names to 

drive performance. Following the Fed’s interest rate cut earlier this 

month, the trajectory for monetary policy remains uncertain. 

Markets are divided on whether additional easing will follow quickly  

 or if policy makers will act cautiously to preserve flexibility. Much will 

depend on labour market trends, consumer spending, and the evolution 

of inflation. 

 

In Canada, the economic backdrop continues to disappoint. 

Growth contracted in the second quarter, retail sales remain soft, and 

unemployment has edged higher. Despite this, Canadian equities have 

held up relatively well, reflecting the sector composition of the domestic 

market. The BoC’s recent rate cut has provided some relief to 

households and businesses. Dividend-paying equities—particularly in 

the financials, utilities, and pipelines sectors—have benefited from the 

lower rate environment and are likely to continue finding support as 

investors seek reliable income in a moderating yield landscape. The 

new Liberal minority government under Mark Carney has begun 

advancing its agenda around infrastructure investment, regulatory 

reform, and improved international relations to diversify trade. While 

these initiatives have bolstered sentiment, structural challenges such 

as weak productivity and competitiveness persist. 

 

Developed international equities appear relatively attractive compared 

with those of the United States, where valuations are at extremes. 

Europe and Japan are expected to experience modest but positive 

growth, supported by easing inflation, fiscal spending, and structural 

initiatives such as energy transition and defense investment. Risks 

remain from trade frictions and softer external demand. Similarly, 

emerging market stock valuations are attractive relative to US 

equities, which could result in further gains for the asset class this 

year. The possibility of easing trade tensions and a continued 

weakening of the US dollar would both be beneficial for emerging 

markets in the coming months. 

 

 
 
 

 
 

Outlook 
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Portfolio Strategy 

This year has underscored the importance of maintaining 

geographic diversification within equity portfolios. While US 

equities have reached new all-time highs, they have actually lagged 

Canadian, international, and emerging market stocks in 2025. 

Looking ahead, US equities performance may face headwinds 

given elevated valuations and narrow leadership concentrated 

largely in the AI sector. In this environment, maintaining 

meaningful exposure to markets outside the United States 

remains advisable. From a relative valuation standpoint, both 

international and emerging market equities continue to offer 

attractive opportunities for diversification and potential upside. 

Despite their recent strength, Canadian dividend-paying 

companies remain appealing sources of tax-efficient income—

particularly as interest rates move lower. 

 

In fixed income, short-term interest rates in Canada have become 

less compelling following the BoC’s recent policy adjustment and  

 expectations for additional cuts. GIC rates have also declined. While 

they still offer a premium over high-quality short-term government 

bonds, this spread has narrowed from roughly 1.00% to about 0.70%. 

Furthermore, with the yield curve remaining flat, longer-term GICs 

currently provide little additional yield relative to shorter-term options. 

All things considered, we expect bond funds within client portfolios 

to remain the most effective avenue for yield generation in the 

near term. 

 

As equities advance through an environment marked by ongoing 

macroeconomic and geopolitical risks, investors should remain 

prepared for periods of volatility. Taking profits through disciplined 

rebalancing can be a prudent way to manage risk. And as always, 

maintaining diversification and an investment strategy aligned 

with one’s risk tolerance remains the best approach to navigating 

uncertain market conditions. 

 

 




