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2026 First Quarter Review 
 

 
US stocks, as measured by the S&P 500 Index, declined 2.7% 
(CAD) during the quarter and fell 4.6% (CAD) from their late-
February high as geopolitical tensions escalated into active conflict 
in the Middle East, creating a more uncertain global backdrop. 
Markets reacted negatively to the outbreak of war, with 
heightened volatility and a broad-based sell-off driven by risk 
aversion. This uncertainty was compounded by renewed inflationary 
pressures stemming from disruptions to energy and commodity 
supply chains, which led investors to reassess the path of monetary 
policy. Expectations shifted toward interest rates remaining higher 
for longer, further weighing on equity valuations, particularly among 
growth-oriented sectors—such as the artificial intelligence (AI)–
focused technology space—that had previously driven market 
performance. 
 
Canadian equities demonstrated relative resilience, with the 
S&P/TSX Composite Index adding 3.9% despite declining 4.9% 
since the onset of the conflict. Canada’s market was supported by 
its meaningful exposure to energy, pipelines, utilities, and 
materials—sectors that benefited from rising commodity prices. 
Strength in oil and other key resources helped offset broader market 
weakness, while financials remained relatively stable. 
 
Developed international equities were mostly flat over the quarter, 
with the MSCI EAFE Index adding 0.5% (CAD). From the beginning 
of the war, the index declined 8.2% as it was pressured by both  
economic uncertainty and geographic proximity to the conflict.  

  
European markets were particularly affected as concerns around 
energy security, trade disruption, and economic growth weighed on 
investor sentiment. While valuations in these regions remain more 
attractive relative to those in North America, near-term performance 
reflected the direct and indirect impacts of the evolving geopolitical 
situation. 
 
Similar to developed international equities, emerging market stocks 
ended the quarter relatively flat after selling off through March. Countries 
with closer economic or geographic ties to the conflict experienced more 
pronounced declines as capital flowed toward more stable assets. 
Broader emerging markets faced additional pressure from a stronger US 
dollar and the prospect of persistently elevated global interest rates, 
which can tighten financial conditions and weigh on growth. 
 
Bond markets experienced volatility as investors balanced safe-haven 
demand against shifting inflation expectations. While government bonds 
initially benefited from a flight to safety, yields moved higher later in the 
quarter, with the 10-year US Treasury yield rising to 4.31% from 3.96% 
at the end of February as markets priced in the risk of more 
persistent inflation and a slower pace of monetary easing. This 
dynamic reinforced expectations that central banks, including the US 
Federal Reserve (the Fed) and the Bank of Canada, may need to 
maintain a cautious stance in the face of ongoing geopolitical and 
inflationary risks. Canadian short-term bond prices slightly increased in 
the quarter, gaining 0.3%. 
 
 

Following are the returns for major indices for the period ended March 31, 2026: 
 

 Q1 
actual 

YTD 

actual 

1-year 

actual 

3-year 

annualized 

5-year 

annualized 

10-year 

annualized 

Canadian Short Term (FTSE 30-Day T-Bill)  0.5 0.5 2.5 3.9 2.9 1.9 

Canadian Bonds (FTSE Short-Term Bond) 0.3 0.3 2.4 4.3 2.0 2.0 

Canadian Stocks (S&P/TSX Composite) 3.9 3.9 34.8 21.2 15.2 12.6 

US Stocks (S&P 500) -2.7 -2.7 14.3 19.6 14.4 15.0 

Non-North American Dev. Stocks (EAFE) 0.5 0.5 17.7 14.8 10.2 9.2 

Emerging Market Stocks (FTSE) -1.0 -1.0 16.0 14 5.9 8.2 
 

  All returns in Canadian dollars. Source: SS&C Technologies and Vanguard. 
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As we move through 2026, the investment landscape has become 
increasingly uncertain. Markets entered the year at or near all-time 
highs, leaving valuations—particularly in technology—stretched and 
more vulnerable to negative surprises. While economic fundamentals 
have remained resilient, the escalation of conflict in the Middle East 
has introduced a more significant source of risk. The primary 
concern is the war’s impact on global energy markets, where 
supply disruptions have pushed oil prices higher and 
reintroduced inflationary pressures. As a result, expectations for 
interest rate cuts have become less certain, and market volatility is 
likely to persist as investors assess the duration and broader 
implications of the conflict. That said, any signs of de-escalation 
would likely be met with a positive market response, particularly 
given the underlying strength still present in the global economy. 
 
In the United States, economic conditions remain relatively strong, 
supported by resilient consumer spending and continued investment 
in AI, which remains a key driver of business activity and productivity 
expectations. Higher energy prices and ongoing trade policy 
uncertainty—particularly around tariffs—are expected to act as 
headwinds, potentially keeping inflation elevated and limiting the 
Fed’s flexibility on rate cuts in the near term. At the same time, equity 
market leadership remains concentrated among a narrow group of 
AI-related companies. As investment tied to AI adoption broadens 
across industries, however, it has the potential to support a wider 
range of sectors, helping to sustain earnings growth and foster more 
balanced market performance over time. 
 
 

  
 
Canada’s outlook remains mixed but stable. Higher oil prices provide 
an important offset through increased revenues in the energy sector, 
helping to cushion the impact of rising costs on the broader economy. 
Growth is expected to remain modest, reflecting softer domestic 
demand and ongoing structural challenges but supported by 
government spending and export activity. The upcoming review of 
CUSMA will be an important driver of business confidence and 
investment, as greater clarity around trade access to the United States 
could help unlock stronger activity. 
 
Outside North America, the outlook is more sensitive to the path of 
energy prices. Many European and Asian economies are more 
reliant on imported energy and therefore more exposed to 
prolonged disruptions. While this creates downside risk in the near 
term, prior momentum—supported by fiscal spending and improving 
economic conditions—should provide some offset. Emerging markets 
present a more varied picture, with commodity exporters benefiting 
from higher prices while others face increased cost pressures. 
Importantly, valuations across international and emerging markets 
remain more attractive relative to those in the United States, which may 
support stronger relative returns over the longer term, particularly if 
geopolitical tensions ease and global trade conditions stabilize. 

 
 
 
 
 

 

 
 

Outlook 
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Portfolio Strategy 
 
 

 
Recent market developments have reinforced the importance of 
diversification. Leadership has shifted, with US equities lagging 
international markets and Canada outperforming both—marking a 
departure from the period of consistent US dominance in recent 
years. International and emerging market equities continue to 
appear relatively undervalued, presenting potential opportunities 
compared to the more fully valued US market. At the same time, 
Canada’s market—despite its strong recent performance—benefits 
from meaningful exposure to commodities and well-established 
industries, which can provide stability during periods of economic 
uncertainty. 
 
In fixed income, the current environment highlights the risks 
associated with longer-duration bonds, which are more sensitive to 
changes in interest rates. Our approach remains focused on 
maintaining shorter-term exposure to help preserve capital while 
generating a reasonable level of income. We also continue to take 
advantage of attractive GIC rates where appropriate, enhancing 
income generation within portfolios. 
 

  

Market pullbacks of 10% or more are a normal part of the investment 
cycle and can occur for a wide range of reasons. While recent 
weakness has been driven by geopolitical developments, periods of 
volatility are not unusual, particularly following strong market 
performance. The most effective approach in these environments is to 
remain disciplined and adhere to a well-defined investment plan. This 
has been a consistent driver of long-term success for Milestone clients 
and remains central to navigating periods of uncertainty. 
 
 
 
 
 

 




