2026 Second Quarter Review

Global equity markets delivered strong returns during the second
guarter despite a backdrop of heightened geopolitical and economic
uncertainty. Trade tensions remained a source of concern for
investors, while the conflict in the Middle East contributed to volatility
in energy markets and renewed concerns about inflation.
Nevertheless, resilient corporate earnings and generally supportive
economic conditions helped support stocks. As a result, most major
equity markets generated positive returns during both the quarter
and the first half of the year.

US equities posted another strong quarter, with the S&P 500 Index
advancing 17.3% and now up 14.2% year to date. Investor
enthusiasm surrounding artificial intelligence (Al) and
continued strength in corporate earnings remained important
drivers of performance. While inflation generally continued to trend
lower, higher energy prices raised concerns that progress toward
the US Federal Reserve’s (the Fed’s) inflation target could become
more uneven in the months ahead. At its most recent meeting, the
Fed, under new chairman Kevin Warsh, left interest rates
unchanged, also dropping previous forecasts for rate cuts. Nearly
half of policy makers pointed to the possibility of rate increases to
deal with elevated inflation.

Canadian equities also delivered positive returns during the quarter,
with the S&P/TSX Composite Index gaining 7.0% and rising 11.2%
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year to date. Strength in energy and resource-related sectors helped
support market performance as oil prices moved higher. However, the
domestic economic environment remains challenging with sluggish
economic growth and trade uncertainty continuing to weigh on business
confidence. On the bright side, it does appear that Canada may have
slipped out of a technical recession with a strong GDP report in April. At
its most recent meeting, the Bank of Canada also left its policy rate
unchanged, citing uncertainty surrounding both the economic
outlook and the path of inflation.

International developed and emerging market equities also generated
positive returns during the quarter. The MSCI EAFE Index returned
12.9% during the quarter and 13.4% year to date, while the FTSE
Emerging Markets Index gained 14.2% and 13.1%, respectively. Despite
ongoing geopolitical uncertainty and trade tensions, both developed and
emerging market equities benefited from generally resilient economic
conditions, improving investor sentiment during the period.

Fixed income markets generated modest returns as bond yields
fluctuated in response to changing inflation expectations, central bank
commentary, and developments in global energy markets. The 10-year
US Treasury yield started the quarter at 4.34%, spiking as high as 4.66%
before settling back down to 4.42% at the end of June. Canadian short-
term bond prices returned 1.2% during the quarter and 1.5% year to
date.

Q2 YTD 1-year 3-year 5-year 10-year
actual actual actual annualized annualized annualized
Canadian Short Term (FTSE 30-Day T-Bill) 0.6 1.1 2.4 3.7 3.0 2.0
Canadian Bonds (FTSE Short-Term Bond) 1.2 1.5 3.1 5.0 2.3 2.1
Canadian Stocks (S&P/TSX Composite) 7.0 11.2 32.9 23.5 14.9 12.8
US Stocks (S&P 500) 17.3 14.2 27.6 23.5 16.5 16.5
Non-North American Dev. Stocks (EAFE) 12.9 13.4 25.4 19.2 12.0 10.6
Emerging Market Stocks (FTSE) 14.2 13.1 27.2 19.7 7.9 9.5

All returns in Canadian dollars. Source: SS&C Technologies and Vanguard.
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Outlook

As we enter the second half of 2026, investors continue to balance
strong corporate fundamentals against an increasingly uncertain
macroeconomic setting. Earnings growth remains healthy,
particularly among companies benefiting from the ongoing Al
investment cycle, while labour markets and consumer spending have
generally remained resilient. At the same time, geopolitical
tensions, trade uncertainty, and lingering inflation pressures
continue to create potential challenges for financial markets.

In the United States, economic growth has remained surprisingly
durable despite elevated interest rates. Corporate earnings
continue to exceed expectations, supported by ongoing
investment in Al infrastructure, data centres, semiconductors, and
broader productivity-enhancing technologies. However, inflation
remains a key risk. Recent conflict in the Middle East has highlighted
the vulnerability of global energy markets, and any sustained
increase in oil prices could place renewed upward pressure on
inflation. While the Fed has made significant progress in bringing
inflation lower, the prospect of higher energy costs has reduced
expectations for future rate cuts. As a result, the range of potential
policy outcomes has widened, with investors now contemplating the
possibility that the Fed may need to maintain or even increase
interest rates should inflation pressures persist. Meanwhile, market
leadership remains highly concentrated among a small group of
large-cap technology and Al-related companies, leaving valuations
elevated and increasing the importance of diversification.

Canada enters the second half of the year with a different set of
opportunities and challenges. The S&P/TSX Composite Index has
reached record highs, supported by strength in financials,

materials, and precious metals. Unlike the US market, Canada has
relatively limited exposure to mega-cap technology companies,
providing investors with a different source of return and diversification.
Financials and materials remain the two primary drivers of the
Canadian market. Canadian banks have benefited from improving
confidence surrounding credit quality and mortgage renewals, while
demand for gold and other commodities has been supported by
ongoing geopolitical uncertainty. The broader economy, however,
remains sluggish. Canadian consumer spending remains subdued
and labour market conditions have softened. Against this backdrop,
the Bank of Canada appears likely to remain on hold following its
recent decision to maintain its policy rate at 2.25%. The United States
formally declined to renew the Canada—United States—Mexico
Agreement (CUSMA) in its current form, triggering annual review
cycles where trilateral and bilateral negotiations will continue. Trade
policy uncertainty remains a meaningful risk for Canadian
exporters and manufacturers.

International equities continue to offer attractive opportunities, as
valuations remain significantly lower than those found in the United
States. In developed markets, countries such as Japan, Germany, and
Spain are benefiting from improving economic conditions, lower
interest rates, and stronger corporate profitability. In Japan,
ongoing corporate governance reforms continue to support shareholder
returns and investor confidence. Within emerging markets, India
continues to stand out, supported by favourable demographics,
expanding consumer demand, and significant infrastructure investment.
Challenges remain in China, where economic growth has been uneven
and investor sentiment remains cautious.
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Portfolio Strategy

While the economic conditions remain reasonably supportive
heading into the third quarter, elevated equity valuations across
many markets suggest that investors should maintain realistic
return expectations and continue to be mindful of risk.

Within equities, portfolios remain diversified across growth, value,
and small-cap companies as well as across Canada, the United
States, international developed markets, and emerging markets.
Different styles and regions can perform well at different times,
and maintaining exposure across multiple sources of return helps
reduce reliance on any one market or investment theme. While
valuations have become increasingly stretched in many areas of the
market, international and emerging market equities continue to offer
relatively attractive valuations compared to those in the United
States, providing potential opportunities for long-term investors.
Following the strong gains experienced in many equity markets over

the past several years, rebalancing portfolios and harvesting gains
where appropriate can also be an effective way to manage risk while
maintaining long-term strategic allocations.

Within fixed income, we continue to favour shorter-duration bonds,
which help reduce sensitivity to today’s unpredictable interest rate
movements while still providing attractive income. For many investors,
GICs are also a compelling option, where suitable, given their stability
and yields that remain attractive relative to much of the past decade.
We cannot predict how markets will perform over any given period. We
therefore place the greatest emphasis on maintaining disciplined, well-
diversified portfolios aligned with each client’s long-term financial goals.
Over time, we have found that this approach provides the best
opportunity to participate in long-term growth while managing risk
through changing market environments.
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