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Market recap
Global markets navigated a quarter where growth proved more resilient than feared, but inflation reaccelerated 
and forced investors to reassess how quickly central banks might ease on rate decisions. In Canada, the Bank of 
Canada (the BoC) remains caught between slowing domestic growth and the risk that higher energy prices begin 
to feed more broadly into inflation. In the U.S., the Federal Reserve’s (the Fed’s) more hawkish tone has reduced 
confidence in a near-term easing path and kept pressure on longer-duration assets. For investors, both central 
banks remain in wait-and-see mode, and the path for bonds and equities will depend heavily on whether oil 
prices and broader Middle East risks begin to normalize over the coming quarters from here.

Fixed income

• Canadian fixed income still offers useful income and 
diversification, but the backdrop is less friendly than it looked 
earlier in the year. The BoC left its overnight rate unchanged at 
2.25% in June, while first-quarter GDP slipped 0.1% and May CPI 
climbed to 3.2%, a 29-month high driven largely by higher 
gasoline prices. That combination supports patience on duration 
but leaves Canadian bonds sensitive to further energy-driven 
inflation surprises.

• U.S. bonds face a tougher near-term setup. The Fed held rates 
at 3.50% to 3.75% in June, May CPI rose 4.2% year over year, and 
energy prices were up 23.5%, prompting a hawkish shift in the 
median year-end 2026 dot to 3.8%. Higher starting yields 
improve long-run return potential, but price volatility is likely to 
persist until inflation clearly rolls over.

• Across both sides of the border, bond markets spent the 
quarter reacting less to growth weakness and more to inflation 
risk and changing policy expectations. In Canada, the BoC 
stressed the limited pass-through from energy into broader 
prices, while in the U.S. the Fed’s hawkish turn made it harder for 
markets to hold onto the easing narrative.

Equities

• Canada has continued to validate the case for domestic 
exposure. The S&P/TSX Composite has risen over 11% year to 
date, with leadership coming largely from Energy (23.6%), 
Financials (23.2%), and Utilities (17.8%), leaving the Canadian 
market relatively well positioned in a more inflation-sensitive 
environment this year.

• U.S. equities remain an essential portfolio anchor, but the 
backdrop is becoming less forgiving. The S&P 500 has risen 
14.1% in CAD terms year-to-date, following consecutive 
calendar year advances of 25% in 2024 and 18% in 2025—a run 
that leaves expectations high even before accounting for 
persistent index concentration. With inflation reaccelerating 
and the Fed turning more hawkish, selectivity matters more 
than simply adding beta for investors today.

• Emerging markets have been the standout in 2026. The MSCI 
Emerging Markets Index is up 28.2% year-to-date, underscoring 
how much stronger leadership has been outside the U.S. The 
move has been supported by Asia’s technology complex and a 
still-compelling valuation gap versus U.S. equities, reinforcing 
the case for broad global diversification in portfolios. 

Alternatives

• Private equity: Private equity is now operating with more disciplined pricing and a gradual reopening of exit markets, creating more 
attractive conditions for multi-year deployment than at the 2021–2022 cyclical peak. The most compelling opportunities remain in 
areas such as healthcare and technology—including mission-critical software—where innovation, operational improvement, and 
accretive M&A drive value beyond simple multiple expansion. Our focus is on backing high quality sponsors in secondaries, co- 
investments, and direct control deals, targeting durable cash flows, clear competitive moats, and conservative leverage, while 
selectively using specialist GPs to access high growth, early-stage disruptive businesses. Normalizing valuations and gradually 
improving exit dynamics should support private equity returns over time, as will AI-driven efficiencies and revenue expansion 
opportunities.

• Private credit: Private credit continues to offer a meaningful yield and structural protection premium versus public credit, even as 
uncertainty in software and pockets of stress have pushed credit spreads modestly wider. Defaults remain contained overall, supported 
by solid earnings and improving borrower profiles in terms of leverage and interest coverage, while well positioned managers lean on 
tight documentation, senior security, and conservative structures to manage risk through the cycle. In this context, private credit is 
expected to remain an important building block in portfolio construction, providing resilient income and diversification.

• Real assets: Infrastructure remains a key growth engine, underpinned by the energy transition, digitization, and modernization of 
transportation and logistics networks, with capital concentrating in renewables, grid and storage, digital infrastructure, and essential 
services as AI further boosts demand for data centers and reliable power. Real estate is transitioning into an early-stage recovery in 
several markets, with pricing starting to stabilize and transaction activity picking up. Logistics, rental housing (in certain markets), and 
data center linked assets show healthy fundamentals and improving rent growth, creating an attractive entry point for long term 
investors in real assets.
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“After three years of easy winners, the market is becoming less forgiving and more honest. 
That is healthy. It means price matters again, durability matters again, and global 
diversification stops being a slogan and starts becoming a source of optionality when the next 
shock arrives inside real portfolios.”

-	Craig	Maddock,	VP	&	Senior	Portfolio	Manager,	Head	of	Multi-Asset	Management

										Portfolio	view
•	 Maintain	a	modest	equity	overweight	relative to a traditional 60/40 benchmark; growth remains positive, earnings are holding up, and 

the backdrop still supports measured risk-taking over a defensive pivot.
•	 Maintain	and	selectively	add	to	non-U.S.	equities,	particularly emerging markets and select international markets, where leadership 

has broadened beyond U.S. mega-cap growth and valuations appear relatively more compelling.
•	 Keep	a	neutral	view	on	Canadian	equities;	while the market continues to benefit from Financial and Material sector support, that 

backdrop remains closely tied to commodity prices and a softer domestic economy.
•	 Maintain	a	neutral	credit	stance;	prefer government bonds and investment grade over high yield, as spreads remain tight and policy 

uncertainty is still elevated.
•	 Add	duration	gradually	in high-quality government bonds; starting yields are attractive, and duration could become a better hedge if 

growth slows or energy pressures ease.
•	 Preserve	broad	diversification	and	active	risk	management;	rotating regional leadership and a more hawkish Fed argue against 

concentrated passive exposure.

Market	outlook
Q3 may be shaped less by whether growth survives and more by whether the recent energy shock broadens into 
more persistent inflation. The BoC has said recent data points to a rebound in Q2 even as the economy remains in 
excess supply, while also noting only limited evidence that higher energy prices are feeding broadly into other 
consumer prices. In the U.S., the Fed has turned more hawkish and lifted its median 2026 policy-rate projection to 
3.8%, raising the bar for a quick return to lower yields. That leaves markets highly sensitive to further improvement 
in Middle East supply conditions: oil prices fell in June as peace talks progressed, and bond yields eased alongside 
them. If that pattern holds, active allocation should be better rewarded than broad index exposure.

										Risks	and	opportunities
• Middle	East	and	energy:	Energy remains the clearest macro swing factor for Q3, with markets focused on whether progress in U.S.-Iran 

talks leads to a more durable normalization in Strait of Hormuz flows. If supply conditions improve, pressure on inflation expectations 
and bond yields should ease; otherwise, they could remain elevated.

•	 Central	bank	outlook:	The Fed’s more hawkish tone has raised the bar for policy easing in the near term and increased sensitivity to 
upside inflation surprises, while the BoC retains room to respond if domestic momentum softens. Still, that flexibility is constrained by 
persistent inflation risks, keeping markets focused on incoming inflation and growth data rather than a preset easing path.

•	 Inflation	breadth:	In Canada, the key question is whether recent price pressure remains concentrated or begins to spread more broadly 
through the economy. If inflation stays relatively contained, fixed income markets may become more constructive even without an 
immediate policy move.

•	 U.S.	concentration	risk:	U.S. equities still benefit from solid momentum and earnings support, but concentrated leadership leaves less 
room for disappointment. If policy expectations remain volatile, broader market participation will matter more than simply relying on the 
largest growth names.

•	 The	Canada-U.S.-Mexico	Agreement	review:	Following the July 1 joint review, CUSMA remains in force but was not extended, leaving 
future negotiations as an important source of uncertainty for trade-sensitive sectors and the broader investment climate. Prolonged 
uncertainty or contentious negotiations could weigh on sentiment toward the domestic outlook.

•	 AI	and	IPOs:	The AI investment cycle is broadening beyond established incumbents, and a more active issuance backdrop could 
reinforce that theme in the second half of the year. If new listings are well received, they may support confidence in secular growth even 
as the macro environment becomes less forgiving.

•	 U.S.	midterms:	The U.S. political backdrop is becoming more relevant as investors start to think about the policy implications of a 
potentially competitive election cycle. A divided-government outcome following midterm elections could dampen major policy swings, 
but it could also narrow the scope for a meaningful fiscal response if growth slows.

•	 Diversification	outside	the	U.S.:	Non-U.S. markets remain an important source of diversification as leadership broadens beyond the 
narrowest parts of the U.S. market. If regional performance continues to widen, diversified global exposures may offer a more resilient 
path than doubling down on a single market.
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Q3	outlook

Fixed Income Outlook Comments

Overall

While a potential de-escalation in the Middle East has led to some moderation in oil prices, the transmission 
to global inflation is likely to be gradual. With inflation still elevated and markets anticipating the possibility of 
policy tightening in 2026, we see limited scope for a sustained decline in bond yields. In contrast, resilient 
economic activity and solid corporate earnings growth continue to support risk assets. As a result, we 
maintain our equity overweight, using fixed income as a relative funding source.

Rates

Canada and U.S.

Amid ongoing geopolitical uncertainty and a continued tug of war between persistent inflation and resilient 
economic growth, we expect both the Federal Reserve and the Bank of Canada to remain on hold through the 
remainder of 2026. Within this backdrop, we are positioned with a yield curve steepener in the U.S., reflecting 
the risk that term premia push longer-end yields higher, driven by concerns around fiscal dynamics and 
central bank independence.

Global

We reduced the long duration position to the UK rates and existed Germany rate exposure in June. Yields in 
Europe have risen materially since March, reflecting the region’s higher sensitivity to energy price shocks. 
However, we believe this repricing has overshot underlying fundamentals. The inflation impulse is likely to 
prove temporary, while growth remains weaker relative to the US. In June, this view has partially played out, 
with yields declining both in the UK and Germany. At current levels, we believe valuations are now broadly 
consistent with the macro backdrop.

Credit

Investment Grade

Investment grade spreads have widened amid an increase in geopolitical risk premia. Sector dispersion 
remains pronounced, with weaker segments such as software under pressure, while energy-related issuers 
have outperformed. We continue to emphasize active security selection and maintain an overweight to 
high-quality investment grade corporates.

High-Yield
High-yield credit spreads widened sharply when the U.S.-Iran conflict began but have since narrowed back 
from those peak (widest) levels and remain volatile. Given this backdrop, we retain a neutral stance overall and 
prefer to express duration views through government bonds rather than lower-quality credit.

Equities Outlook Comments

Overall

The Global equity market continues to push higher supported by a resilient economy and the strength and 
breath of corporate earnings. This has stabilized the employment market, leading central banks to take a 
more hawkish tone as inflation remains elevated. On that front, energy prices declined in the quarter despite 
geopolitical tensions remaining elevated, reducing some of the risk of the supply shock globally. Overall, the 
biggest driver of higher equity markets remains expectations for further profit growth supported by 
historically elevated profit margins. This is likely to continue in the near term.

Region

Canada

We continue to have a neutral view on Canadian equities relative to other equity markets. Canadian 
equities are supported by strong earnings growth in the gold and banking sectors, underpinned by higher 
commodity prices and a steeper domestic yield curve. Higher gold prices enhance cash flows and 
profitability for Canadian miners, while a steeper curve supports bank net interest margins and earnings 
resilience. At the same time, elevated gold prices introduce additional cyclicality and valuation risk should 
the metal correct. Overall, these dynamics provide a solid but more volatile fundamental backdrop for 
Canada’s equity market and help differentiate it from other developed markets more exposed to weaker 
consumption or less favourable commodity mixes.

U.S.

We continue to have a neutral view on U.S. equities relative to other equity markets. U.S. equities remain 
supported by strong earnings growth and ongoing fiscal expansion, supported by another strong earnings 
season. Valuations for many of the market’s leading innovation driven companies have come down and are now 
much more reasonable, even as the index remains highly concentrated in a small group of mega cap tech 
names. Still, sentiment toward specific subsectors can sour quickly, as illustrated by the sharp selloff in software 
as a service companies in the first quarter amid fears of AI driven disruption. With our overall equity overweight 
already delivering substantial U.S. exposure, we see limited justification for adding further to this concentration.

International

We continue to have a neutral view on international equities relative to other equity markets. We favour more 
cyclical international markets that stand to benefit from a positive global backdrop and stabilization in global 
energy markets. Central bank rate hikes in many regions may have some dampening impact on growth 
expectations over the coming months, but the measured approach taken should reduce the risk of a sharp 
contraction in growth near term.

Emerging Markets

We have added to emerging markets within our broader equity overweight, taking advantage of the recent 
selloff. In our view, the pullback has pushed valuations below what underlying fundamentals justify, 
particularly in technology-oriented names that should be less sensitive to an energy driven shock than more 
traditional, commodity intensive sectors. This creates an opportunity to gain exposure to structural growth 
and innovation in EM at more attractive entry points, while still acknowledging near term macro uncertainty.

 Legend:        Overweight       Neutral-overweight       Neutral       Neutral-underweight   Underweight
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Market	performance
Fixed Income
Bonds 3-mth 6-mth YTD 1-yr 3-yr	CAGR 5-yr	CAGR
FTSE Canada Universe Bond C$ 2.00% 2.20% 2.20% 3.50% 4.40% 0.80%

FTSE Canada All Corporate C$ 2.10% 2.20% 2.20% 4.40% 6.30% 2.40%

ICE BofA Canada High Yield Index C$ 2.10% 2.30% 2.30% 6.20% 8.80% 4.60%

ICE BofA U.S. Corporate U$ 1.40% 1.00% 1.00% 4.50% 5.50% 0.50%

ICE BofA U.S. High Yield U$ 2.30% 1.30% 1.30% 4.50% 8.20% 4.00%

Bloomberg U.S. Aggregate Bond U$ 0.70% 0.60% 0.60% 3.80% 4.20% 0.10%

Bloomberg Global Aggregate U$ 0.90% -0.20% -0.20% 0.60% 3.40% -1.50%

Equities
Canadian	Equities 3-mth 6-mth YTD 1-yr 3-yr	CAGR 5-yr	CAGR
S&P/TSX Composite C$ 7.00% 11.20% 11.20% 32.90% 23.50% 14.90%

U.S.	Equities
S&P 500 C$ 17.10% 14.10% 14.10% 27.20% 23.40% 16.50%

Dow Jones Industrial Avg C$ 15.30% 13.60% 13.60% 25.40% 19.90% 13.80%

NASDAQ C$ 23.40% 16.70% 16.70% 33.80% 26.80% 15.70%

Global	Equities
MSCI World C$ 15.60% 13.50% 13.50% 26.20% 22.00% 14.50%

MSCI EM Asia C$ 32.30% 32.70% 32.70% 54.60% 28.20% 10.60%

MSCI Japan C$ 16.10% 20.00% 20.00% 34.70% 21.70% 12.90%

MSCI Europe C$ 11.05% 9.53% 9.53% 19.98% 15.79% 9.60%

MSCI Emerging Markets C$ 26.10% 28.20% 28.20% 49.20% 25.90% 10.20%
Sources: Bloomberg, Morningstar. All returns as at June 30, 2026. 

Multi-Asset	Management	Team

*As at April 30, 2026

Commissions, trailing commissions, management fees and expenses may be associated with mutual fund investments. Please read the prospectus before 
investing. Mutual funds are notguaranteed or insured by the Canada Deposit Insurance Corporation or any other government deposit insurer, their values 
change frequently and past performance may not be repeated. 
The information provided in this document is not intended to be investment advice. Investors should consult their own professional advisor for specific investment and/or tax advice tailored to
their needs when planning to implement an investment strategy to ensure that individual circumstances are considered properly and action is taken based on the latest available information.
Information contained in this document, including information relating to interest rates, market conditions, portfolio positioning and other factors, are subject to change without notice. Scotia
Global Asset Management is not responsible for updating the information and views expressed. To the extent this document contains information or data obtained from third party sources, it is
believed to be accurate and reliable as of the date of publication, but Scotia Global Asset Management does not guarantee its accuracy or reliability. The information provided is not intended to
be investment advice. Indices are not managed, and it is not possible to invest directly in an index.

ScotiaFunds® and Dynamic Funds® are managed by Scotia Global Asset Management, a limited partnership the general partner of which is wholly owned by The Bank of Nova Scotia. ScotiaFunds
and Dynamic Funds are available through Scotia Securities Inc. and from other dealers and advisors. Scotia Securities Inc. is wholly owned by The Bank of Nova Scotia and is a member of the
Canadian Investment Regulatory Organization. Scotiabank® includes The Bank of Nova Scotia and its subsidiaries and affiliates, including 1832 Asset Management L.P. and Scotia Securities
Inc. Scotia Global Asset Management® is a business name used by 1832 Asset Management L.P., a limited partnership, the general partner of which is wholly owned by Scotiabank. ® Registered
trademarks of The Bank of Nova Scotia, used under license. © Copyright 2026 The Bank of Nova Scotia. All rights reserved.

Craig	Maddock	 Wesley	Blight
VP & Sr. Portfolio Manager  VP & Portfolio Manager
Head of Multi-Asset Management 
Adam	Bomers Ian	Taylor
VP & Portfolio Manager VP & Portfolio Manager

Yuko	Girard Mark	Fairbairn
VP & Portfolio Manager VP & Portfolio Manager

Jenny	Wang Richard	Schmidt
Portfolio Manager Portfolio Manager
In collaboration with: 
4 Associate Portfolio Managers | 6 Analysts 
1 Trader | 2 Portfolio Specialists

As Portfolio Managers for ScotiaFunds and Dynamic Funds 
managed-asset programs, the Multi-Asset Management 
Team oversees over	$150	billion* in multi-asset solutions. 
The Team is responsible for portfolio construction, asset 
allocation policy, and investment strategy research and 
selection. The Team is also involved in the due diligence and 
day-to-day management of all portfolio solutions.
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