
 

Q3: A positive quarter for stocks, bond yields rise 

The third quarter of 2026 was positive for investors, as both the S&P/TSX Composite Index and 

S&P Index touched record highs as they eked out slight gains over the three-month period.  

In the United States, equities continued to benefit from healthy growth and exceptional earnings, 

with the latter doing much of the heavy lifting as valuations have moderated since the beginning 

of the year. A key question is whether AI spending will ultimately generate the necessary returns 

to justify increasingly high earnings expectations. 

Canadian stocks were driven by a different earnings mix, with higher oil prices lifting energy 

companies and stronger earnings from financials and materials providing broader support. 

Europe and Japan continued to demonstrate the value of looking beyond the United States by 

providing different business exposures and return drivers than technology-heavy U.S. 

benchmarks.  

We remain constructive on equities and see room for a modest overweight in balanced 

portfolios. Strong earnings and economic growth remain supportive, but concentrated AI 

exposure, geopolitical risks and tighter financial conditions reinforce the need for broad 

diversification across companies, sectors and sources of risk. 

Bond yields surge 

U.S. and Canada long-term government bond yields continued to rise during the quarter and are 

now at levels not seen since before the global financial crisis. This has weighed on bond prices, 

but higher yields may provide a more attractive starting point for investors, though future returns 

aren't guaranteed. 

Several forces may keep long-term yields elevated, including sticky inflation, government deficit 

spending and debt issuances from AI-related companies to fund capital spending. Governments 

and corporations are effectively competing for the same pool of global capital, and investors 

may require higher yields to absorb the additional supply. 

However, government bonds shouldn't automatically be the first choice simply because their 

yields have moved higher. North American and European investment-grade corporate bonds 

can offer similar or better yields, with additional compensation for credit risk. Corporate balance 

sheets and cash flows remain healthy, and the quality of the high-yield market has improved.  

From resilience to expansion 

The global economy continued to move from resilience toward expansion during the quarter. 

This shift has been fueled by a combination of large fiscal deficits, rising defence spending, 

investment in the energy transition and, most importantly, the AI infrastructure buildout. The 
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result isn't a traditional boom, but an environment in which growth remains reasonably solid, 

inflation settles above central bank targets and interest rates creep higher. 

U.S. growth has been good rather than merely resilient, supported by fiscal policy, consumer 

spending and a powerful capital expenditure cycle. The “no hire, no fire” labour market backdrop 

suggests the economy is neither overheating nor approaching recession. 

Canada began the year in a fragile, low-growth environment, but activity has improved, 

supported by manufacturing, energy, government spending and early data-centre investment. 

Despite this progress, weak productivity, cautious consumers and uncertainty around the 

Canada-U.S.-Mexico trade agreement are likely to temper the recovery. Canada is improving, 

but considerable work remains. 

AI investment, meanwhile, has become an important engine of global growth. Spending on data 

centres, semiconductors, networking equipment, power generation and cloud infrastructure is 

benefiting industrials, utilities, construction and manufacturing. While these investments could 

sustain activity for years, their growing reliance on debt and equity financing warrants 

monitoring 

Inflation remains a key risk in this environment. Disinflation is visible in areas such as shelter, 

but recurring shocks from tariffs, energy and AI-related demand have interrupted the path back 

to target. Central banks, therefore, have less room to ease than investors expected heading into 

the year.  

Vigilance and opportunism 

Overall, the third-quarter message is to stay vigilant but opportunistic. Economic growth remains 

supportive of earnings, but inflation, interest rates and geopolitical risks are likely to keep 

volatility elevated. Investors should avoid becoming overly defensive while maintaining a 

portfolio built for both resilience and opportunity. 

A well-built portfolio should retain meaningful equity exposure, use fixed income as both a 

source of income and a potential ballast, and diversify across underlying business risks rather 

than relying on asset-class labels alone. The goal isn't to predict every change in the weather, 

it's to make sure the portfolio has an umbrella while remaining positioned to benefit when the 

sun is shining. 

If you’d like to discuss recent market movements or your portfolio, please reach out. 

Sincerely, 

Scott Gravesande 

Senior Financial Advisor 
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The S&P 500 Index tracks the performance of 500 of the largest publicly traded companies in the United 
States. It is not possible to invest directly in an index. Past performance does not guarantee future 
results. The S&P/TSX Composite Index is the benchmark Canadian index that tracks the performance of 
companies listed on the Toronto Stock Exchange (TSX). 
This material is not to be construed as an offer or solicitation. The investments mentioned may not 
necessarily be suitable for all clients. Contact your Advisor to discuss your individual investment needs. 
 
Investing involves risks, including the potential loss of principal. Financial markets are volatile and can 
fluctuate significantly in response to company, industry, political, regulatory, market, or economic 
developments. This material was prepared solely for informational purposes and does not take into 
account the suitability, investment objectives, financial situation, or particular needs of any specific 
person. 
 
All overviews and commentary are intended to be general in nature and for current interest. While helpful, 
these overviews are no substitute for professional tax, investment or legal advice. Manulife Wealth Inc. 
and/or Manulife Wealth Insurance Services Inc. ("Manulife Wealth") makes no representation or warranty, 
express or implied, as to the accuracy, completeness or correctness of the information contained in this 
publication. 
 
This publication does not constitute a recommendation, professional advice, an offer or an invitation by or 
on behalf of Manulife Wealth to any person to buy or sell any security or adopt any investment approach. 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any 
market environment. Diversification or asset allocation doesn’t guarantee a profit or protect against the 
risk of loss in any market. Past performance does not guarantee future results. 
 
This material is intended for the exclusive use of recipients in jurisdictions who are allowed to receive the 
material under their applicable law. The opinions expressed are those of the author(s) and are subject to 
change without notice. Our investment teams may hold different views and make different investment 
decisions. These opinions may not necessarily reflect the views of Manulife Wealth. The information 
and/or analysis contained in this material has been compiled or arrived at from sources believed to be 
reliable, but Manulife Wealth does not make any representation as to their accuracy, correctness, 
usefulness, or completeness and does not accept liability for any loss arising from the use of the 
information and/or analysis contained. 
 
The information in this material may contain projections or other forward-looking statements regarding 
future events, targets, management discipline, or other expectations, and is only current as of the date 
indicated. The information in this document, including statements concerning financial market trends, are 
based on current market conditions, which will fluctuate and may be superseded by subsequent market 
events or for other reasons. Manulife Wealth disclaims any responsibility to update such information. 
Manulife Wealth shall not assume any liability or responsibility for any direct or indirect loss or damage or 
any other consequence of any person acting or not acting in reliance on the information contained here. 
As each situation is different, you should seek advice based on your specific circumstances. Please call 
to arrange for an appointment. 
 
Copyright 2026 by Manulife Wealth Inc. 
 
Manulife, Manulife & Stylized M Design, Stylized M Design, Manulife Wealth, and Where will better take 
you are trademarks of The Manufacturers Life Insurance Company and are used by it, and by its affiliates, 
under license. 
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