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Mixed markets in the dog days of summer

We are approaching the end of the "dog days of summer," a period traditionally associated with the hottest days of
the year. On financial markets, July was a reminder that strong fundamentals do not always translate into a smooth
performance. Corporate earnings continued to surprise to the upside, the Al investment cycle remained intact, and
global growth data was generally resilient. However, investors also had to contend with a pullback in market
momentum, renewed geopolitical tensions, rising long-term bond yields, and central banks that remained cautious
about lowering rates.

Canadian equities ended the month with a modest 1.1% gain as they benefited from strong energy stocks and
improving economic data, while bonds were pressured by renewed inflation concerns and higher yields. U.S. stocks
declined by -0.1%, ending an up-and-down month little changed from the end of June.

The macro backdrop remains constructive but complicated

U.S. Q2 GDP growth was weaker than expectations, hurt by higher imports and inventories. But the weak headline
reading obscured strength in the details, as consumption and business investment remained robust. May GDP in
Canada rose 0.3% MoM, beating expectations of 0.2%, and marking the second consecutive month of growth. The
Canadian economy appears to be returning to more stable footing after months of stagnation.

U.S. earnings season continued to surprise to the upside, but the market reaction was selective. Companies
showing strong revenue growth, margin discipline, and showed a clear path to monetizing Al were rewarded, while
companies missing expectations or offering vague guidance were punished. S&P 500 earnings growth is tracking
45% YoY for Q2 compared with a consensus estimate of 22% coming into the quarter. However, much of that
growth is attributable to Alphabet and Amazon's combined US$151 billion of "other income" related to equity
investments. Excluding these gains, S&P 500 EPS growth is still tracking at 26%, an acceleration vs. Q1 and the
fastest pace of growth since 2022.

During the month, we also saw the Al trade broaden, then correct, and then stabilize. Investor concern shifted from
whether Al spending will continue to whether returns on that spending can justify the scale of investment. Recent
results from major technology companies helped improve confidence, but investors are looking for stronger
evidence that Al spending will pay off.

International markets remain an important diversifier

Japan continued to benefit from improving wages, corporate reform, and Al-related capital spending. Europe
delivered improving earnings breadth, particularly in financials, industrials, chemicals, and technology, even if
investor enthusiasm remained more restrained. Emerging markets were more uneven, with semiconductor-heavy
markets experiencing sharp swings as investors reassessed Al supply-chain positioning.

Central bank policy uncertainty remains high.

The Fed and Bank of Canada remain focused on inflation risks, even as prices pressures appear to be gradually
easing. Markets may need to get comfortable with central banks staying restrictive for longer.

The opportunity in bonds remains more attractive than it was in the zero-rate era from a yield perspective, but
investors should avoid assuming a straight-line decline in yields. A diversified approach to building an income
portfolio seems appropriate given inflation and central bank policy uncertainty.
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Looking ahead, the second half of the year is unlikely to be about choosing between optimism and caution. Rather,
it's about balance. Equities still have support from earnings, Al investment, and resilient growth, but valuations and
narrow leadership argue against complacency. Fixed income offers better income than in the past, but duration
should be managed carefully while inflation and central bank uncertainty persist. For clients, the key is to stay
invested, remain diversified, and focus on quality companies and quality income rather than chasing the most
crowded parts of the market.

What to watch
Investors may want to consider monitoring the following themes through the end of the year:

. Inflation follow-through: One softer inflation print is helpful, but investors need evidence that disinflation is
durable, especially in services, shelter, and wages.

. Central bank communication: The market needs greater clarity on what would trigger rate hikes, cuts, or a
prolonged hold. Until then, rates volatility may remain a recurring feature.

. Earnings breadth: Earnings growth has been strong, but leadership remains concentrated. A more durable
equity advance could require a broader participation beyond mega-cap technology.

. Al return on investment: The question is shifting from “will companies spend on Al?” to “who can monetize Al
spending profitably?” That distinction will matter more heading into 2027.

. Oil and geopolitics: Energy prices remain a swing factor for inflation, consumer sentiment, and central bank
policy. Middle East developments and shipping routes remain key risks.

. Credit conditions: Credit spreads remain relatively tight. That is supportive for risk assets, but it also leaves
less room for disappointment if growth slows or refinancing stress rises.

. Canada-U.S. trade and policy risk: Tariffs, sector-specific measures, and North American trade uncertainty
remain important variables for Canadian growth and business confidence.

Monthly lookahead

August 7 Canada, U.S. July employment

August 12 U.S. July CPI, Canada June building permits

August 17 Canada July CPI, June international securities transactions

August 18 Canada July MLS home sales, housing starts, U.S. housings starts and building permits
August 19 U.S. FOMC minutes

August 20 Canada July industrial product prices and raw materials prices

August 21 Canada June retail sales

August 26 U.S. Q2 GDP, July durable goods orders

August 28 Canada Q2 and June GDP, U.S. U. of Michigan consumer sentiment
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Important disclosure

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.

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. The information
provided 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.
Clients and prospects should seek professional
advice for their particular situation. Neither
Manulife Wealth Inc. nor any of its affiliates or
representatives (collectively Manulife
Investments) is providing tax, investment or
legal advice.

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 Inc. The information
and/or analysis contained in this material has
been compiled or arrived at from sources
believed to be reliable, but Manulife Wealth Inc.
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 Investment Management disclaims any
responsibility to update such information.

Manulife Wealth Inc. 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. This material was
prepared solely for informational purposes, does
not constitute a recommendation, professional
advice, an offer or an invitation by or on behalf
of Manulife Wealth Inc. to any person to buy or
sell any security or adopt any investment
approach, and is no indication of trading intent in
any fund or account managed by Manulife
Wealth Inc. No investment strategy or risk
management technique can guarantee returns
or eliminate risk in any market environment.
Diversification or asset allocation does not
guarantee a profit or protect against the risk of
loss in any market. Unless otherwise specified,
all data is sourced from Manulife Wealth Inc.
Past performance does not guarantee future
results.

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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