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Markets push ahead in May

Stock markets advanced in May, supported by strong corporate earnings and continued enthusiasm for technology,
including Al. At the same time, geopolitical risks resurfaced, reminding investors that volatility remains a feature, not
just a “bug,” of the current environment.

The U.S. equity market looked past the headlines and reached new highs during the month, led by large-cap
technology and semiconductor stocks. Earnings growth remained robust, suggesting that many leading firms may
have the potential to grow their profits as economic conditions normalize.

However, U.S. market leadership remains narrow, with a relatively small group of companies accounting for a
disproportionate share of S&P 500 Index returns. Valuation levels increased from their March bottom, indicating that
the market could be more sensitive to surprises, both positive and negative.

Energy prices spiked early in the month amid heightened Middle East tensions, before easing toward the
month-end. While inflation has moderated from its recent peaks, episodes like the Middle East conflict highlight how
quickly geopolitical events can reignite inflation risks and concerns.

Central bank caution

Maijor global central banks continue to signal caution on monetary policy, reinforcing expectations that interest rates
may remain higher for longer than many investors previously anticipated. The U.S. Federal Reserve (Fed), for
example, appears to be shifting toward a less dovish policy stance in recent months.

Equity markets were additionally buoyed by discussions of a potential U.S.-Iran deal, which may reduce geopolitical
risk in the region. The discussions are ongoing, with a lasting deal far from certain, but any positivity surrounding
the conflict tends to relieve pressure on oil prices and reduce the perceived risk of enduring inflationary pressures.

Ultimately, May echoed a familiar theme: markets can move higher even amid uncertainty, but returns are becoming
more selective. Staying invested, diversified, and focused on long-term goals remains the most effective portfolio
strategy as markets navigate a world shaped by potentially higher rates and persistent geopolitical complexity.

Canada recession?

Canada’s first-quarter GDP release—a large miss accompanied by downward revisions—is likely to push the Bank
of Canada (BoC) back toward a more dovish policy stance. GDP shrank 0.1% quarter-over-quarter, instead of the
modest 1.5% growth expected. The fourth-quarter 2025 figure was also revised down from -0.6% to -1.0%.

This was the third GDP decline in the past five quarters. Household consumption and inventories made positive
contributions to growth, as anticipated, but investment failed to rebound. Ongoing weakness in the housing market
and lower spending on engineering structures explain the disappointment. Non-residential and machinery and
equipment investment grew only 0.5%, in line with Canadian businesses’ very slow adaptation to U.S. tariffs.

Net trade made a large negative contribution to growth. Imports rose, but mainly due to stronger demand for gold.
Meanwhile, U.S. tariffs continued to hurt motor vehicle exports, partially offset by higher shipments of crude oil and
natural gas.

The odds of a BoC rate hike by the end of 2026 have dropped, with only one full hike currently priced in at the time
of writing, versus four just two weeks ago. And rightly so: facing a potential rise in core inflation due to the Iran
conflict, the BoC signalled in April its willingness to hike if necessary to contain inflation spillovers.
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While the Strait of Hormuz is still significantly disrupted, Canada’s starting point in terms of both growth and inflation
now looks much weaker, limiting businesses’ ability to pass on higher input prices to consumers and, at the same time,
giving the BoC ample room to consider if inflation is becoming a problem again.

In the current context, we continue to expect no change in the policy rate this year.

While two consecutive quarters of negative GDP growth are considered a technical recession, we believe Canada is
still far away from recession territory. The first quarter saw only a slight decline and seems more reflective of today’s
uncertain environment around trade and geopolitical risks, rather than an entrenched weakening of the economy.

Looking forward: the Middle East and CUSMA review

As we look to June and beyond, with earnings seasons behind us, markets will be focused once again on the news
headlines. There will likely be renewed sensitivity to events in the Middle East and the wait for a steadier, more durable
resolution to the conflict, which remains a big swing factor for oil prices and inflation expectations. While markets have
largely absorbed recent developments, further disruptions or tensions could weigh on investor sentiment, while a
positive outcome might support market momentum.

There will also be trade-related macro headlines toward the end of June as Canada, the United States, and Mexico
prepare for the six-year review of the CUSMA (Canada-US-Mexico Agreement), also known as USMCA (US-Canada-
Mexico Agreement), but we view this as probably being more of just a checkpoint than a turning point for North
American trade.

CUSMA includes a scheduled six-year review designed to assess how the agreement is functioning. The United States
retains the legal ability to withdraw with notice, so expect tough language, targeted disputes, and possibly narrow
adjustments or side agreements. While headlines may suggest rising trade risks, the most likely outcome is an
extension of the agreement with limited, targeted adjustments, rather than a wholesale rewrite.

The review process may introduce short-term uncertainty for many businesses that need to make cross-border
investment decisions, particularly in autos, manufacturing, and energy. However, the deep integration of North
American supply chains means that any material disruptions would be economically costly for all parties, which acts as
a stabilizing force.

We expect periodic bouts of headline-driven market volatility, especially if trade rhetoric were to intensify, but history
suggests that markets tend to look through the short-term “noise” provided that the core longer-term framework remains
intact.

Index returns as of May 31, 2026

Close May (%) YTD (%)
S&P/TSX Composite Index 34,769.14 2.4 9.6
Dow Jones Industrial Average (USD) 51,032.46 2.8 6.2
NASDAQ Composite Index (USD) 26,972.62 8.4 16.1
S&P 500 Index (USD) 7,580.06 5.1 10.7
MSCI EAFE Index (USD) 3,117.57 2.6 7.8

Source: Manulife Investment Management Capital Markets Strategy Team, as of 5/31/2026
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Monthly lookahead

June 5

June 10
June 11
June 12
June 15
June 17
June 19
June 22

June 30

Canada, U.S. May employment

Bank of Canada rate decision, U.S. May CPI

U.S. May producer prices, Canada April building permits, ECB rate decision
U.S. June University of Michigan consumer sentiment (P)

Canada May housing starts, April wholesale trade

U.S. interest rate decision, May retail sales

Canada April retail sales

Canada May CPI

Canada April GDP, U.S. June consumer confidence
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Important disclosure

The S&P/TSX Composite Index is the benchmark
Canadian index that tracks the performance of
companies listed on the Toronto Stock Exchange
(TSX).

The S&P 500 Index tracks the performance of 500
of the largest publicly traded companies in the
United States.

The Dow Jones Industrial Average tracks the
performance of 30 of the largest publicly traded
companies in the United States. It is not possible
to invest directly in an index.

NASDAQ Composite Index is a market-value-
weighted index that tracks the performance of all
stocks listed on the NASDAQ Stock Market.

The MSCI Europe, Australasia, and Far East
(EAFE) Index tracks the performance of publicly
traded large- and mid-cap stocks of companies in
those regions.

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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